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OVERBERG MARKET REPORT 
Week ending 18th November 2011 
 
  
INTERNATIONAL 
 

 US industrial production increased in October by 0.7% on the month, exceeding the 
0.4% consensus forecast and more than reversing the downwardly revised 0.1% 
contraction in September. Capacity utilization increased over the month from 77.3% 
to 77.8%, above the 77.6% consensus forecast. 

 US new housing starts decreased slightly in October by 0.3% on the month from a 
seasonally adjusted annual rate of 630,000 to 628,000 but well above the 605,000 
consensus forecast and up on the year by 16.5%. Meanwhile, new building permits, a 
lead indicator for the housing market, increased in October by 10.9% on the month to 
an annual rate of 653,000 the highest level since March 2010 and well above the 
605,000 consensus forecast. 

 US initial jobless benefit claims unexpectedly decreased in the past week, falling 
further below the key 400,000 level traditionally associated with sustainable 
employment growth. Claims fell over the week from 393,000 to 388,000 the lowest 
since the week ended 2nd April and below the 395,000 consensus forecast. Continuing 
claims for ongoing unemployment benefits fell to 3.608 million the lowest level since 
September 2008.  

 The US consumer price inflation (CPI) index unexpectedly declined in October by 
0.1%, slowing markedly from the 0.3% increase in September and below the 
consensus forecast of no change. The producer price inflation (PPI) index for finished 
goods declined in October by 0.3% on the month, while the PPI index for intermediate 
materials, supplies and components fell 1.1%, the largest decline since March 2009. 
Reduced inflationary pressure provides the Federal Reserve with greater latitude in 
monetary easing.  

 Central Bank of China Governor Zhou Xiaochuan, announced it would “fine-tune” 
monetary policy, repeating remarks made last month by Premier Wen Jiabao. In the 
context of recent declines in inflationary pressure and slowdown in manufacturing 
growth, there is increased likelihood of reductions in bank reserve requirement ratios.  

 China’s house price inflation decreased further in October to 2.9% on the year from 
3.3% in September and 3.7% in July and August. Prices fell 0.14% on the month, the 
1st month-on-month decline this year, suggesting government’s efforts to cool the 
property market have had the desired effect. Among smaller cities, prices in Wenzhou 
suffered the worst decline by 5.2% on the year and 4.6% on the month but other 
cities such as Urumqi in the west of China enjoyed price increases of 7.5% on the 
year. Although monetary policy may ease officials have no intention of lifting 
restrictions on the housing market due to public anger over housing affordability.    

 As expected Japan’s economy grew in the 3rd quarter by 6% quarter-on-quarter 
annualized, attributed to a rebound in exports which grew 6.2% on the quarter. 
Private consumption also recovered strongly, growing 1.0% on the quarter from 0.2% 
in the 2nd quarter, led by durable goods spending which increased 8.4%. Service 
spending, the largest consumption component grew 0.6% on the quarter, the 1st gain 
in 3 quarters. Economic and Fiscal Policy Minister Motohisa Furukawa, said “the 
economy will continue picking up as demand for reconstruction is expected to 
increase” but identified downside risks “such as the slower recovery in overseas 
demand, the continued appreciation of the yen and the impact of flooding in Thailand.” 
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 Japan’s department store sales unexpectedly fell in October for the 4th successive 
month by 0.5% on the year, although by less than previous months following declines 
of 2.4% in September and 1.7% in August.  

 According to initial estimates eurozone economic activity grew in the 3rd quarter by 
0.2% on the quarter and 1.4% on the year, similar to the 2nd quarter’s respective 
growth rates of 0.2% and 1.6%. Germany’s growth recovered from 0.3% on the 
quarter to 0.5% and France’s growth recovered from a 0.1% contraction to 0.4% 
expansion but Spain’s growth slowed sharply to 0.2% while no estimate was released 
for Italy. Activity in the Netherlands, Cyprus and Portugal contracted by 0.3%, 0.4% 
and 0.7%.  

 European Central Bank President Mario Draghi called for the Eurozone Financial 
Stability Fund (EFSF) to be made operational as soon as possible, expressing 
impatience with the slow progress in its implementation. He pointed out in a speech to 
the European Banking Congress that “we should not be waiting any longer”. Eurozone 
finance ministers agreed 4 weeks ago to leverage the EFSF to 1 trillion euro. Mario 
Draghi repeated that downside risks to the eurozone economic outlook had increased 
and that weaker activity would moderate price, cost and wage pressures. 

 Moody’s credit rating agency cut the senior debt and deposit ratings of 10 German 
government-owned banks, citing that “government support for German public-sector 
banks has become less certain.” Of the 10 banks, 6 were cut by 3 levels, and 3 cut by 
2 levels with the remaining bank by 1 level.  

 The yield spread between German and French 10-year government bonds widened to 
197 basis points, a euro-era record high. With the French yield rising above 3.70% 
and the German yield reducing to 1.80%, France has to pay about twice as much as 
Germany to borrow funds.  

 Italy’s technocrat government, led by Mario Monti, easily won the upper house 
(Senate) confidence vote on Thursday by 281 votes to 25. In his Senate speech, Mario 
Monti promised to balance Italy’s budget by 2013, while balancing austerity measures 
with economic growth and social fairness. Analysts predict the government will win 
today’s confidence vote in the lower house of parliament (Chamber of Deputies). The 
government comprises professors, bankers, and business leaders. 

 The Bank of England (BOE) lowered its economic growth forecast for 2012 to 1.0% 
from a previous 2.0%, citing a “markedly weaker” outlook and suggesting the need to 
add to its GBP 275 billion quantitative easing programme. The BOE also forecast 
consumer price inflation could reduce to 3.0% in the 1st quarter 2012. UK 
unemployment meanwhile increased from 7.9% in the 2nd quarter to 8.3% in the 3rd 
quarter, a 15 year high and above the 8.2% consensus forecast. 

 
 
SA ECONOMY 
 

 Retails sales increased in September by 8.3% on the year accelerating from an 
upwardly revised 7.7% growth in August and well above the 6.5% consensus forecast. 
The month-on-month increase registered 1.8% in September up from 1.0% in August. 
Sales of hardware, paint and glass showed the strongest increase, up 19.9% on the 
year, suggesting a recovery in home maintenance spending following an extended 
slump over the past 2 years.  

 The sharp increase in retail spending is corroborated by a rise in the FNB consumer 
confidence index from +4 to +5 in the 3rd quarter, signaling an increase in the number 
of consumers expecting an improvement in their household finances. 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +0.99 
JSE Fini 15  - 1.12 
JSE Indi 25  +7.21 
JSE Resi 20  - 3.65 
R/USD   - 19.36 
S&P 500  - 3.30 
Nikkei   - 17.10 
Hang Seng  - 18.31 
FTSE 100  - 9.81 
DAX   - 15.39 
CAC 40   - 20.88 
MSCI World  - 9.17 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has resorted to its strengthening trend over the medium term, holding 
the key $1.38 level against the euro. The currency has also bounced off its record low 
75.8 yen/$ against the yen. Over the longer term however, the dollar remains in a 
bear trend.  

 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. 

 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 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 has convincingly regained key support at 30,300 thereby resuming 
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. 
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BOTTOM LINE 
 

 The SA National Planning Commission chaired by Minister in the Presidency Trevor 
Manuel unveiled the National Development Plan (NDP) aimed at encouraging business 
investment in SA and creating 11 million jobs by 2030. The NDP shares the goal of full 
employment adopted by the New Growth Path launched by Economic Development 
Minister Ebrahim Patel last year, but encouragingly emphasizes the need for more 
flexibility in labour laws. Noting that the number of work days lost to strikes has more 
than doubled in 10 years, the NDP states “it is inconceivable that the economy will 
evolve in a more labour intensive manner if the present state of tension between 
employers and labour persists.”  

 The private sector is envisaged as providing the bulk of employment growth, with 90% 
of new jobs to be created by small and expanding private companies. In this context 
the NDP suggests that compliance requirements for employment equity and skills 
development rules for smaller companies be simplified or even scrapped. Notably, the 
NDP also stresses the need to provide clear certainty over property rights, tax 
treatment and mineral rights in the mining sector.  


