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OVERBERG MARKET REPORT 
Week ending 11th November 2011 
 
  
INTERNATIONAL 
 

 The US trade deficit shrank from $44.9 billion in August to $43.1 billion in September, 
the narrowest since December and well below the $46 billion consensus forecast, 
attributed to strong export demand for industrial supplies, consumer goods and 
automobiles. Exports grew 1.4% on the month to a record $180.4 billion compared 
with an increase in imports of just 0.3%. The narrowing of the trade deficit has 
positive implications for 3rd quarter GDP growth which could be revised upwards from 
the originally reported 2.5% annual rate. 

 The US Labor Department reported unemployment reduced from 9.1% in September 
to 9.0% in October, the lowest in 6 months. Non-farm payrolls increased 80,000 in 
October below the 95,000 consensus forecast. However, employers added 102,000 
more jobs than previously estimated during the previous 2 months. Meanwhile job 
vacancies increased to 3.35 million at the end of September, from an upwardly revised 
3.13 million at the end of August.  

 US jobless benefit claims fell in the past week from 400,000 to 390,000 the lowest in 
7 months and below the 400,000 consensus forecast, also the level traditionally 
associated with sustainable employment growth.  

 The US National Association of Home Builders (NAHB) reported the number of 
improving housing markets increased from 23 in October to 30 in November. The 
NAHB classifies an improving housing market as a metropolitan area exhibiting a 6-
month or longer improvement in house building permits, employment and housing 
prices.  

 China’s consumer price inflation (CPI) fell sharply from 6.1% on the year in September 
to 5.5% in October marking the biggest decline since February 2009, and well below 
July’s 6.5% level. Food price inflation eased from 13.4% to 11.9% while non-food 
inflation decreased from 2.9% to 2.7%. Month on month CPI reduced sharply to 0.1% 
from 0.5% in September. Producer price inflation, an indicator of future inflationary 
pressure, slowed sharply to 5.0% on the year from 6.5% in September and well below 
the 5.8% consensus forecast. Premier Wen Jiabao, quoted by a government website, 
said prices have since fallen further prompting some economists to lower their year-
end CPI forecasts. Bank of America/ Merrill Lynch economist Ting Lu said his 4.6% 
forecast may be too high.  

 China’s improving inflationary outlook may allow some monetary policy easing, given 
the slight loss in economic growth momentum. Growth in industrial output slowed in 
October to 13.2% on the year from 13.8% in September. Growth in commercial and 
residential property sales also slowed during the January-October period to 18.5% 
from the same period a year earlier, compared with equivalent growth of 23.2% in the 
January-September period. 

 Japan’s core private sector machinery orders, viewed as a leading indicator of 
corporate capital investment, fell in September by 8.2% on the month worse than the 
7.5% consensus forecast decline. The poor reading is attributed to reversion to the 
mean following an unexpectedly strong 11.0% increase in August, the impact of 
Thailand’s floods, and general global slowdown.  

 Japan’s Cabinet Office Economic Planning Association survey shows economists have 
raised their GDP forecast for the 3rd quarter to 5.82% annualized from 5.33% 
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previously, and for fiscal 2011 to 0.24% from 0.22%. However, the forecast for fiscal 
2012 has been revised lower from 2.30% to 2.22%, and remains unchanged for fiscal 
2013 at 1.40%. The consumer price inflation (CPI) forecast has been raised from -
0.15% to -0.12% for fiscal 2012 and from -0.20% to +0.18% for fiscal 2013.  

 Eurozone retail sales fell significantly more than expected in September by 0.7% on 
the month and 1.5% on the year, exceeding respective 0.1% and 0.5% consensus 
forecasts. Meanwhile Germany’s industrial production fell in September by 2.7% on 
the month, a far steeper decline than the 0.5% consensus forecast. 

 Top economic advisers to the German government are calling for radical steps to 
restore confidence to eurozone financial markets, warning that recently agreed 
measures may be insufficient to break the “vicious circle of an intertwined sovereign 
debt…and banking crisis”. Their main proposal is for eurozone states to reduce their 
outstanding public debt to below 60% of GDP via a 2.3 trillion euro jointly guaranteed 
“debt redemption fund”. The plan is the most radical so far to emerge from Germany 
which the economists say has a “particular responsibility” in overcoming the crisis.  

 The European Union’s plan to recapitalize banks may be exacerbating the rise in Italy’s 
bond yields. Banks have until 30th June 2012 to achieve core capital reserves of 9% 
after writing down their sovereign debt holdings. Rather than raise more capital many 
banks are likely to sell their “risky” holdings, further destabilizing euro-zone sovereign 
bond markets.  

 Italy successfully auctioned 5 billion euro of government bonds at an average yield of 
6.08%, which although the highest yield since September 1997 is well below the 
expected 7% level. The 10-year bond yield dropped from the previous day’s euro-era 
high of 7.5% to below 6.9%. Italy’s bond yields were impacted after clearing house 
LCH.Clearnet raised the margin requirement for trading the country’s bonds. 

 Italy will today vote on debt reduction measures, paving the way for a new 
government. The frontrunner to replace Prime Minister Silvio Berlusoni is Mario Monti, 
the former European Union Competition Commissioner and respected international 
figure. He has been pushed by the markets for weeks as the most suitable leader to 
implement fiscal austerity measures. 

 George Papandreou’s socialist administration will be replaced today by a new Greek 
coalition government headed by Lucas Papademos, former Vice President of the 
European Central Bank from 2002 to 2010. He was previously Governor of the Bank of 
Greece from 1994 to 2002 and a visiting professor at Harvard University.   

 UK house prices increased in October by a surprisingly strong 1.2% on the month, the 
largest year-on-year increase since October 2010, although still down 1.8% on the 
year and 0.3% on the quarter, according to data from Halifax. Nationwide data shows 
house prices increased in October by 0.4% on the month and 0.8% on the year, also 
the largest year-on-year increase since October 2010.   

 
 
SA ECONOMY 
 

 As expected the Reserve Bank (SARB) at its last policy setting meeting of the year 
kept the benchmark repo rate at 5.50%, unchanged since November 2010. The SARB 
cut its economic growth forecasts for 2012 and 2013 to 3.2% and 4.2% from a 
previous 3.6% and 4.4%, citing a deteriorating global economic outlook. However, it 
also expects consumer price inflation (CPI) to exceed the 6% target ceiling for longer 
than previously expected, from the 4th quarter of this year until the 3rd quarter of 
2012. CPI is forecast to peak at 6.3% in the 1st quarter 2012. While the modified 
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outlook diminishes the probability of a further interest rate cut, rising inflation is 
attributed to cost-push factors such as electricity tariffs, higher fuel and food costs, 
beyond the influence of monetary policy. Therefore any tightening in monetary policy 
is equally unlikely.   

 Manufacturing output increased in September by 7.7% on the year, up from 5.9% in 
August and well ahead of the 5.5% consensus forecast. While production improved in 
most sectors, motor vehicle parts and accessories showed the most growth at 51.1% 
on the year. The data reflects a continued rebound from the 2nd quarter, impacted by 
labour disputes and earthquake related supply chain disruptions. However, the 
rebound may lose momentum once inventories are replenished.  

 Moody’s credit rating agency lowered its credit rating outlook for SA from “stable” to 
“negative” on concern over public finance constraints. The accompanying statement 
cited “the growing risk that the political commitment to low budget deficits and the 
ability to keep within current debt targets could be undermined by popular pressures 
and rising internal strains within the ruling party.” In reference to calls for 
nationalization of the mines and banks, the report states “that the political leadership’s 
unwillingness to definitely reject demands from certain segments of the political 
spectrum for more activist policy interventions is harmful to SA’s economic prospects”. 

 Standard Bank senior analyst Simon Freemantle forecasts Africa is likely to be one of 
the fastest growing emerging markets in the decades ahead, powered by rapid 
population growth, urbanization, adoption of new technologies and entrenchment of 
the financial sector. Africa’s population is expected to double to 2 billion by 2050, 
supporting a growing consumer base and “demographic dividend” for the service and 
manufacturing sectors. Agricultural output is also set for significant growth, with rising 
global food demand likely to target the continent’s largely untapped resources. 
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +0.30 
JSE Fini 15  - 2.01 
JSE Indi 25  +6.63 
JSE Resi 20  - 4.33 
R/USD   - 16.90 
S&P 500  - 1.43 
Nikkei   - 16.89 
Hang Seng  - 17.68 
FTSE 100  - 8.81 
DAX   - 15.13 
CAC 40   - 19.45 
MSCI World  - 7.90 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has resorted to its weakening trend, breaching the key $1.38 level 
against the euro. The currency has also touched a new record low 75.8 yen/$, 
suggesting further near and medium-term dollar weakness.  
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 The rand needs to breach the key R/$8.00 level in order to maintain 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. 

 The S&P 500 50-day average has broken above the 200-day moving average 
suggesting a resumption of the bull trend. US and global equity markets have bounced 
strongly off key support levels suggesting that despite recent volatility the bull trend 
remains intact.  

 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 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 needs to convincingly regain key support at 30,300 in order to 
resume 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 
 

 According to Doug Elliot of the Brookings Institute “America is undervalued right now 
because its basic strengths are greater than people often give it credit for”. Fed 
chairman Ben Bernanke summarises these basic strengths: “Notwithstanding the 
trauma of the crisis and the recession, the US economy remains the largest in the 
world, with a highly diverse mix of industries and a degree of international 
competitiveness that, if anything, has improved in recent years. Our economy retains 
its traditional advantages of a strong market orientation, a robust entrepreneurial 
culture and flexible capital and labor markets. And our country remains a technological 
leader, with many of the world’s leading research universities and the highest 
spending on research and development of any nation.”  


