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OVERBERG MARKET REPORT 
Week ending 2nd November 2012 
 
  
INTERNATIONAL 
 

 The ADP employment report shows US private sector payrolls increased in October by 

158,000 by the most in 8 months. The survey has been modified to make it more 
closely predict the official employment data, suggesting the consensus forecast for 
today’s labour department report may be revised upwards from the current 120,000. 
The ADP report shows industrial payrolls increased by 14,000 reversing the 17,000 
decline in September while service sector payrolls increased 114,000 up from 97,000 
the previous month. Meanwhile initial jobless benefit claims fell in the past week by 

9,000 to 363,000 below the 370,000 consensus forecast and well below the key 
400,000 level traditionally associated with sustainable employment growth.  

 The Conference Board US consumer confidence index, having gained in September 
increased again in October from 68.4 to 72.2 the highest level this year. The present 
situation index increased sharply from 48.7 to 56.2 the highest in 4 years, attributed 
mainly to improvements in the jobs market. The survey respondents describing jobs 
as “plentiful” increased from 8.1% to 10.3% while those expecting an improvement in 

business conditions over the next 6 months increased from 17.9% to 21.4%. The 
consumer confidence expectations index also increased steadily from 81.5 to 82.9. 
However, both current and forward looking indices may decline in November as the 
impact of Hurricane Sandy is factored in. Consumer confidence in the badly hit Mid-
Atlantic region, which rose from 55.4 to 66.0 in October, will likely reverse gains in the 
current month, reducing the national average.  

 The US Institute for Supply Management (ISM) index measuring conditions in the 

manufacturing sector increased for a 3rd straight month, from 49.6 in August to 51.5 
in September and 51.7 in October, well above the 51.0 consensus forecast. The 
improvement is attributed to strong month-on-month gains in production and new 
orders indices, from 49.5 to 52.4 and 52.3 to 54.2. Meanwhile the inventory index 
reduced from 50.5 to 50.0 reducing the likelihood of inventory drawdowns depressing 
future ISM readings. Fortunately the impact of Hurricane Sandy on November data is 

likely to be minimal with relatively little industrial capacity in the affected area. 
 US construction spending increased in September by the most in 3 months, 0.6% on 

the month to an annual rate of $851.6 billion the highest level since October 2009. 
Private residential spending increased by a sturdy 2.8% on the month to an annual 
rate of $285.9 billion the highest level since December 2008 benefiting from improving 
consumer confidence, record low mortgage interest rates and reduced inventories in 
the housing market. In contrast however, private non-residential construction 

spending which comprises around 70% of total expenditure fell 0.1% on the month, 
with businesses not sharing the new-found confidence of households. As expected 
public sector construction spending fell for a 3rd straight month, by 0.8% on the month 
with federal government outlays falling a steep 6.2%. The consolidation in local, state 
and federal government construction spending is likely to abate in the months ahead 
in the aftermath of Hurricane Sandy, providing an additional boost to overall numbers.   

 China’s official purchasing managers’ index (PMI) published by the National Bureau of 

Statistics, measuring conditions in the manufacturing sector, increased from 49.8 in 
September to 50.2 in October the first time since July that it has registered above the 

key 50 level which signals expansion. The reading is even more impressive as 
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seasonal factors tend to provide a drag at this time of the year. The output and new 
orders indices increased from 51.3 to 52.1 and from 49.8 to 50.4 while the finished 
goods inventory index remained relatively depressed at below 50 suggesting reduced 
scope to detract from PMI data in coming months. Meanwhile the private HSBC initial 
“flash” estimate PMI released last week was revised upward from 49.7 to a much 
higher final reading of 51.2 marking the first time in 12 months that the index has 

exceeded the key 50 level. The official and private PMIs both suggest a gradual 

recovery in China’s economy.  
 The Bank of Japan (BOJ) increased the size of its asset repurchase programme by 10 

trillion yen to a total 80 trillion yen, equivalent to $1 trillion. Under the new 
programme the BOJ will purchase an additional 5 trillion yen of Japanese government 
bonds by December 2013 and an additional 5 trillion of short-term government bills by 
June 2013. The BOJ has also removed the 0.1% floor on yields it would accept when 

making bond purchases, aimed at boosting interest among sellers. Central bank 
governor Masaaki Shirakawa said “The BOJ deemed it necessary to act so that Japan’s 
economy will not be derailed from a track toward sustainable growth under price 
stability.” The combined measures aimed at both expanding and extending the asset 
repurchase programme exceeded both market and government expectations. Finance 
Minister Jun Azumi told reporters that “The BOJ took more action than we anticipated.” 
Perhaps most significant however is the symbolic gesture of a rare joint statement 

between the BOJ and the government, signaling a new resolve at ending deflation.  
 Eurozone unemployment increased in September by 146,000 the largest increase in 3 

months, raising the unemployment rate from 11.5% to a new record high 11.6%. The 
lowest unemployment rates were recorded in Austria at 4.4%, Luxembourg at 5.2%, 
and the Netherlands at 5.4%. Germany suffered its sharpest monthly increase in 
unemployment since July 2009, taking it to 6.9%. However, peripheral economies 
suffered worst with Spanish unemployment increasing from 25.5% to 25.8% and in 

Greece climbing to 25.1% in July. France and Italy both have unemployment of 
10.8%. The employment data coupled with a slight easing in year-on-year consumer 
price inflation from 2.6% in September to 2.5% in October will likely prompt the ECB 
into further monetary easing at its next policy setting meeting, possible reducing its 
benchmark interest rate from the current 0.75%.  

 The European Commission’s Eurozone economic sentiment index composed of 

business and consumer surveys decreased from 85.2 to 84.5 the lowest level since 
August 2009 and marking an 8th straight monthly decline. Industrial confidence was 

especially weak declining over the month from -15.9 to -18.0. German and French 
indices are now also at weak levels, suggesting there is little respite across the region. 
The data is consistent with an annual contraction in Eurozone GDP of around -2.5% 
implying a sharp drop in economic output over coming quarters and overall economic 
contraction of between -2% and -3% in 2013.  

 Greece and the “troika” comprising representatives from the European Commission, 
International Monetary Fund and European Central Bank have been negotiating for 
weeks over an austerity budget to unlock the next bailout installment of 31 billion 
euro. German finance minister Wolfgang Schauble said on Wednesday that “there are 
a lot of difficult issues that still need to be resolved.” The biggest risk however is 
declining Greek support. The Parliament only narrowly passed a bill this week aimed at 
speeding the process of selling publicly owned Greek assets. The austerity package 

which includes raising the retirement age from 65 to 67, cutting salaries and pensions, 
and raising taxes, must be passed by Parliament on 7th November, as a basic 

prerequisite for the next bailout. While the ruling coalition holds 175 of the 300 seats 



 

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

some coalition members are voicing uncompromising opposition to the new austerity 
conditions, especially labour market reforms. This parliamentary vote is likely again to 
keep investors on tenterhooks. 

 South Korea’s purchasing managers’ index (PMI) measuring conditions in the 
manufacturing sector increased from 45.7 in September to 47.4 in October, showing 
signs of stabilisation albeit still below the key 50 level which signals contraction. The 

report indicated a bottoming-out in output and new orders, while manufacturers 

increased payrolls at the fastest pace in over a year suggesting expectations of rising 
demand over coming months. Other economies in the region experienced similar PMI 
improvements, including Taiwan, Australia and Indonesia signaling a bottoming out 
across the broader region and boosting optimism that indices may be in expansionary 
mode by year-end. India’s PMI also increased from 52.8 to 52.9 helped by a rise in 
new orders at the same time as input and output price indices fell to their lowest in 2 

years, heralding a welcome easing in inflationary pressure.  
 The Czech central bank unexpectedly cut its benchmark interest rate from 0.25% to 

0.05%. The central bank has cut rates from 0.75% since the start of the year, 
unperturbed by consumer price inflation (CPI) remaining above the 3% target level 
over the period. CPI increased to 3.4% in September but is attributed by the Czech 
National Bank to factors beyond its control including global commodity costs and an 
increase in the sales-tax. Policy is being guided by the continued recession after 3 

straight quarters of GDP contraction, with the central bank lowering its economic 
forecasts to -0.9% in 2012 and from +0.8% to +0.2% for 2013. With little room for 
further rate cuts the central bank may have to resort to unconventional monetary 
policy, including lending incentivisation programmes, negative interest rates on the 
excess reserves of commercial banks, or full-blown quantitative easing in order to 
weaken the country’s currency and promote export competitiveness.  

 

 
SA ECONOMY 
 

 The Kagiso/ Bureau of Economic Research purchasing managers’ index (PMI) 
measuring conditions in the manufacturing sector fell for a 3rd straight month from an 
upwardly revised 48.3 in September to 47.1 in October the lowest level since July 

2011 and well below the key 50 threshold which demarcates expansion from 
contraction. The reading has deteriorated sharply from 51.1 this July, signaling a 

notable loss in momentum in the manufacturing sector. The 2 largest weighted sub-
indices, business activity and new sales orders each lost 3 points from 46.2 to 43.2 
and from 48.3 to 45.3. At the same time the prices index increased from 75.8 to 77.1 
indicating a build-up in inflationary pressure, attributed to a sharp depreciation in the 
rand which fell between September and October by around 5% against the US dollar. 

The data supports the widely held view that the SA Reserve Bank will keep its 
benchmark interest rate unchanged at its November policy setting meeting, with a 
slim chance of a 25 basis points rate cut.  

 The unemployment rate increased from 24.9% in the 2nd quarter to 25.5% in the 3rd 
quarter. While 198,000 new jobs were created during the quarter there were 397,000 
new entrants into the labour market. The financial services sector added 74,000 jobs 
during the quarter followed by manufacturing with 49,000 and transport with 43,000. 

Meanwhile private households shed 29,000 jobs and the mining sector shed 8000. 
Total employment is 13.65 million, still below peak employment of 14.03 million 

reached in 2008. Private employment growth is expected to be moderate in coming 
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months due to weakening external markets and declining domestic consumer 
spending. However, employment in the public sector may increase as government 
accelerates its infrastructure programme.  

 Growth in private sector credit extension (PSCE) accelerated from a year-on-year rate 
of 7.9% in August to 9.1% in September well above the 7.8% consensus forecast and 
the highest rate in 6 months. Loans and advances to the corporate sector improved 

from 6.3% to 8.4%. The rate of growth in household lending increased for an 8th 

straight month to 9.1%. Included in household lending is the other loans and 
advances category which grew 18.1% comprised predominantly of unsecured lending. 
Growth in mortgages moderated further to 0.1% on the month from 0.3% in 
September, reducing the year-on-year growth rate to a historic low 1.7%. While rapid 
growth in unsecured lending and a recent pick-up in consumer price inflation may 
deter the SA Reserve Bank (SARB) from further interest rate cuts, the SARB will also 

be mindful of weakening economic growth and rising unemployment while perhaps 
gaining courage from the growing global trend towards monetary easing.  

 Total vehicle sales increased from 55,093 units in September to 57,845 units in 
October, marking a month-on-month increase of 5.0%. The year-on-year increase 
improved from 1.4% to 10.5%. The improvement is attributed to a rebound in 
passenger vehicle sales which increased 13.1% on the year assisted by a cut in the SA 
Reserve Bank’s benchmark interest rate in July. By contrast however commercial 

vehicle sales increased by a relatively modest 4.6% on the year. Meanwhile total 
vehicle exports declined by 3.3% on the year to 24,904 units with exports of 
passenger vehicles suffering a 13th straight month of decline falling 6.1% on the year. 
The decline in external demand is due mainly to weakness in Europe, SA’s largest 
export market.   

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +16.86 
JSE Fini 15  +21.87 

JSE Indi 25  +31.42 
JSE Resi 20  - 0.14 

R/USD   - 6.56 
S&P 500  +13.52 
Nikkei   +5.81 
Hang Seng  +18.38 
FTSE 100  +5.20 

DAX   +24.37 
CAC 40   +9.99 
MSCI World  +11.04 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to around 
$1.27 and even breaking the $1.30 level. The longer-term trend remains dollar 

weakness.  
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 The rand has fallen through successive support levels at R/$ 8.0 and R/$8.20 and 
seems set to weaken further, targeting the R/$ 9.0 level during 2013. It needs to 
return below the key R/$8.00 level to restore medium-term stability. Being the most 
liquid emerging market currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A likely catalyst for the trend reversal is the renewal of 

central bank quantitative easing (QE). The 2 previous US QE programmes both 

triggered a sell-off in bonds as investors switched to so-called riskier assets.   
 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 

of between 5.5-6.0% to a new trading range of 5.25-5.75%. 
 US and global equity markets have broken to new highs for the year. However, 

divergence between indices and falling market breadth and momentum indicators 
suggests a weak trend, making the rally fragile. The Dow Transport index is not 

supporting the new tops in the Dow Industrial index which indicates a vulnerable 
market according to the classic Dow Theory. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the 
current descending “flag pattern” signaling a likely continuation of the recent upward 
move to a potential target of 15,000.  

 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 recovered the key $108 support level, preserving its 

long-term bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It has broken below the key medium-term 
uptrend which could signal a strong directional change and significant additional 
downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 
has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

 Gold needs to regain the key $1750 before scaling the next medium-term target of 
$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 

gains. 
 The All Share index has increased to a new record high but is forming a “rising 

wedge”, a pattern often associated with a change in trend. The index needs to remain 
above its June and July lows of around 32,900 in order to keep the bull trend intact. 
Financials are likely to continue outperforming Industrials which in turn are expected 
to outperform Resources. Small cap stocks still offer good value relative to the All 
Share and likely to continue their outperformance in 2012. In 2011 the Alt-X index of 

small cap stocks increased 42.6% compared with less than a 0.4% loss for the JSE All 
Share index. 

 
 
BOTTOM LINE 
 

 The 2011 Census shows the national population at 51.7 million, with blacks comprising 

79.2%, whites and coloureds each accounting for 8.9% and Indians and Asians 
comprising 2.5%. A notable feature over the past decade since the last census has 

been the migration to economic centres. As a result Guateng which makes up just 
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over 1% of the landmass is now home to 23.7% of the country’s population, having 
gained 1.04 million people over the period. By contrast the Eastern Cape lost 278,000 
people, Limpopo 153,000, Northern Cape 6,700 and the Free State 24,300.  

 Although whites earn on average 6 times more than blacks income disparity is 
narrowing rapidly with black-headed household salaries increasing by an average 
169.1% over the decade compared with an average increase of 88.4% among white-

headed households. Meanwhile the number of ultra-rich black-headed households with 

incomes exceeding R2.4 million, numbered 17,024 fast closing in on the equivalent 
white-headed household figure of 23,615.  

 South Africans are markedly better off than they were a decade ago. The percentage 
living in formal dwellings has increased from 68% to 78%. Household incomes have 
increased far quicker than the official inflation rate, implying a healthy increase in 
disposable income. Gross inequalities have also gradually reduced. However, 

inequality within the black community has widened sharply, creating the perception 
that many are far worse off. 

 The population has grown rapidly from 41 million at the last census in 2001 to just 
under 52 million in 10 years, and SA is an exceedingly young nation with close to 60% 
of the population under the age of 35 and almost 1 in 3 or 29.6% of the population 
between the ages of 0 and 4 years. While encouraging in terms of providing a rapidly 
growing consumer market, the demographic trend poses rising socio-economic risk in 

the absence of rapid improvement in education and employment opportunities.  


