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INTERNATIONAL 
 

 Ahead of the Federal Reserve’s next policy meeting on 20th September, Fed chairman 
Ben Bernanke said the central bank has the tools to provide more support to the 
economy in the expected context of slowing economic recovery and declining inflation. 
Expectations are growing that the Fed will shift the composition of its $2.4 trillion bond 
portfolio towards longer-dated bonds, dubbed by financial markets as “Operation 
Twist”. This would serve to lower the 30-year bond yield to which mortgage bond rates 
are closely linked, potentially boosting property prices and providing a greater boost to 
the real economy than the previous focus on shorter dated rates.  

 President Obama proposed a stimulus package to a joint session of Congress valued at 
$447 billion, equivalent to around 3% of GDP of which about $400 billion would 
directly impact the economy in 2012. The package would be smaller than Obama’s 1st 
stimulus package in 2009 but being less protracted would likely have equal impact. 
Measures include infrastructure spending of $25 billion on school repairs, $50 billion 
on transport and $15 billion on refurbishment of blighted properties. Refurbishment 
and repairs are more labour intensive than new building projects, estimated to create 
around 10,000 jobs per billion dollars spent. The package includes tax cuts of $175 
billion. The proposals may have difficulty passing through Congress with most of the 
Tea Party members likely to oppose the entire plan. 

 The US Labor Department reported non-farm payrolls showed zero growth in August 
significantly below the 70,000 consensus forecast, while downwardly revising July’s 
number by 58,000. Over the past 3 months non-farm payrolls have increased an 
average 35,000 barely a 5th of that traditionally required to reduce the unemployment 
rate. While the August number was exacerbated by a 2-week strike at Verizon 
reducing the payroll number by around 40,000 the data remains disappointing and 
likely to fast-track further monetary and fiscal policy stimulus. 

 US mortgage giants Freddie Mac and Fannie Mae expect the US economy will continue 
to grow. Frank Nothaft, Freddie Mac chief economist is sticking to his 16th August 
forecast for annualized economic growth of 2.0% and 2.5% in the 3rd and 4th quarters 
pitching his probability of recession at just 25%.  

 The OECD reduced its 4th quarter economic growth forecast for the G7 economies to 
0.1% annualized from 0.5% previously, attributing a 50% probability to recession. It 
reduced its forecast for US growth for the 3rd and 4th quarters to 1.1% and 0.4% 
annualized from 3% previously. Its forecast for Germany for the 4th quarter has been 
lowered from 3% to minus 1.4% in stark contrast to the 5.5% growth achieved in the 
1st quarter, and the UK’s 3rd and 4th quarters from 2% to 0.4%. The OECD cited the 
eurozone sovereign debt risk as providing further downside risk to its forecasts but 
acknowledged that “a downturn of the magnitude of 2008-09 is not foreseen.” 

 China’s consumer price inflation (CPI) decreased in July from 6.5% on the year to 
6.2% in August in line with consensus forecast, the 1st decline in 4 months and the 
biggest since December, albeit still above the government’s 4% target. Food price 
inflation which accounts for around a third of CPI decreased from 14.8% to 13.4%. 
The data may signal the end of monetary policy tightening although ominously non-
food inflation increased from 2.9% to 3%, a 10-year high. In reference to monetary 
tightening and price stability Premier Wen Jiabao said last week that policies must 
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avoid imposing “excessive shocks” on the real economy. China’s 7-day money-market 
rate fell 0.37% to 3.62% its lowest in 3 weeks on speculation the central bank will 
refrain from further rate increases.  

 In spite of 5 interest rate hikes during the past year China’s industrial production 
increased in August by 13.5% on the year slightly below the 13.7% consensus 
forecast while growth in retail sales slowed slightly from 17.2% to 17.0%. Fixed-asset 
investment increased 25% in the year to end August compared with the same period 
in 2010. Citigroup forecasts the slowdown in economic growth will be moderate, 
reducing from 10.4% in 2010 to 9% in 2011. Huang Guobo, chief economist at the 
State Administration of Foreign Exchange cautioned that slowing demand for China’s 
exports may cause GDP growth to decline to between 8-9% in 2012.  

 Japan’s coincident composite index which reflects current business conditions fell in 
July for the 1st month in 4 to 109.0 but above the 108.8 consensus forecast. The 
leading composite index which indicates the state of the economy 3 months ahead 
increased for the 3rd month in a row to 106.0 from 103.3 in June. 

 Japan’s 2nd quarter economic contraction was revised lower from an initially estimated 
1.3% to 2.1% annualized but less than the 2.2% consensus forecast. The downward 
revision is attributed to a weaker than expected recovery in business investment. 
Economists expect a sharp 4.6% annualized rebound in economic growth in the 3rd 
quarter helped by a forecast 6.3% quarter-on-quarter increase in industrial output. 

 As expected the ECB left its benchmark interest rate unchanged at 1.5% while its 
president Jean-Claude Trichet signaled the outlook for monetary policy had been 
reduced from tightening mode to neutral following a moderation in the eurozone’s 
economic growth and medium-term inflation prospects. 

 Germany’s constitutional court threw out a legal challenge to Germany’s participation 
in bailout programs for financially distressed eurozone economies and the European 
Financial Stability Fund (EFSF). The court however decided any future bailout 
measures would have to be approved by parliament’s budget committee. 

 As expected the Bank of England (BOE) left its benchmark interest rate unchanged at 
0.5% and refrained from increasing the scope of its asset repurchase program. The UK 
Institute of Directors said the BOE should expand its program by 50 billion pounds in 
order to prevent the economy from contracting, while the British Chamber of 
Commerce also acknowledged there are “arguments” for additional stimulus. 

 In response to slowing global economic growth momentum central banks across the 
Far East including South Korea, Indonesia, Malaysia and the Philippines refrained from 
further interest rate hikes at their policy setting meetings during the past week. 

 
 
SA ECONOMY 
 

 Manufacturing production decreased in July by 6.0% on the year and 6.0% on the 
month significantly, worse than the 0.6% consensus forecast and the biggest decline 
in 2 years. Mining output contracted 5.1% on the year. Manufacturing and mining 
together account for over a fifth of the economy’s overall output and employment. 
Strikes contributed to significant loss of production especially in the iron, steel and 
metals products sector which suffered an 11.7% year-on-year decline.  

 The SA Chamber of Commerce and Industry (SACCI) business confidence index fell in 
August to 98.6 a decrease of 0.4 points on the month and 4.7 points on the year, the 
biggest year-on-year decline since September 2009. On a year-on-year basis 6 of the 
7 economic activity sub-indices showed negative readings. 



Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07. Director: Nick Downing. 

 The Bureau for Economic Research/ RMB business confidence index fell in the 2nd 
quarter from 48 to 39 the 2nd successive quarterly decline. The biggest declines were 
in manufacturing from 51 to 36 and wholesale confidence from 47 to 31, while retail 
confidence increased from 47 to 48 benefiting from strong growth in real wages. 
Economists have revised their economic growth forecasts lower over the past month in 
response to disappointing data, reducing the consensus growth forecast for 2011 to 3-
3.5% from a previous 3.5-4.0%.  

 Forward rate agreements on 3-month interest rates have declined sharply since 
August and currently attribute a more than 50% probability to a 50 basis point interest 
rate cut within the next 6 months.  

 New vehicle sale increased in August by 11.1% on the year and 12.6% on the month 
the fastest monthly increase since January 2011, one of the few bright spots in the 
current economy. Business demand for vehicles was especially strong, including 
demand for rental cars, light commercial vehicles, bakkies and minibuses. Vehicle 
exports increased 26.7% on the year with exports of passenger vehicles increasing 
19.3% following a decline of 15.3% in July.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 3.74 
JSE Fini 15  - 1.49 
JSE Indi 25  +3.69 
JSE Resi 20  - 11.34 
R/USD   - 7.75 
S&P 500  - 5.70 
Nikkei   - 14.04 
Hang Seng  - 13.56 
FTSE 100  - 10.56 
DAX   - 21.78 
CAC 40   - 18.90 
MSCI World  - 8.63 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar remains in a weakening trend against most currencies, targeting the 
2009 high of $1.50 against the euro and the 2008 high of $1.60 thereafter provided it 
can hold strong resistance at the $1.40 level. It is technically overbought against the 
euro and expected to weaken sharply from current levels. 

 The rand has weakened back to the R/$7.20 level against the US dollar and expected 
to trade within a range of R6.60 to 7.30. The widening formation is indicative of 
increasing indecision and volatility. 

 The 10-year US Treasury bond yield has fallen sharply over the past month in line with 
falling equity markets from 2.90% to just over 2.0%, a record low. This is lower than 
its end 2008 level which suggests further declines may be difficult to achieve. 
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 SA gilt yields have fallen sharply in the past quarter in line with rising equity market 
volatility and slowing economic growth. The shorter dated R157 has broken below its 
7% target suggesting a new trading range of between 6.5-7% over the medium term. 

 The decline in US equity markets has reached the target level determined by a head 
and shoulders top formation which suggests a sideways movement over the near-
term. Thereafter, a rising flag formation on many indices raises the danger of further 
downward moves.  

 The Coppock Curve is a long-term momentum indicator with an excellent track record 
in identifying major market bottoms. It shows that the March 2009 low was a long-
term low unlikely to be broken. 

 The Brent crude oil price has declined sharply and needs to maintain key support at 
$108 in order to preserve its long-term bull trend.  

 Copper has broken below key support levels defining the recent bull trend but the 
long-term chart remains bullish signaling a long-term target of $15000. The copper 
price is traditionally a reliable barometer of global economic growth.  

 Gold has far exceeded its interim target of $1750 which raises the risk of a sharp 
correction in the near-term before scaling the next medium-term target of $2000. 

 The All Share index broke below its downside target of 30,300 which needs to be 
regained in order to resume the bull trend. Industrials are likely to outperform 
Resources which in turn are expected to outperform Financials. Small cap stocks are 
offering good value relative to the All Share and likely to bounce from a 2-year relative 
downtrend. 

 
 
BOTTOM LINE 
 

 The World Economic Forum (WEF) global competitiveness index ranks SA at 50 out of 
142 countries, up 4 places from last year when it fell 9 places. SA ranks ahead of 
Brazil, India and Russia on 53, 56 and 66 but behind China on 26. Of the 110 variables 
monitored by the WEF, SA scored poorly with a ranking of 95 in labour market 
efficiency, 139 on hiring and firing practices, 138 in lack of flexibility in wage setting, 
and 138 in labour and employment relations. The IMF and World Bank have said SA’s 
labour laws are one of the key impediments to investment in the economy. SA 
however achieved a high score on accountability of its private institutions ranking 3rd 
out of 142 countries and 4th for health of its financial sector. Overall, Switzerland 
scored 1st in the competitiveness survey followed by Singapore and Sweden.   


