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OVERBERG MARKET REPORT 
Week ending 7th October 2011 
 
  
INTERNATIONAL 
 

 US private sector payrolls increased 91,000 in September, up slightly from 89,000 in 
August and above the 75,000 consensus forecast according to Automatic Data 
Processing (ADP). Small business employment increased 60,000 compared with 
36,000 for medium sized businesses, while large business employment fell 5,000. 
Services sector employment increased 90,000 while goods producing employment 
increased just 1,000. The US Labour Department’s jobs report released today is 
expected to show a gain of 60,000 non-farm payrolls. Outplacement consultants 
Challenger, Gray & Christmas reported employers plan to shed 116,000 workers in 
September, the most since April 2009, up 126% on the month and 212% on the year.  

 The Institute for Supply Management (ISM) US manufacturing index unexpectedly 
increased from 50.6 in August to 51.6 in September, the 1st increase in 3 months and 
above the 50.5 consensus forecast. The expansion denoted by readings above 50 is 
attributed to external demand with exports growing for a 27th consecutive month. 

 The US Senate opened a week of debate on the proposed Currency Exchange Rate 
Oversight Reform Act aimed at forcing China to let its currency appreciate. The 
legislation would allow the US government to impose countervailing duties on products 
from countries found to be subsidizing their exports by undervaluing their currencies. 
The proposed “Currency Act” drew fierce criticism from China with its foreign ministry 
spokesman Ma Zhaoxu urging legislators to “proceed from the broader picture of Sino-
US trade and economic cooperation” and “forsake protectionism.”  

 China’s official Purchasing Managers’ Index (PMI) for manufacturing increased for a 2nd 
straight month from 50.9 in August to 51.2 in September, the highest in 4 months. 
The reading exceeds the HSBC PMI of 49.9 which has a stronger bias towards small 
and medium-sized businesses. Zhang Liqun, researcher with China’s government said 
small and medium-sized companies face severe difficulties, requiring stronger policy 
support. 

 Japan’s coincident composite index measuring current business conditions, increased 
from 107.1 in July to 107.4 in August attributed to continued recovery in supply chains 
and industrial production. However, the leading indicator which measures the state of 
the economy 3 months ahead, fell from 104.6 to 103.8, the 1st decline in 4 months 
attributed to uncertainties in the global economy. 

 The Bank of Japan kept both its 0-0.1% benchmark interest rate and 50 trillion yen 
($650 billion) asset buying program unchanged. The accompanying statement 
reiterated the outlook given in September, confirming that economic activity has 
“continued picking up.” 

 The eurozone Purchasing Managers’ Index (PMI) for manufacturing  fell from 49.0 in 
August to 48.5 in September, below the 50 level which indicates contraction, for a 2nd 
straight month. Germany’s PMI for manufacturing fell for a 5th straight month to 50.3 
its lowest since September 2009, having been above 60 for the 1st 4 months of the 
year. The sub-index for new export orders fell to 45.1 showing the steepest monthly 
decline since June 2009.   

 The ECB left its benchmark interest rate unchanged at 1.5% but launched a new 
program to buy 40 billion euro of bank issued “covered bonds” (bonds collateralized 
with low risk assets) between November 2011 and October 2012. The ECB also 
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extended its policy of providing unlimited liquidity to eurozone banks to include 12-
month loans during this month and 13-month loans in December. Outgoing ECB 
President Jean-Claude Trichet referred to a number of factors dampening growth 
momentum in the eurozone, “including a moderation in the pace of global demand, 
falling consumer and business confidence, and unfavourable effects on financing 
conditions resulting from ongoing tensions in a number of euro area sovereign debt 
markets.” 

 The European Commission called for EU “coordinated action” to recapitalize banks. 
European Commission President Jose Manuel Barroso said “we are now proposing to 
the member states to have a coordinated action to recapitalize banks and get rid of 
toxic assets they may have.” The comments raised expectations the eurozone’s 
banking sector would be ring-fenced from the Greek debt crisis. Debate is now 
centered on whether recapitalization should be funded by national governments or the 
European Financial Stability Fund (EFSF), and how much recapitalization is required.  

 Most banks have marked their holdings of Greek debt to market price, reflecting the 
+/-50% decline in value of Greek bonds. However, the biggest holders of Greek debt, 
including Belgian bank Dexia and France’s 2 largest banks BNP and Societe Generale, 
have only written down their holdings by 21%. The 3 banks would have estimated 
additional losses of around 3 billion euro if they marked their holdings down by 50%.  

 Standard & Poor’s (S&P) credit rating agency lowered its rating of Franco-Belgian bank 
Dexia citing the bank’s difficulty in accessing wholesale funding markets. S&P also 
placed the bank on credit watch for further downgrade pending decisions on 
restructuring and possible government support. It said the governments of Belgium, 
France and Luxembourg are likely to provide support for Dexia if necessary. Trading of 
shares in Dexia was suspended on Thursday following steep losses over the past week. 

 Citing “vulnerabilities associated with the indebtedness of some euro-area sovereigns 
and banks” the Bank of England (BOE) unexpectedly increased its quantitative easing 
(QE) program to purchase government gilts from GBP 200 billion to 275 billion. Most 
economists had not expected the increase until November and some were only 
expecting an increase of GBP 50 billion. BOE governor Sir Mervyn King said “this is the 
most serious financial crisis at least since the 1930s, if not ever.” 

 India’s HSBC Markit Business Activity Index for services fell from 53.8 in August to 
49.8 in September the lowest since April 2009 and below the 50 level which separates 
growth from contraction. Meanwhile India’s consumer price inflation accelerated from 
9.22% in July to 9.78% in August the highest in over a year. The Reserve Bank of 
India raised its benchmark interest rate last month for the 12th time in 18 months, 
now expected to keep rates on hold in spite of inflationary pressure, due to the 
slowdown in the global economy. 

 
 
SA ECONOMY 
 

 The Kagiso Purchasing Managers’ Index (PMI) for manufacturing unexpectedly 
increased from 46.7 in August to 50.7 in September, well above the 46.2 consensus 
forecast and significantly higher than the 44.2 registered in July. The PMI measures 
the percentage of purchasing managers reporting a month-on-month improvement in 
business conditions. Readings above 50 indicate expansion. The business activity sub-
index increased from 46.4 to 53.4 recovering the ground it lost since July while the 
new sales orders index increased from 44.6 to 48.9.  
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 The SA Chamber of Commerce and Industry (SACCI) business confidence index fell 
from 98.6 in August to 98.4 in September, down 5.2 points over the year. The decline 
is attributed to a deteriorating outlook for the global economy at the same time as 
rising resource and administrative costs, particularly expected to impact smaller 
companies.   

 The trade deficit decreased from R3.9 billion in July to R3.7 billion in August but well 
above the consensus forecast R1.7 billion deficit. Growth in both exports and imports 
were stronger than expected, with exports for the year to date up 25.7% compared 
with 2010 and imports up 21.7%. The cumulative trade deficit for the year to date is 
R10.6 billion below the year ago equivalent R13.1 billion. The current account deficit is 
expected to widen slightly from 2.8% of GDP in 2010 to 3.5% in 2011.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 5.59 
JSE Fini 15  - 5.31 
JSE Indi 25  +0.28 
JSE Resi 20  - 11.54 
R/USD   - 21.22 
S&P 500  - 10.18 
Nikkei   - 16.31 
Hang Seng  - 22.24 
FTSE 100  - 15.57 
DAX   - 25.31 
CAC 40   - 26.89 
MSCI World  - 14.90 
 
 
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.  

 The 10-year US Treasury bond yield has fallen decisively below the 2008 low of 2.0% 
to 1.95%. Further near term gains may be hard 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. 

 A rising flag formation suggests further near-term declines in US equity and global 
equity markets.  

 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 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 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 South African Clothing and Textile Workers Union has adopted an entry-level wage 
model, reaching a landmark agreement with the clothing and textile industry. The new 
agreement allows companies in the sector to hire new workers at a wage rate 20-30% 
below the existing industry minimum wage. The measure could be a significant 
milestone in encouraging hiring, if it is adopted by other unions. The Congress of 
South African Trade Unions (COSATU) has so far been fiercely opposed to the entry-
level wage model but may be persuaded by this precedent, if successful during its 3-
year trial period.       


