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OVERBERG MARKET REPORT 
Week ending 28th October 2011 
 
  
INTERNATIONAL 
 

 US GDP increased in the 3rd quarter by 2.5% quarter-on-quarter annualised in line 
with expectations, up from 1.3% in the 2nd quarter. The improvement is attributed to 
household spending which increased 2.4%, up from 0.7%, adding 1.7% to overall GDP 
growth. Household spending increased in spite of falling consumer confidence and a 
1.7% decline in real disposable income, surprising businesses which reduced 
inventories over the quarter. Inventory reductions subtracted 1.1% from overall GDP 
growth. The divergence between consumer and business behaviour may prompt 
businesses to increase inventories in the 3rd quarter, perhaps initiating a “positive 
feedback loop” whereby more workers are hired, pushing up disposable income and 
further strengthening consumer spending. 

 The S&P/ Case-Shiller US home price index decreased in August by 3.8% on the year 
ahead of the 3.5% consensus forecast. The index has dropped 31% from its peak in 
2006 and expected to decline further in 2012 due to high levels of foreclosures and 
the large imbalance between supply and demand. William Dudley, president of the 
Federal Reserve Bank of New York, said “continued house price declines could lead to 
even more defaults, foreclosures and distress sales, undermining wealth, confidence 
and spending”, adding that “breaking this vicious cycle is one of the most pressing 
issues facing policy makers.”  

 The Conference Board US consumer sentiment index unexpectedly fell from a revised 
46.4 in September to 39.8 in October, significantly below the 46.0 consensus forecast 
and the lowest since March 2009. The sharp decline is attributed to limited job 
availability and deteriorating home values. Corroborating the data, the Bloomberg 
consumer comfort index fell in October to its lowest since February 2009 while the 
Thomson Reuters/ University of Michigan preliminary index of expectations for the 
next 6 months, fell in October to its lowest since May 1980. 

 The preliminary HSBC China manufacturing Purchasing Managers Index (PMI) 
rebounded from 49.9 in September to 51.1 in October, the 1st increase since March, 
while the manufacturing output sub-index increased from 50.3 to 51.7 a 6-month 
high. The 50 level demarcates expansion from contraction. HSBC chief economist for 
China Hongbin Qu said “all these data confirm our view that there is no risk of a hard 
landing in China.”  

 China’s premier Wen Jiabao signaled that recent weakness in economic data combined 
with a moderation in inflationary pressure, justifies a looser monetary policy. Monetary 
conditions have been tightened for the past 2 years through combined increases in 
interest rates and bank reserve requirements. Wen Jiabao said officials will make 
adjustments at a “suitable time and by an appropriate degree” to maintain 
“reasonable” growth in money supply. 

 Japan’s corporate service price index fell in September by -0.1% on the year, marking 
the 36th consecutive year-on-year decline. However, it is sharply lower than the -0.3% 
decline in August and the lowest negative reading since the current deflationary cycle 
began in October 2008. The downward pressure on prices peaked at -3.8% in August 
2009. Core consumer price inflation registered 0.2%, its 3rd straight positive reading, 
following readings of 0.2% in August, 0.1% in July, and -0.2% in June. Japan’s 
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unemployment rate reduced from 4.3% in August to 4.1% in September, below the 
4.4% consensus forecast.  

 EU leaders announced plans to shore up the eurozone sovereign debt and bank 
recapitalization crisis. Banks and other bondholders will take a 50% writedown 
(“haircut”) on their Greek bond holdings amounting to 103 billion euro. Banks will 
raise their core capital ratios to 9% by June 2012 to accommodate the writedown, by 
tapping the markets and only using government funding and the European Financial 
Stability Fund (EFSF) as a last resort. The funding of the EFSF will be raised from the 
current 440 billion to 1 trillion euro, through a leveraged Special Purpose Investment 
Vehicle (SPIV) to be funded by a mix of government contributions and private sector 
investment.  

 Standard & Poor’s credit rating agency reported that France’s long-term credit rating 
would likely be downgraded along with those of Spain, Italy, Ireland and Portugal in 
both its stress scenarios. The report stated that “ballooning budget deficits and bank 
recapitalisation costs would likely send government borrowings significantly higher 
under both scenarios” and that “credit metrics would deteriorate sharply as a result.” 

 Markit’s initial eurozone composite Purchasing Managers Index (PMI) fell from 48.8 in 
September to 47.2 in October, the 2nd straight monthly decline and its lowest since 
July 2009. France suffered the worst, with a decline in the composite PMI from 50.2 to 
46.8, in contrast with Germany which registered an increase from 50.5 to 51.2.  

 The GfK UK consumer confidence index fell from -30 in September to -32 in October, 
the lowest since touching -35 in February 2009. It is above the record low -39 
registered in July 2008 but significantly below the -8 long-term average. The outlook 
for the economy over the next 12 months fell from -27 to -31. Meanwhile, UK 
mortgage approvals fell unexpectedly from 35,069 in August to 33,130 in September, 
well below the 36,000 consensus forecast.  

 The Confederation of British Industry (CBI) quarterly business optimism index fell from 
-16 in the 2nd quarter to -30 in the 3rd quarter, the lowest reading since April 2009, 
suggesting businesses expect significant declines in activity over the next 3 months.  

 
 
SA ECONOMY 
 

 The Medium-Term Budget Policy Statement (MTBPS) was well received by financial 
markets, implying strong resistance against excessive state spending and public sector 
union wage demands. Economic growth forecasts were lowered but sound fiscal 
prudence encouraged both bond and equity markets. Economic growth is forecast at 
3.1% in 2011, down from the February forecast of 3.4%, while longer-term forecasts 
were lowered from 4%, 4.4% and 4.4% for 2012, 2013 and 2014, to 3.4%, 4% and 
4% respectively. The budget deficit forecast for this year is raised to 5.5% of GDP 
from a previous 5.3%. However, Finance Minister Pravin Gordhan plans to reduce the  
increase in public sector expenditure to just 2.3% per annum over the next 3 years. 
This is below the economic growth rate, which implies a shrinking budget deficit over 
the longer term. The public sector borrowing requirement for this year is budgeted at 
8.1% of GDP, down from 9.5% in February, while the longer-term PSBR is forecast at 
5% of GDP in 2014/2015 from a previous 6.3%.  

 Producer price inflation (PPI) accelerated from 9.6% year-on-year in August to 10.5% 
in September, slightly above the 10.4% consensus forecast. The chief culprits were 
food prices, which increased 9.9% at the agricultural level, up from 3.6% in August. 
Food prices at the manufactured level increased 8.8% up from 7.2%. The year-on-
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year PPI gain masks a decline of 3.3% month-on-month, attributed to a shift from 
winter to summer electricity tariffs. 

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +1.04 
JSE Fini 15  - 0.23 
JSE Indi 25  +8.44 
JSE Resi 20  - 4.13 
R/USD   - 14.10 
S&P 500  +2.14 
Nikkei   - 12.73 
Hang Seng  - 14.53 
FTSE 100  - 4.31 
DAX   - 8.34 
CAC 40   - 11.46 
MSCI World  - 2.28 
 
 
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.  

 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. 
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BOTTOM LINE 
 

 Some economists were hoping the EFSF would be raised to 2 trillion, twice the newly 
agreed level, while others are concerned at the source of extra funding. Jens 
Weidman, the president of the Bundesbank, warned that the proposed Special Purpose 
Investment Vehicle’s (SPIV) “leveraging instruments are not too different from those 
which were partly responsible for creating the crisis, because they concealed risks.” 
Bill Gross, chief investor at PIMCO the world’s largest bond fund manager, said the 
eurozone rescue would be a temporary fix and that the EFSF could pose a high risk for 
investors. 

 


