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Market Commentary – 1 October 2012 

 
 

European markets fell as investors awaited stress test results 
for Spanish banks 

Shares were mixed in Friday trading as the quarter and month ended. 
Most indices advanced for the month and quarter 

Equity Markets  

European shares were down Friday and for the week in light trading as 
the month and quarter came to an end as traders awaited the 
announcement of the results of the stress tests conducted on Spanish 
banks. The FTSE was down 0.6% on the day and dropped 1.9% for the 
week. However, the index was up 0.5% and 3.1%, respectively, for 
September and the third quarter. A similar pattern held for the DAX and 
SMI. The DAX dropped 1.0% Friday and 3.2% for the week. It gained 
3.5% and 12.5% for the month and quarter. The SMI was down 0.8% 
and 1.7% for the day and week. It was 1.7% and 7.1% higher for the 
month and quarter. However, the CAC was down 2.5% on Friday, 5.0% 
for the week and 1.7% for the month. The CAC was up 4.9% in the third 
quarter. 

Motor insurer Admiral dropped as did RSA slipped 1.3% as an Office of 
Fair Trading probe into the UK private motor insurance market hit the 
sector. Support services group Compass declined after a broker cut its 
rating. Miners including Randgold Resources, Rio Tinto and BHP Billiton 
advanced. Expectations that China may unveil new stimulus measures 
boosted mining stocks. H&M was down after a broker downgrade. Air 
France-KLM jumped after a broker raised its rating on the shares to buy 
from neutral. Syngenta advanced after its rating on the shares were 
upgraded. 

In economic news, August German retail sales rebounded from July’s 
decline. September Eurozone inflation was higher due to an increase in 

energy and food prices according to the flash estimate. Inflation 
increased to 2.7% in September from 2.6% in August. In France, 
President François Hollande’s first annual budget raised taxes by €20 
billion including a 75% levy on incomes above €1 million. He aims to 
reduce the deficit to 3% of GDP from 4.5% in 2012. 

US shares were down Friday but ended the trading session well off their 
worst levels. The Dow Jones industrials and S&P each were down 0.4% 
while the Nasdaq was 0.6% lower. For the week, the indices were down 
1.0%, 1.3% and 2.0% respectively. However, it was a different picture 
for the month of September and the third quarter. The Dow was up 2.7% 
in September while the S&P was up 2.4% and the Nasdaq, 1.6%. For 
the third quarter they were up 4.3%, 5.8% and 6.2% respectively. 

The lower close Friday came amid lingering concerns about Europe as 
well as the release of disappointing US economic data, including a 
report showing an unexpected contraction in Chicago area September 
business activity. The index slid to a reading barely below the breakeven 
50, to 49.7 but from 53.0 in August. Another report showed that personal 
spending was up 0.5% in August, although the increase was largely due 
to higher gas prices. When adjusted to remove price changes, spending 
inched up by just 0.1%. However, a positive reaction to the results of a 
stress test of Spanish banks helped lift stocks off their lows, with the 
results coming in roughly in line with estimates. 

Among individual stocks, Nike declined after reporting stronger than 
expected first quarter results but also reported future orders that trailed 
estimates on weak demand from China. Steel stocks were weak as 
investors continued to worry about the outlook for global demand. 
ArcelorMittal and L.B. Foster dropped. US listed shares of Research in 
Motion jumped a day after reporting a smaller than expected quarterly 
loss. Accenture gained following its forecast of full year earnings higher 
than analysts' estimates as the company bolsters its outsourcing 
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business. Hartford Financial Services Group was up after the insurer 
agreed to sell its individual life insurance business to Prudential 
Financial for US$615 million in cash. 

Gold at the afternoon London fixing was up US$13.00 to US$1,776.00. 
Copper futures were up 0.2% to US$3.75. WTI spot crude was up 34 
US cents to US$92.19. Dated Brent spot crude was down 24 US cents 
to US$113.13. The US dollar was up against all of its major 
counterparts. The Dollar Index was up 0.5%. The yield on US Treasury 
30 year bond was down 1 basis point to 2.83% while the yield on the 10 
year note slipped 2 basis points to 1.63%. 

In contrast to those in the US and Europe, most shares in this region 
posted gains Friday as news from both Spain and Greece where the 
respective governments outlined plans to further cut spending and raise 
taxes sent positive signals to financial markets. The proposed austerity 
measures were announced despite public protests. Investors continued 
to hope for fresh Chinese stimulus after a record amount of liquidity was 
injected into the banking system by the People’s Bank of China. 

The Nikkei was down 0.9%, weighed down by the strong yen against the 
dollar. The Nikkei dropped 2.6% on the week but gained 0.3% for 
September. The index was down 1.5% in the third quarter. Auto makers 
including Toyota Motor and Honda dropped Friday after data showed 
Japanese auto exports were down 5.4% in August following seven 
months of gains. Also declining on the day were Fanuc, Sumco, Tokyo 
Electron and Advantest. 

The Shanghai Composite rallied 1.5%, extending gains for a second 
consecutive session, led by metal stocks and property developers. The 
Hang Seng gained 0.4%. The former gained 2.9% for the week and 1.9 
for the month. However, the index lost 6.3% in the third quarter. The 
Hang Seng was up 0.4% Friday, 0.5% for the week, 7.0% in September 
and 7.2% in the third quarter. Mainland Chinese markets will be closed 
next week while those in Hong Kong will be off Monday and Tuesday. 

The All Ordinaries edged up 0.1% Friday but lost 0.6% on the week. The 
index was 1.6% higher in September and 6.5% in the third quarter. The 
Kospi was 0.4% Friday on talk of new Chinese stimulus moves and 

relief over austerity measures outlined by Spain and Greece 
underpinning sentiment ahead of two local holidays next week. The 
Kospi slipped 0.3% on the week but gained 4.8% and 7.7% respectively 
for the month and quarter. 
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Please remember, the value of investments and the income from them 
can do down as well as up. Funds that invest in overseas markets may 
be subject to currency fluctuations. Investments in small and emerging 
markets can be more volatile than other overseas markets. Reference in 
this document to specific securities should not be construed as a 
recommendation to buy or sell these securities, but is included for the 
purposes of illustration only. 
 
Looking forward 
 

Four central banks announce monetary policy decisions —the Reserve 
Bank of Australia (Tuesday), the Bank of England and the European 
Central Bank (Thursday) and the Bank of Japan (Friday). Data releases 
during the week include — 

Monday — Japan’s third quarter Tankan survey and China’s CFLP 
manufacturing index begin the week in Asia. In Europe, manufacturing 
PMIs will be released for the Eurozone, many member states and the 
UK. The UK releases M4 money supply and the Eurozone posts its 
unemployment rate. The US has the Markit manufacturing PMI, the ISM 
manufacturing index and construction spending on the calendar. 

Tuesday — the Eurozone releases its producer price index. 

Wednesday — Australia’s merchandise trade balance and Japan’s 
services and composite PMI indices will be posted. In Europe, the 
services and composite indices will be released for the Eurozone, many 
member states and the UK. Eurozone retail sales are on tap as well. 
The US expects the services PMI, the ISM nonmanufacturing index and 
the ADP employment report. 

Thursday — Australia’s retail sales data begin the day. In the US, 
factory orders are on tap along with the minutes of the last FOMC 
meeting. The weekly jobless claims, money supply and Fed balance 
sheet are expected as well. 

Friday — Eurozone revised second quarter gross domestic product and 
German manufacturing orders are expected. Canada releases its labour 

force survey. The US releases its employment situation report and 
consumer credit data. 

 

The Longer-Term Perspective 
 
Markets historically fall from time to time in the course of their longer-
term upward progress. Investors who are willing to accept periods of 
market volatility and stay invested for the long term are often well 
positioned to grow their wealth as markets subsequently recover.  
 
We view the market reaction to them as a normal part of the investment 
cycle that, in itself, creates attractive opportunities for long-term 
investors.  
 
 

 

 


