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OVERBERG MARKET REPORT 
Week ending 9th December 2011 
 
  
INTERNATIONAL 
 

 The Philadelphia Federal Reserve survey lowered its US economic growth forecast for 
the 2nd half 2011 from 3.2% to 2.5%, and for the 1st half 2012 from 3.0% to 2.1%, 
but left its forecast for the 2nd half 2012 unchanged at 2.5%. It raised its 
unemployment forecast for December 2011 from 8.6% to 9.0% and for June 2012 
from 8.3% to 8.9% but predicts a slight decline to 8.7% by December 2012. 
Consumer price inflation is forecast at 3.1% in 2011, moderating to 2.2% next year.  

 Following zero growth in September US wholesale inventories increased in October by 
1.6% on the month, the most in 5 months and well ahead of the 0.3% consensus 
forecast. The increase is attributed to restocking following stronger than expected 
demand and a low base figure.  

 The US economy added 120,000 jobs in November, up from 100,000 in October with 
the private sector contributing 140,000 and the government subtracting 20,000. 
Meanwhile, the payroll numbers for September and October were revised upwards by 
72,000. The unemployment rate unexpectedly decreased from 9.0% to 8.6% the 
lowest since March 2009, although partly attributed to people leaving the job market 
and a related decline in the labour force size from 64.2% to 64.0%.   

 US initial jobless benefit claims fell in the past week from 404,000 to 381,000 the 
lowest since 26th February, and well below the 395,000 consensus forecast. Seasonally 
adjusted continuing claims decreased by 174,000 to 3.583 million the lowest since 
September 2008.  

 Year-on-year growth in China’s industrial output slowed from 13.2% in October to 
12.4% in November, slightly below the 12.5% consensus forecast. Growth in fixed 
asset investment in non-rural areas also slowed from 24.9% in the January-October 
period to 24.5% in the January-November period, and below the 24.7% consensus 
forecast. Growth in property development investment slowed over the equivalent 
periods from 31.1% to 29.9%.   

 China’s official Purchasing Managers’ Index (PMI) for services fell sharply from 57.7 in 
October to 49.7 in November, well below the April high of 62.5 but above the low of 
44.1 set in February. Readings below 50 indicate contraction. The HSBC services 
sector PMI fell from 54.1 in October to 52.5 in November. The input prices component 
fell from 55.7 to 53.8 a 13-month low, suggesting a decline in inflationary pressure.  

 China’s year-on-year consumer price inflation slowed from 5.5% in October to 4.2% in 
November, below the 4.4% consensus forecast and the lowest reading since 
September 2010. Producer price inflation slowed even more from 5.0% in October to 
2.7% well below the 3.2% consensus forecast and the lowest since December 2009. 
The data provides scope for further monetary easing following last week’s cut in the 
reserve requirement ratio for banks.  

 Japan’s 3rd quarter economic growth was revised lower from the originally estimated 
6.0% to 5.6% annualized, although above the 5.2% consensus forecast. The 
downward revision is attributed to lower than expected corporate capital expenditure 
which decreased 0.4% rather than increasing 1.1% as originally estimated. A 
government survey shows economists lowering their economic growth forecast for the 
4th quarter from a previous 2.09% annualized to 0.67%. The forecast for the fiscal 
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year ending March 2013 is revised slightly lower from 2.22% to 2.02%. Mild deflation 
is expected until at least early 2013 to be replaced by mild inflation the following year.  

 Sentiment among Japan’s large manufacturers registered -6.1 in the 4th quarter, a 
deterioration from +10.3 in the 3rd quarter. Machinery orders, a traditional indicator of 
future capital expenditure, decreased in October by 6.9% on the month significantly 
worse than the 0.5% expected decline.  

 Japan’s key M2 money supply measure increased in November by 3.0% on the year, 
up from 2.8% in October and the highest since similar expansion was registered in 
July this year. Bank lending increased in November by 0.2% on the year, up from 
0.1% in October, itself the 1st year-on-year increase in 23 months.  

 The ECB cut its key interest rate by 25 basis points to 1.0% as expected but refrained 
from increasing its bond purchase programme (quantitative easing). Encouragingly 
however it increased the term of its bank refinancing operation from 1-year to 3-years 
while relaxing rules on the collateral required. The ECB forecast for eurozone economic 
growth in 2012 covers a wide range from -0.4% to +1.0%.  

 The European Summit issued a 3 point plan which includes tougher automatic fiscal 
rules, a 200 billion capital increase for the EFSF (Eurozone financial stability fund) 
temporary bailout fund, and an early start for the ESM (European Stability Mechanism) 
permanent bailout fund by July 2012. While ECB President Mario Draghi described the 
EU summit as providing “a very good outcome for the euro area member states….the 
basis for something that comes quite close to a good fiscal compact”, financial markets 
had been expecting greater financial support for the EFSF. The “fiscal compact” 
however works towards a longer lasting solution than previous summits.  

 Wells Fargo economists forecast the eurozone economy will contract by 1% over the 
1st half of 2012 and the ECB will reduce its key lending rate to 0.50% by the end of 
the 1st quarter 2012. They warn that the ECB is the only institution able to stop 
sovereign debt contagion and potential collapse in the Italian and Spanish banking 
systems. Germany currently remains opposed to ECB intervention, a view supported 
by ECB president Mario Draghi.  

 Almost half the respondents to the quarterly Bloomberg Global Poll said at least 1 or 
possibly more countries will leave the 17-nation eurozone within a year.  

 The Bank of England (BOE) kept its key interest rate unchanged at 0.5% and its 
quantitative easing (QE) program fixed at GBP 275 billion, in line with market 
expectations. The government has significantly reduced its economic growth forecast 
for 2012 to 0.7% from a previous 2.5%, which some economists expect will prompt a 
further boost to its QE programme in 2012. 

 Australia’s central bank cut its benchmark interest rate for the 2nd time in 2 months by 
a further 25 basis points to 4.25%, accommodated by a significant reduction in 
inflationary pressure. The rate cuts follow recent monetary policy easing by its key 
trading partners Indonesia, Thailand, Singapore and China, and concern over the 
global impact of a eurozone recession.  

 
 
SA ECONOMY 
 

 Gross domestic expenditure (GDE) increased in the 3rd quarter to 4.2% quarter-on-
quarter annualized from 1.1% in the 2nd quarter, attributed to strong government and 
consumer spending. Household spending increased 3.7%, up from 3.3% in the 2nd 
quarter, helped by a 3.9% increase in disposable income versus 3.5%. The ratio of 
household debt to disposable income reduced over the quarter from 75.8% to 75.0% 
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while household debt costs reduced slightly from 6.9% of disposable income to 6.8%. 
Growth in gross fixed capital formation increased over the quarter from 5% to 5.6%. 
The increase in GDE will compensate for sharp declines in mining, manufacturing and 
agricultural output.  

 Manufacturing production slowed in October to 1% on the year from 8.1% in 
September and well below the 5.6% consensus forecast. The sharp slowdown is 
attributed to the 14.4% decline in output of vehicles and vehicle parts, exacerbated by 
flooding in Thailand.  

 Retail sales increased in October by 7.4% on the year, slightly below September’s 
7.7% and the 7.7% consensus forecast. Strongest growth was registered in the 
hardware, paint and glass category with 16.6%, followed by household furniture, 
appliances and equipment with 13.2%. 

 The Adcorp monthly employment index reports total employment increased in 
November at an annual rate of 3.41% its fastest in 8 months. The informal sector 
registered the fastest growth at 4%, followed by temporary workforce at 3.8%, and 
permanent workforce at 2.8%.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +2.00 
JSE Fini 15  +1.84 
JSE Indi 25  +8.68 
JSE Resi 20  - 4.01 
R/USD   - 19.48 
S&P 500  - 1.85 
Nikkei   - 15.29 
Hang Seng  - 17.05 
FTSE 100  - 8.16 
DAX   - 15.04 
CAC 40   - 18.64 
MSCI World  - 8.24 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has resorted to its strengthening trend over the medium term, holding 
the $1.38 level against the euro and bouncing off its record low 75.8 yen/$ against the 
yen. Over the longer term however, the dollar remains in a bear trend and is likely to 
weaken from the key $1.32 level against the euro.  

 The rand has breached the key R/$8.00 level maintaining the current weakening trend 
and R/$8.75 medium-term target.  

 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
 SA gilt yields have fallen sharply in the past month 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. 
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 US and global equity markets have recovered sharply over the past month. They are 
exhibiting a major inverted head-and-shoulders pattern which may precede a strong 
upward move from current levels to restore 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 declined sharply and needs to convincingly regain 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. The copper 
price is traditionally a reliable barometer of global economic growth.  

 Gold is near 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 has regained key support at 30,300 to resore the bull trend. 
Industrials are likely to outperform Financials which in turn are expected to outperform 
Resources. Small cap stocks are offering good value relative to the All Share and likely 
to bounce from a 2-year relative downtrend. 

 
 
BOTTOM LINE 
 

 As the eurozone tips into recession and other developed economies grow at below 
their long-term trend rates, investors should consider increasing their exposure to the 
superior growth and more stable fiscal foundation of developing economies. 
Companies making up the MSCI Emerging Market index are expected to earn a 15.3% 
return on equity this year compared with 11.0% for the MSCI World index. At the 
same time companies making up the Emerging Market index have considerably less 
aggregate leverage with a debt/equity ratio of just 27.3% compared with 44.2% for 
the World index. Developing market equities are trading at a discount of around 20% 
to developed markets, almost as wide as the discount at the height of the 2008/09 
global financial crisis. Meanwhile, the equity risk premium for developing equities is 
almost back to its high point in March 2009, suggesting significant absolute as well as 
relative value.  


