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OVERBERG MARKET REPORT 
Week ending 3rd February 2012 
 
  
INTERNATIONAL 
 

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

manufacturing sector, increased more than expected from 53.1 in December to 54.1 in 
January. Encouragingly the New Orders sub-index increased by a greater magnitude 
from 54.8 to 57.6 suggesting an improving outlook. Meanwhile, the Employment sub-
index decreased from 54.8 to 54.3 which although disappointing from the viewpoint of 
jobs growth and consumer demand, suggests continued productivity improvement.  

 The Reuters/ University of Michigan US Consumer Sentiment Index registered a final 

reading of 75.0 for January its highest since February 2010, beating the 74.0 
consensus forecast, and a substantial improvement on the 69.9 registered in 
December and 64.1 in November. The index of consumers’ expectations for future 
conditions increased from 63.6 in December to 69.1 in January, having been as low as 
55.4 in November.  

 US home prices fell for a 5th straight month in December, declining 1.4% on the 
month according to CoreLogic, contributing towards a 4.7% annual decline in home 

prices in 2011, the 5th straight annual decline. The fact that December’s prices would 
have increased for the 1st time since July by 0.2% on the month, if distressed sales are 
excluded, provides little comfort. The inventory of distressed homes for sale is likely to 
increase in 2012 following legal scrutiny last year of foreclosure practices. The Federal 
Reserve said at its policy setting meeting on 24-25th January that the “housing sector 
remains depressed”, a key reason for its decision to maintain the benchmark fed funds 
lending rate at the current record low 0-0.25% until at least 2014.  

 China’s official purchasing managers’ index (PMI), measuring activity in the 
manufacturing sector, increased for a 2nd straight month rising from 50.3 in December 
to 50.5 in January. The improvement signals a continued recovery from the 49.0 level 
reached in November and occurred in spite of a decline from 48.6 to 46.9 in the new 
export orders sub-index.  The PMI for the services sector fell from 56.0 in December to 
52.9 in January, while the index measuring input prices increased from 57.4 to 58.6 

providing a negative signal on inflationary pressures at the same time as slowing 
activity. Encouragingly the slowdown is attributed to the government-induced 

construction sector slowdown, and not the retail sector which remains buoyant.  
 China’s consumer confidence strengthened in January for a 2nd straight month. The 

headline China Consumer Sentiment Index increased from 89.0 in December to 90.7 
in January. The index measuring future expectations increased by a greater magnitude 
from 87.7 to 91.4 the highest since July 2011.  

 During a 3-day visit to China by Germany’s leader Angela Merkel, China’s premier Wen 
Jiabao said China “is investigating and evaluating concrete ways in which it can, via 
the IMF, get more deeply involved in solving the European debt problem.” China could 
potentially provide significant support, with the world’s largest foreign exchange 
reserves, currently valued at $3.2 trillion and a debt to GDP fiscal deficit of just 1%.  

 Japan’s industrial production rebounded in December by 4.0% on the month above the 
2.7% consensus forecast, recouping part of the 2.7% decline in November which 

resulted from Thailand’s supply chain disruptions. Household expenditure also 
increased in December by more than expected, rising 0.5% on the year, the 1st year-

on-year increase in 10 months and well ahead of the consensus forecast 0.1% decline.  
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 Portugal’s 10-year bond yields increased this week to 18%, a euro-era high. These 
prohibitively expensive rates will likely force Portugal to join Greece in requiring a 2nd 
bailout package. Taken in context however, Portugal and Greece together account for 
just 4% of the eurozone’s $12 trillion economy, and unlikely to derail positive 
developments in Italy and Spain, which account for 80% of eurozone borrowing.   

 Spain’s borrowing costs are at their lowest levels since November with the yield on the 

10-year bond falling this week to 4.67% compared with a peak of 6.65% in late 

November. The 2-year yield has fallen even more dramatically from 6.65% to 2.25% 
over the same period. Even at these lower yields Spain’s bond auction on Thursday 
was oversubscribed at 4.56 billion euro, exceeding the 4.5 billion euro target. 

 The dramatic reduction in sovereign bond yields in Italy and Spain is largely attributed 
to the ECB’s 3-year LTRO (Long Term Refinancing Operation) program for banks in 
December in which it lent 489 billion euro to over 500 different eurozone banks at 3-

year maturity and just 1% interest. Some economists estimate that as much as double 
this amount ($1.3 trillion equivalent) will be lent out at the ECB’s next LTRO operation 
at the end of February. The anticipated “bazooka” should add significant liquidity to 
financial markets, dwarfing even the Federal Reserve’s 2009 quantitative easing 
program. The prospect and effect of massive liquidity increase is the fuel behind the 
current rally in equity markets, a trend likely to continue over the next few months.  

 Eurozone producer price inflation (PPI) fell in December by -0.2% on the month, 

exceeding the -0.1% consensus forecast, attributed to a downturn in prices of energy 
and intermediate goods. The declining PPI trend should help reduce consumer price 
inflation to below the ECB’s 2% target in coming months, and in turn accommodate 
continued easing in monetary policy.  

 Germany unexpectedly added 34,000 new jobs in January, well above the 12,500 
consensus forecast, helping the unemployment rate reduce from 6.8% to 6.7%. 
Overall eurozone unemployment also stabilized, holding steady in December at 10.4% 

the same as November’s level. The overall number of unemployed in the eurozone 
increased by just 20,000 to 16.469 million, well below the monthly average over the 
past 5 months of 124,000. Spain holds the record for the highest unemployment in the 
eurozone at 22.9%, with unemployment for those under 25 years old at 48.7%. Italy’s 
unemployment rate is low by comparison at 8.9%.  

 The UK purchasing managers’ index (PMI), measuring activity in the manufacturing 

sector, increased more than expected from 49.7 in December to 52.1 in January, well 
above the 49.8 consensus forecast and the neutral 50 level which demarcates 

expansion from contraction. The data suggests a rebound in manufacturing’s 
contribution to GDP in the 1st quarter, having contracted 0.9% in the 4th quarter 2011.  

 
 
SA ECONOMY 

 
 The Kagiso purchasing managers’ index (PMI), measuring activity in the 

manufacturing sector, rebounded more than expected from 49.4 in December to 53.2 
in January, well above the 50.2 consensus forecast and the neutral 50.0 level which 
demarcates expansion from contraction. The current reading also exceeds the 52.1 
average for 2011. The uplift is attributed to an especially strong gain from 48.3 to 
57.3 in the new sales orders sub-index, far outstripping the inventory index which 

slipped from 50.9 to 50.2. The divergence between inventories and new orders 
suggests a marked improvement in the outlook for manufacturing, which makes up 
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around 15% of GDP. The expected business conditions sub-index increased from 61.3 
to 65.1.  

 Growth in total vehicle sales slowed from 16.5% on the year in December to 7.0% in 
January, below the 9.8% consensus forecast. Growth in new passenger car sales 
slowed to 7.5% from 12.0% in November, 20% in October and 33% in September. 
Growth in commercial vehicle sales showed a similar deceleration to 2.1% from 10% 

in December, suggesting deteriorating investment confidence. The data diminishes the 

likelihood of any near-term increase in interest rates.   
 Private sector credit extension (PSCE) increased in December by 6.2% on the year, 

unchanged from November’s reading but ahead of the 5.9% consensus forecast. Most 
of the increase in PSCE is attributed to other loans and advances, which grew 15.4%. 
Mortgage lending remained lackluster, up just 2.5%. M3, broad money supply 
increased 8.2% on the year, up from 7.2% in November and ahead of the 7.7% 

consensus forecast. While showing a slight improvement over recent months the data 
is unlikely to cause any near-term shift towards monetary tightening.  

 SA registered an unexpected R4.7 billion trade surplus in December, helping reverse 
November’s R8 billion trade deficit and exceeding the R2.5 billion consensus forecast 
deficit. 

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +7.46 
JSE Fini 15  +8.50 
JSE Indi 25  +5.34 

JSE Resi 20  +10.26 
R/USD   +5.65 
S&P 500  +5.40 
Nikkei   +4.98 
Hang Seng  +12.50 
FTSE 100  +4.02 

DAX   +12.84 
CAC 40   +6.86 

MSCI World  +6.54 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has weakened after hitting resistance at $1.27 versus the euro, and 
likely to loose further ground over coming weeks.  

 The rand has restored the key R/$8.00 level suggesting further strength over coming 
weeks.  

 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
 SA gilt yields have fallen steeply. The shorter dated R157 has broken below its 7% 

target suggesting a new trading range of between 6.5-7% over the medium term. 

 US and global equity markets have enjoyed a powerful rally since the start of the year, 
continuing the positive trend initiated in late November. The outlook remains positive 

for most markets, with the 50-day moving average in many markets breaking up 
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above the 200-day moving average. Moreover equity markets are exhibiting major 
inverted head-and-shoulders patterns which suggest a resumption of the medium-
term bull trend.  

 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 convincingly held above key support at $108 which 

restores its long-term bull trend.  
 Copper has regained its key support levels defining the medium-term bull trend. The 

copper price is traditionally a reliable barometer of global economic growth.  
 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 broken to a new all-time record high above 34,000 thereby 
restoring the bull trend. After a prolonged period of under-performance Financials are 
likely to outperform 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 
 

 On 1st April 2012 the new Dividend Withholding Tax (DWT) will come into effect in SA. 
The net effect to investors is immaterial as the tax rate of 10% will replace the 
previous Secondary Tax on Companies (STC) which was also 10%. The motivation 
behind this change is to bring SA in line with international best practice where 

withholding taxes is becoming the norm. 
 How will it affect our clients who are invested in SA listed shares? Natural persons who 

are SA residents don’t have to doing anything. The administration of the DWT 
deduction will be carried out by our SA custodian companies, Investec Securities and 
Standard Bank Group Securities. They are members of the JSE and are “authorised 
regulated intermediaries” in terms of the Income Tax Act. It is their responsibility to 

do the “paper work”. They will deduct the DWT from your dividends and pay the DWT 
over to SARS on your behalf. The balance, after DWT, will be paid to you. A the end of 

the year they will issue you with an Income Tax certificate. 
 Which investors are exempt from DWT? Natural persons who are not SA residents can 

claim for an exemption or a partial redemption where there are Double Taxation 
Agreements between the non-resident’s country and SA. SA Companies, certain Trusts 
and registered micro businesses with sales of less than R1 million, are exempted from 

the DWT. To claim the exemption clients will have to fill in an Application for 
Exemption and lodge it with the custodian company. Overberg Asset Management will 
assist in this process. There are other exemptions but these only apply in special 
circumstances. 

 


