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OVERBERG MARKET REPORT 
Week ending 16th September 2011 
 
 
INTERNATIONAL 
 

 The New York Federal Reserve regional manufacturing index fell from minus 7.7 in 
August to minus 8.8 in September, worse than the minus 4.0 consensus forecast and 
the 4th successive monthly decline. The Philadelphia Federal Reserve manufacturing 
index also contracted, albeit at a more gradual pace with the index rising over the 
month from minus 30.7 to minus 17.5. Below zero readings indicate companies are 
cutting back. 

 US consumer price inflation (CPI) slowed from 0.5% month-on-month in July to 0.4% 
in August but above the 0.2% consensus forecast. Food prices posted their biggest 
gain since March rising 0.5% on the month. Core CPI which excludes food and energy 
increased 0.2% on the month at the same rate as July and in line with forecast. The 
year-on-year gain for core CPI was 2.0% the biggest rise since November 2008, while 
overall CPI increased 3.8% the most since September 2008.  

 The yield premium of 10-year US Treasury bonds over equivalent maturity Treasury 
Inflation Protected Securities (TIPS) shows expectations for US CPI are moderating. 
The so-called “break-even” rate indicating the average annual CPI expected over the 
maturity of the bonds, has reduced to 1.97% from 2.67% in April. Bank of America 
bond indices show diminishing inflationary expectations are a worldwide phenomenon. 
The yield gap between its Global Sovereign Bond Master index and its Global 
Government Inflation-Linked index, has narrowed to 1.35% from a 2011 high of 
1.86% on 8th April. 

 The US National Association for Business Economics (NABE) reduced its US economic 
growth forecast for 2011 from 2.8% to 1.7% and for 2012 from 3.2% to 2.3%. Gene 
Huang, NABE president, said “A wide variety of factors were seen as restraining 
growth, including low consumer and business confidence, uncertainty about future 
economic policies, a tepid housing market and financial headwinds caused by tight 
credit conditions and balance sheet restructuring.” Positive factors supporting growth 
were identified as “accommodative monetary policy, growth in the rest of the world, 
business investment spending, and pent-up consumer demand.” 

 US jobless benefit claims increased in the past week by 11,000 to 428,000 above the 
418,000 consensus forecast and the highest since June. The less volatile 4-weekly 
moving average increased from 415,500 to 419,500. Traditionally, a sub-400,000 
number is considered necessary to achieve sustainable jobs growth.  

 Bank of America, the biggest US bank by assets, announced plans to cut 30,000 jobs 
over the next few years equivalent to around 10% of the company’s workforce. 

 Citing fiscal problems in the US and Europe, the Asian Development Bank (ADB) 
reduced its forecasts for China’s economic growth in 2011 and 2012 from 9.6% to 
9.3% and from 9.2% to 9.1%. ADB forecasts China’s consumer price inflation will 
continue to moderate over the remainder of 2011 having peaked at 6.5% in July and 
reduced to 6.2% in August. It also reported that China has the capacity to implement 
more fiscal stimulus in 2012 if required. 

 Japan’s industrial output increased for a 4th straight month in July but the rate of 
expansion slowed from 3.8% month-on-month in June to a downwardly revised 0.4%. 
According to consensus forecast growth is expected to recover to 2.8% on the month 
in August. 
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 The ECB provided coordinated central bank intervention with the Federal Reserve, 
Bank of England, Bank of Japan and Swiss National Bank to inject 3-month dollar 
liquidity into the eurozone banking system. The ECB said it would hold 3 fixed-rate 
operations between October and December, offering banks as many dollars as they 
needed. The news prompted eurozone bank shares to rally strongly on Thursday led 
by France’s BNP Paribas with a gain of 22%. Timothy Geithner, US treasury secretary, 
has been invited to join eurozone finance ministers meeting today in Poland to discuss 
a joint response to the eurozone debt crisis.  

 Italy’s government won a parliamentary confidence vote in support of its 54 billion 
euro fiscal austerity plan aimed at reducing the economy’s budget deficit. European 
Union President Herman Van Rompuy said the plan’s “complete implementation will be 
vital…not only for Italy but for all of the eurozone.” Italy’s borrowing costs increased 
sharply at its bond auction on Tuesday to 5.6% on 5-year bonds up from 4.93% at its 
last auction on 14th July. 

 Greece’s 2-year bond yields exceeded 70% and its 10-year yield reached 25%. The 
cost of insuring against default on 5-year bonds increased to 56.5% of the face value 
of the bond, equivalent to $5.65 million upfront and $100,000 annually to insure debt 
of $10 million.  

 Moody’s credit rating agency cut its long-term debt ratings of French banks Credit 
Agricole and Societe Generale, while keeping BNP Paribas under review for a 
downgrade, citing difficulties in funding as a result of the continuing eurozone 
sovereign debt crisis. French bank shares are among the worst performers in the 
eurozone, with Societe Generale shares losing 70% for the year to date and nearly 
50% since 1st August.  

 The European Commission reduced its forecast for France’s economic growth for 2011 
from 1.8% to 1.6% with quarterly growth of 0.2% in the 3rd and 4th quarters. The 
report cited high uncertainty associated with the eurozone debt crisis as “weighing on 
consumer confidence” and “increasingly affecting investment decisions.” 

 
 
SA ECONOMY 
 

 The SA Reserve Bank Quarterly Bulletin for the 2nd quarter showed overall gross 
domestic expenditure slowed sharply to a seasonally adjusted annualized rate of 1.3% 
from 7.9% in the 1st quarter. Gross fixed capital formation (GFCF) increased 4.1% up 
from 3.1% the quarter before and well ahead of the 3.7% contraction in 2010. 
However, household spending slowed from 5.2% in the 1st quarter to 3.8%, the 
slowest since the 3rd quarter 2009. A breakdown of household spending patterns 
showed expenditure on durable goods increased 12.5% far exceeding non-durable 
goods at 3.6% and expenditure on services at just 0.7%. Household debt to 
disposable income decreased slightly over the quarter from 76.8% to 75.9%. 
Meanwhile unemployment increased in the 2nd quarter to 25.7% the highest in 7 
years.  

 The current account deficit as a percentage of GDP reduced from 3.3% in the 1st 
quarter to 3.1% in the 2nd well below the 3.5% consensus forecast. The deficit was 
financed by capital inflows comprising mostly foreign buying of domestic bonds and 
equities which increased over the quarter from R20.8 billion to R35.1 billion. Foreign 
direct investment into SA also increased over the quarter from R5 billion to R12.3 
billion. The current account deficit is forecast to widen to between 3.5-4.0% in 2011 
up from 2.8% in 2010.   
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 The FNB/BER consumer confidence index decreased from 11 in the 2nd quarter to 4 in 
the 3rd quarter, its lowest in 2 years. The forward looking “expected economic 
performance” sub index decreased from 17 to 2, its biggest decline since the 2nd 
quarter 2008.   

 The Adcorp Employment Index shows SA’s employment decreased in August by 2.1% 
on the year, the 4th successive monthly decline. By sector, manufacturing employment 
decreased 19.9% followed by construction and mining with employment declines of 
16% and 9.3%. Employment in the retail and financial sectors increased 3.7% and 3% 
while public sector employment registered a gain of 6.2%.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 3.49 
JSE Fini 15  - 1.74 
JSE Indi 25  +3.80 
JSE Resi 20  - 10.63 
R/USD   - 10.28 
S&P 500  - 3.86 
Nikkei   - 15.25 
Hang Seng  - 16.73 
FTSE 100  - 10.61 
DAX   - 20.33 
CAC 40   - 19.95 
MSCI World  - 8.64 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar remains in a weakening trend against most currencies, targeting the 
2009 high of $1.50 against the euro and the 2008 high of $1.60 thereafter provided it 
does not decisively breach the $1.40 level. It is technically overbought against the 
euro and expected to weaken sharply from current levels. 

 The rand has broken key support at R/$7.20 level against the US dollar which 
suggests the start of a weakening trend possibly targeting the R/$8.0 level.  

 The 10-year US Treasury bond yield has fallen sharply over the past month in line with 
falling equity markets from 2.90% to 2.0%, a record low. This is lower than its end 
2008 level which suggests further declines may be difficult to achieve. 

 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 decline in US equity markets has reached the target level determined by a head 
and shoulders top formation which suggests a sideways movement over the near-
term. Thereafter, a rising flag formation on many indices raises the danger of further 
downward moves.  

 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. 
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 The Brent crude oil price has declined sharply and needs to maintain 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 but the 
long-term chart remains bullish signaling a long-term target of $15000. 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 broke below its downside target of 30,300 which needs to be 
regained in order to resume the bull trend. Industrials are likely to outperform 
Resources which in turn are expected to outperform Financials. Small cap stocks are 
offering good value relative to the All Share and likely to bounce from a 2-year relative 
downtrend. 

 
 
BOTTOM LINE 
 

 The bright spot in SA’s employment statistics is provided by job creation in the 
informal sector. In contrast to nationwide employment which reduced in August by 
2.1% on the year, the informal sector employed an additional 16,917 people in 
August. Informal sector employment has increased from 3.4 million in 2000 to 6.2 
million workers today, now comprising 37.2% of all people employed. A key reason is 
that the informal sector is unencumbered by SA’s rigid labour laws, perhaps a valuable 
lesson on fixing the economy’s unemployment. 

 
 


