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OVERBERG MARKET REPORT 
Week ending 14th October 2011 
 
  
INTERNATIONAL 
 

 The S&P 500 index is up around 12% from its low point on Tuesday last week, 
enjoying its biggest percentage 7-day rally since March 2009, attributed to better than 
expected economic data and increased confidence that eurozone leaders will contain 
the region’s debt crisis. 

 US weekly jobless benefit claims decreased in the past week from an upwardly revised 
405,000 to 404,000 in line with consensus forecast while the less volatile 4-week 
moving average decreased by 7,000 to 408,000 providing an encouraging sign that 
lay-offs may be slowing. Last Friday the US Labour Department reported the economy 
added 103,000 new jobs in September, boosted by the return to work of 45,000 
striking Verizon employees, but nonetheless well above the 65,000 consensus 
forecast.  

 The US Senate approved the controversial Currency Exchange Rate Oversight Reform 
Act of 2011 paving the way for its debate in the House of Representatives. The bill 
would allow the US government to impose duties on products from countries found to 
be subsidizing exports through currency undervaluation. The bill has advanced further 
than similar bills prompting China, the principle target of the bill, to warn that 
legislation could spark a trade war. 

 China’s trade surplus decreased further in September to $14.5 billion from $17.8 
billion in August and $31.5 billion in July, reflecting a slowdown in global trade and 
domestic consumption. Exports increased 17.1% on the year, slowing from 24.5% in 
August while imports increased 20.9%, slowing from 30.2%. Exports to the EU 
increased in September by 9.8% on the year, a significant slowdown from 22.3% in 
both August and July.  

 China’s government announced it will provide financial support and preferential tax 
policies for cash strapped small and micro-sized enterprises, which recently have 
struggled to cope with monetary tightening. Measures will include income tax breaks 
until the end of 2015 and reduced bank requirements on bad loans and risk weightings 
in order to encourage increased lending to smaller companies. 

 Central Huijin Investments, the domestic arm of China’s sovereign wealth fund, 
announced for the 1st time in 3 years that it was buying shares in the country’s 4 
biggest banks. This initiative together with reduced lending standards to smaller 
companies suggests monetary tightening, including multiple increases in asset reserve 
requirements and 6 interest rate hikes, may have reached the end of its cycle.  

 China’s consumer price inflation (CPI) decreased from 6.2% on the year in August to 
6.1% in September, below the 6.5% peak reached in July and in line with consensus 
forecast. Food prices inflation remained unchanged at 13.4% attributed mainly to a 
44% increase in pork prices but non-food inflation reduced from 3% to 2.9%. 
Producer price inflation (PPI) decreased from 7.3% to 6.5% the lowest rate this year 
and below the 6.9% consensus forecast. 

 Japan’s government survey shows economists expect economic growth to rebound at 
a 5.3% annualized rate in the 3rd quarter following contraction of 3.7% and 2.6% in 
the 1st and 2nd quarters. Growth is expected to moderate to just below 3% until mid 
2012 and thereafter to just below 2%. Consumer price inflation is expected to remain 
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negative at -0.15% in fiscal 2011 and -0.20% in 2012 but turn positive in 2013 at 
0.23%. 

 German Chancellor Angela Merkel and French President Nicolas Sarkozy announced 
they will unveil new measures by the end of the month to solve the eurozone debt 
crisis. Measures will include a sustainable solution to Greece’s budget deficit, a 
recapitalisation of eurozone banks, and improved eurozone economic coordination. 
British Prime Minister urged the leaders to take a “big bazooka” approach to the crisis 
and break the cycle of doing “a bit too little, a bit too late.”   

 Eurozone industrial production unexpectedly increased in August by 5.3% on the year 
and 1.2% on the month, well ahead of consensus forecasts for a 2.1% year-on-year 
gain and 0.8% month-on-month decline. Surprisingly Germany did not contribute to 
the increase, suffering a 1% month-on-month decline. Italy, Portugal and Ireland 
increased production by 4.3%, 8.2% and 4.4% on the month.  

 Germany’s banks warned that the European Banking Authority (EBA) risks worsening 
the sovereign debt crisis if it uses stricter capital definitions under Basel 3 rules in its 
revised bank stress tests. Banks could face core Tier 1 capital requirements as high as 
9% compared with the minimum pass level of 5% established during the EBA’s earlier 
stress tests in July. Credit Suisse analysts reported that at least 66 of Europe’s biggest 
banks would fail a revised EU bank stress test, collectively requiring around 220 billion 
euro of additional capital.  

 Slovakia’s parliament ratified the provision to broaden size and scope of the European 
Financial Stability Fund (EFSF), completing the approval process by all members of the 
17-strong eurozone.  

 Standard & Poor’s credit rating agency downgraded Spain’s long-term sovereign debt 
rating a notch to AA- while maintaining a negative outlook which implies the rating 
could be lowered again. The accompanying report cited increasingly unpredictable 
financing conditions, banking sector risks and a labour market in need of reform, 
stating that “despite signs of resilience in economic performance during 2011, we see 
heightened risks to Spain’s growth prospects.” The downgrade prompted an increase 
in Spain’s 10-year government bond yield from 5.0% to 5.28%. 

 Fitch credit rating agency downgraded the long-term credit rating of UBS by one notch 
from A+ to A on assessment  that “the one notch uplift for close affiliation with the 
Swiss state is no longer warranted.” Fitch lowered the ratings of Lloyds Bank and 
Royal Bank of Scotland by two notches, assessing the UK as less likely to provide 
future support. Seven global banks were placed on negative watch for possible 
downgrade, including Goldman Sachs, Morgan Stanley, Deutsche Bank, Credit Suisse, 
Barclays, BNP Paribas and Societe Generale, reflecting “challenges from both economic 
developments, particularly in the euro area, as well as a myriad of regulatory 
changes.” 

 Monetary tightening in the Far East is all but evaporating. This week Singapore cut its 
economic growth forecast, and signaled an easing of monetary policy by slowing its 
currency gains. Meanwhile South Korea’s central bank referred to an increase in 
“downside risks” suggesting a halt to its cycle of interest rate increases. Indonesia 
reduced interest rates while the Philippines announced fiscal stimulus plans. 

 
 
SA ECONOMY 
 

 Manufacturing increased sharply in August by 5.6% on the year well above the 0.6% 
consensus forecast and largely reversing the 6.2% decline in July. The month-on-
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month increase registered 7.6% the biggest since April 2008. The increase is 
attributed mainly to improved production in motor vehicles, parts and accessories, 
food and beverages, iron and steel, metal products and machinery. Despite the 
manufacturing rebound the prevailing view remains that the SA Reserve Bank will 
keep the benchmark repo interest rate unchanged well into 2012.  

 The Investec Hard Number Index (HNI), which measures the state of the SA economy, 
maintained constant momentum in September signaling a pick-up in economic growth 
in the 3rd quarter. The HNI benefited from an acceleration in the number of notes in 
issue to well above 10% annualised, providing a healthy indication of consumer 
spending intentions. Another HNI component, vehicle sales also showed strong growth 
in September reversing the 2nd quarter decline. The demand for commercial vehicles is 
especially encouraging signaling a willingness of businesses to add to production 
capacity. 

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 4.00 
JSE Fini 15  - 2.57 
JSE Indi 25  +3.61 
JSE Resi 20  - 11.51 
R/USD   - 16.00 
S&P 500  - 4.29 
Nikkei   - 13.74 
Hang Seng  - 18.57 
FTSE 100  - 9.51 
DAX   - 14.45 
CAC 40   - 16.24 
MSCI World  - 8.66 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar index has broken its weakening trend and is gaining against most 
currencies excluding the Japanese yen, targeting $1.25 against the euro. 

 The rand has exceeded its target of R/$8.00 suggesting further near-term weakness 
towards the R/$8.75 target level.  

 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. 

 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.  
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 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 
 

 Amid suggestions that private sector investors would be required to write-down more 
than the previously agreed 21% of Greek debt holdings, the ECB warned that any 
form of non-voluntary or compulsory write-down on eurozone bonds “could damage 
the reputation of the single currency internationally, possibly adding to volatility in 
foreign exchange markets.” It added that “in particular, public and private 
international investors may be cautious about investing large portions of their wealth 
in assets denominated in a currency of sovereigns that may not fully honor their 
obligations.” The warning seems to be at odds with recommendations from EU leaders 
and may dampen hopes of a universally backed comprehensive solution to the 
eurozone sovereign debt crisis. 

     


