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OVERBERG MARKET REPORT 
Week ending 11th October 2013 
 
 
GLOBAL 
 

 The IMF lowered its forecast for global economic growth for 2013 from a previous 

3.2% to 2.9%, and for 2014 from a previous 3.8% to 3.6%. The downward revision is 
attributed to rising long-term interest rates and the risk that financial conditions will 
tighten further. The report also notes increased risks to emerging market growth 
posed by less US monetary policy accommodation, combined with domestic 
vulnerabilities including structural bottlenecks in infrastructure, labor markets, and 
investment. Nonetheless, growth in emerging markets and developing economies is 

still expected to remain relatively strong at 4.5% in 2013 and 5.1% in 2014. This 
compares favorably with the IMF’s equivalent growth forecasts for the US of 1.6% and 
2.6%, the Eurozone -0.4% and 1.0%, the UK 1.4% and 1.9%, and Japan 2.0% and 
1.2%. According to the IMF, the risks to growth have not changed. These seem 
centered on the Eurozone, including its unfinished financial sector reforms, impaired 
monetary policy transmission and corporate debt overhang. Other risks include high 
government debt and related fiscal and financial risks in Japan and the US. 

 
 
NORTH AMERICA  

 
 Minutes from the Fed’s latest FOMC policy-setting meeting reveal the surprise decision 

to not “taper” the $85 billion a month quantitative easing program was based on a 
combination of factors. These factors include tighter financial market conditions, 

downward revisions to growth, pending unresolved fiscal policy risks, and 
disappointing payroll growth in July and August. The financial market conditions refer 
to higher mortgage interest rates and their uncertain effect on the housing market. 
While the consensus view remains that the Fed will start to taper at its December 
meeting, political impasse in Washington raises the likelihood that tapering could be 
pushed back into 2014.  

 The Obama administration announced it is nominating Janet Yellen as the next 
Chairperson of the Federal Reserve. Yellen graduated with a PhD in economics from 

Yale University, became President of the Federal Reserve Bank of San Francisco in 
2004 and was confirmed as Vice Chair of the Federal Reserve Board in 2010. All 
nominations for the position must go through Senate confirmation but since the 
Democrats hold a 54 seat majority in the Senate this should not pose a problem. 
Yellen’s nomination is a clear signal that Ben Bernanke’s highly accommodative 

monetary policy stance will remain in place. Yellen has been a consistent supporter of 
asset purchases (quantitative easing). She believes that the rate of employment 
growth is at risk of slowing once companies hire back the workers that were laid off 
during the recession. The “catch-up” effect could eventually slow after which an uptick 
in economic growth would be necessary to sustain the pace of payroll growth.  

 US jobless benefit claims increased sharply in the past week by 66,000 from 308,000 
to 374,000 the highest since late March and well above the 311,000 consensus 

forecast. While part of the increase is attributed to computer-related data collection 
errors in California, the bulk of the increase is blamed on the partial US government 

shutdown and spike in temporarily unemployed federal workers. According to Ryan 
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Sweet, a senior economist at Moody’s Analytics: “The economic costs of a shutdown 
are going to increase the longer the shutdown occurs….If this drags along for the next 
couple of weeks, the economic toll will be even more significant.” According to 
consensus forecast the current shutdown will shave 0.2 percentage points form GDP, 
rising to 0.5 points if the shutdown continues until 25th October.  
 

 

CHINA  
 

 The Markit/HSBC purchasing managers’ index (PMI), measuring activity in China’s 
services sector, declined slightly from 52.8 in August to 52.4 in September although 
remained in plus-50 expansionary territory. The reading is in contrast to the official 
services PMI released last week which increased to its highest level in 6 months from 

53.9 to 55.4. The official survey is weighted towards larger and state-owned 
companies while the Markit/HSBC has a greater weighting to smaller private 
companies. The forward-looking business expectations index weakened sharply from 
62.0 to 58.7. The data suggests chances of a strong acceleration in economic growth 
are relatively slim, a fact which does not seem to perturb the government. President Xi 
Jinping, addressing an Asia-Pacific Economic Cooperation (APEC) forum, said a “7% 
annual growth rate will suffice”, adding that “The slowdown of the Chinese economy is 

an intended result of our own regulatory initiatives.”  
 

 
JAPAN  
 

 Japan’s core private sector machinery orders, a key indicator of business investment, 
rebounded strongly in August by 5.4% on the month, marking the 1st increase in 3 

months after falling -0.03% in July and beating the 2.0% consensus forecast increase. 
Core orders, which exclude volatile demand for ships and from electrical utilities, were 
the highest since September 2008. The Cabinet Office projects core orders will suffer a 
5.3% quarter-on-quarter decline in the 3rd quarter following the 6.8% increase in the 
2nd quarter, but this forecast is likely to be revised upwards following the latest data. 
Orders are actually on track to rise 5.0% on the quarter, assuming a flat month-on-

month reading in September. The outlook remains positive with recently announced 
capex tax breaks expected to provide further impetus in the months ahead. On 1st 

October the government announced a ¥5 trillion stimulus package, to be rolled out 
from late January 2014, comprising ¥730 billion in investment tax incentives. 

 Japan’s consumer confidence index increased sharply from 43.0 in August to 45.4 in 
August, marking the 1st gain in 4 months and well ahead of the 43.6 consensus 
forecast. All 4 measures increased, the income expectations index from 40.2 to 40.6, 

the employment expectations index from 46.9 to 51.7, the willingness to buy durable 
goods index from 44.3 to 47.0, and overall economic wellbeing index from 40.7 to 
42.4. The rise in consumer confidence is attributed to bold government economic 
reforms and the Bank of Japan’s pledge to end the decade-long deflationary spiral. The 
announcement last month that Tokyo will host the 2020 Summer Olympics also 
boosted confidence. Meanwhile the number of survey respondents who thought prices 
would rise over the next year increased from 87.3% to 87.8%, the highest reading 

since August 2008, a clear indication of rising inflationary expectations. The Bank of 
Japan appears to be on track for achieving 2% inflation within 2 years.  
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EUROZONE  
 

 German industrial production increased more than expected in August by 1.4% 
month-on-month, reversing the 1.1% decline in July and beating the 1.0% consensus 
forecast. Capital goods production, the star performer, increased a solid 4.4% as rising 

business confidence prompts companies to invest. Heavy vehicle production was up by 

13.6%. Recent purchasing managers’ data suggests industrial production will continue 
to increase in the months ahead, signaling respectable GDP growth in the 3rd quarter. 
The Economy Ministry said in a brief statement that: “The upward trend of production 
in the manufacturing industry continues…The weakness of the winter season is over.” 

 In contrast to Germany’s strong industrial showing, France’s industrial production 
increased in August by just 0.2% month-on-month, unable to reverse the declines of 

the previous 3 months and contracting on a year-on-year basis by -2.9%. The data is 
consistent with potential contraction in French GDP in the 3rd quarter, following 
positive growth of 0.5% in the 2nd quarter. Italy’s industrial production declined in 
August by a further -0.3% on the month and -4.6% on the year, suggesting a 
continuation of the country’s recession in the coming quarter. On the other hand, 
Spain registered industrial production growth of 0.6% on the month, a significant 
improvement on the flat reading in June and the -0.4% contraction in July.  

 Spain’s nominal wages contracted in August by -0.3%, following similar declines over 
the previous 2 months. With a high unemployment rate of 26.3%, declining wages are 
putting pressure on household disposable income which fell in the 2nd quarter by -
0.8% year-on-year. As a consequence household consumption also fell in the quarter 
by 2% on the year. However, there are some benefits with the household savings ratio 
rising to 14.9% of disposable income. Although household consumption is unlikely to 
contribute to economic growth over the foreseeable future, household balance sheets 

are being repaired. Meanwhile, wage moderation is improving competitiveness and 
boosting export growth, contributing to Spain’s likely exit from recession in the 3rd 
quarter. Positive GDP growth of 0.1% quarter-on-quarter is expected.  
 
 

UNITED KINGDOM 

 
 Following a run of better than expected economic data, UK industrial production 

unexpectedly decreased in August by -1.2% month-on-month, against a consensus 
forecast 0.4% increase, the biggest decline since September 2012. Mike Rigby, head 
of Barclays’ manufacturing team said: “the fluctuations in data we are seeing will 
serve to remind the sector that while there is a general sentiment of optimism, we are 
some way from a full recovery.” At the same time the trade deficit narrowed by far 

less than expected from £3.4 billion in July to £3.3 billion in August, making the deficit 
for the quarter-to-date larger than for the whole 2nd quarter. While exports increased 
in August by 0.4% on the month, they remain 1.8% below the average monthly level 
for the 1st half of the year. The data dampens hopes of a further acceleration in 
economic growth. Sterling fell back in response below the key £/$ 1.60 level to 
£/$1.59, while the yield on the UK 10-year gilt fell to its lowest in 10 weeks.  

 The Royal Institution of Chartered Surveyors (RICS) house price expectations index 

increased from +41 in August to +54 in September, well above the +45 consensus 
forecast and the highest level since mid-2002. While there was a decline in the 

number of enquiries, the sale-to-stock ratio increased by about 3 percentage points to 
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29.1%, and the new instructions to sell balance fell from +26 to +10, suggesting a 
decline in supply which should help boost prices further. The strong housing market is 
attributed to improvements in economic activity, rising consumer confidence, and 
government policy measures including the “Funding for Lending” and “Help to Buy” 
schemes aimed at increasing mortgage availability. House prices are expected to 
increase by 2.6% over the next 12 months and an average 4.9% for each of the next 

5 years, up from equivalent forecasts of 0.6% and 3.4% at the start of 2013.  

 
 
FAR EAST AND EMERGING MARKETS  
 

 As expected the Bank of Korea (BOK) kept its benchmark interest rate unchanged at 
2.50%, while raising its assessment of the global and local economic outlook. The BOK 

upgraded its view of conditions in the US, Eurozone and emerging markets, and 
“above all, China”. Being an export driven economy, the improved global outlook is 
material to forecasts for GDP growth. At the same time the BOK stated that domestic 
demand is improving, including investment as well as consumer demand. The report 
also noted that the rate of decline in house prices is moderating. The central bank kept 
its GDP growth forecast for 2013 unchanged at 2.8% but lowered its forecast for 2014 
slightly from 3.9% to 3.8%. Given the economy’s balance of payments surplus, 

respectable growth outlook and low interest rates, the equity market seems especially 
attractive, trading on a 9.5x estimated forward price-to-earnings multiple. 

 India’s trade deficit decreased from $10.9 billion in August to $6.76 billion in 
September, significantly below the 12-month average of around $16 billion. Imports 
decline sharply by 18.1% year-on-year, while exports increased by 11.2%. The data 
bodes well for the current account deficit, which may decline to as little as 3.3% of 
GDP in the 2014 Fiscal Year, well below the current 3.7% consensus forecast. 

Meanwhile capital flows suggest the deficit will be amply covered by inward 
investment. The rupee, after declining at one point by 28% against the US dollar since 
the start of the year, should recover from its current level on a combination of 
improving capital flows, and improving trade and current account balances.  
 
 

SOUTH AFRICA 
 

 SA mining production fell in August by -1.5% month-on-month, but less than the -
2.2% consensus forecast. A decline had been expected following the unusually high 
number of working days in July. The decline in production was broad-based across 
gold, platinum, iron ore and coal sectors. The year-on-year growth rate improved to 
2.1% from 1.2% in July, but is exaggerated by the weak base effect emanating from 

last year’s widespread industrial unrest. The monthly output figure is likely to fall 
again in September due to further strikes in the gold and platinum sectors while in 
following months, production volumes are likely to be hamstrung by the weak outlook 
for commodity prices.  

 SA manufacturing output contracted in August by -3.6% month-on-month, worse than 
the -2.0% consensus forecast. The decline is largely blamed on the nationwide 
automotive strike, causing motor vehicle manufacturing output to decline -50.1% on 

the month and -25% on the year. Other important manufacturing sectors also 
recorded production declines over the month, including iron ore and steel, food and 

beverages, and petrochemicals. The year-on-year growth rate slowed sharply from 
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5.5% in July to 0.2%, below the 1.2% consensus forecast. It is likely that weak 
domestic demand, compounded by rising input costs, and industrial unrest will place 
continued pressure on manufacturing output in the months ahead. Given that the 
automotive strike continued throughout September, it is likely that September’s data 
will make poor reading. 
 

 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +10.37 
JSE Fini 15  +8.50 

JSE Indi 25  +23.63 
JSE Resi 20  - 5.54 
R/$   - 15.13 
R/€   - 17.35 
S&P 500  +18.68 
Nikkei   +36.55 
Hang Seng  +1.30 

FTSE 100  +9.03 
DAX   +14.10 
CAC 40   +15.85 
MSCI World  +15.50 
 
 
TECHNICAL ANALYSIS 

 
 The US dollar has again dropped below the key $/€ 1.30 level versus the euro 

suggesting a continuation in the dollar’s long-term weakening trend.  
 The rand has fallen through successive support levels at R/$9.30 and R/$9.50 and now 

R/$10.0 suggesting a potential acceleration in the rand’s depreciation.  
 The recent sharp increase in the JP Morgan global bond yield suggests the major bull 

trend which started in the early 1980s may be close to exhaustion. However, there is 
unlikely to be a major bear trend as the deleveraging phase is still in its infancy. 

 The US 10-year Treasury yield is unlikely to accelerate through the major support line 
from 2007, currently at around 2.7-2.9%. Oversold and diverging momentum 
indicators suggest the yield is at a peak. 

 The longer dated R186 SA Gilt yield has increased in 2 even steps from 7.8% to 8.8% 
since mid-July. Another step upwards is projected to the lower 9.00s but this is likely 

to mark the peak in yield.  
 Ultra-loose central bank monetary policy has led to increased demand for riskier 

assets. The Leuthold risk-aversion index is trading close to 30 year lows.  
 US and global equity markets have risen in many cases to all-time record highs 

suggesting a strong bull trend and further gains in the near-term. However, caution 
may be required as the S&P 500 index is forming a “rising wedge” pattern which often 
precedes a trend reversal. 

 The Nikkei exhibits the most bullish pattern in spite of the recent 20% correction from 
recent highs.   
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 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 broken above key resistance at $110 suggesting further 
near-term gains to $120, although the geo-political risk premium is quite high at an 
estimated $8 per barrel, suggesting recent gains are not sustainable over the longer-

term.  

 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It has broken below key support of $7,500 
suggesting a downside move to the 2011 low of $6,500.   

 The Economist’s world food index has tripled since its base in 1999-2001 and 
continues to threaten rising global food price inflation.  However, agricultural prices 
have fallen steadily since mid-2012 which suggests a gradual leveling-off in the strong 

long-term upward trend.  
 Gold has reversed recent losses but needs to break back above the key $1550 level to 

restore the bull trend. 
 The All Share index has broken to new highs suggesting the long-term upward trend is 

intact. The bull trend is likely to remain intact as long as the index remains above 
42,000. Financials are likely to outperform Industrials which in turn are expected to 
outperform Resources.  

 
 
BOTTOM LINE 
 

 Amid the partial US government shutdown, now in its 11th day, and rising anxiety that 
politicians will fail to raise the Treasury’s $16.7 trillion debt ceiling before the 17th 
October deadline, credit rating agency Moody’s published a report explaining the 

process. The report explains that the US will probably not default on its sovereign debt 
obligations even if the 17th October deadline passes without any debt ceiling 
agreement.  

 According to the Moody’s report: “There is no direct connection between the debt limit, 
which was reached last May, and a default. On 17th October, however, the government 
is expected to have less revenue and cash on hand than committed expenses, so 

some bills may not be paid. If that occurs, the government will have to prioritise 
among its expenditures. We continue to believe that the government will prioritise its 

debt payments.” 
 Furthermore, the report continues: “No interest payments are due until 31st October, 

when $5.9 billion in interest is to be paid. Thus, a Treasury bond default is not 
technically possible until that date. Moreover, given that the amount that needs to be 
paid is relatively small, a default is also extremely unlikely.” 

 Ultimately, consequences of a default are so catastrophic that we should safely 
assume some political compromise will prevail. As Winston Churchill once famously 
said: “You can always count on Americans to do the right thing – after they’ve tried 
everything else.” 


