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OVERBERG MARKET REPORT 
Week ending 12th July 2013 
 
 
NORTH AMERICA  

 

 US payrolls increased in June by 195,000 well above the 165,000 consensus forecast. 

Moreover gains in May and April were both revised upwards from 175,000 and 
149,000 to just below 200,000. June’s increase is attributed to strong payroll gains in 
the construction and retail sectors of 14,000 and 37,000 respectively. Both sectors 
have a strong bearing on GDP growth with household consumption accounting for 
around 70% of GDP and the construction sector closely linked to all-important 
homeowners’ equity and household wealth. Meanwhile average hourly earnings 

increased by a robust 0.4% month-on-month further boosting household wealth at the 
same time as gasoline prices are falling and equity and house prices are rising.  

 The June FOMC monetary policy meeting minutes suggest a likelihood that the Fed will 
start to “taper” its quantitative easing (QE) program in September. While a narrow 
majority of policy committee members wanted to see further improvement in the 
labour market first the strength of last month’s jobs growth data should tilt the 
balance of opinion in favour of those wanting an earlier taper. The only likely 

remaining hurdle is the extent of GDP growth which some committee members want 
to see more evidence of. Given the likely slowdown in GDP growth in the 2nd quarter 
due to sequestration spending cuts and tax increases we may have to wait until the 
September FOMC meeting before the QE taper is first announced.   

 The US government posted a budget surplus of $117 billion in June the highest 
monthly surplus since April 2008 and well above the $39.5 billion consensus forecast. 
The larger than expected surplus is attributed to rising tax revenues, public spending 

cuts and big payments to the Treasury from state-backed mortgage firms Fannie Mae 
and Freddie Mac. Fannie Mae transferred $59 billion in dividends to the Treasury 
during June. Overall government revenue increased 10.2% year-on-year while 
spending decreased sharply over the same period from $319.9 billion to $170.1 billion. 
The Obama administration projects the federal budget deficit will shrink to $759 billion 
in the year ended 30th September the smallest deficit in 5 years. Last month Standard 

& Poor’s credit rating agency upgraded its outlook on the country’s sovereign credit 
rating from “negative” to “stable”. The improving budget outlook is likely to ease 

demands for tough budget cuts and may help postpone the deadline to raise the 
federal borrowing limit.  

 In a positive sign that the US economy is showing a broad-based recovery the 
National Federation of Independent Business (NFIB) index of small business optimism 
is increasing sharply, currently at the highest level since the 2008/09 financial crisis. 

The gap between the NFIB and the Institute for Supply Management index, which is 
weighted with larger companies, is also narrowing. The trend is likely to continue with 
the Fed’s Senior Loan Officer Survey showing that banks are relaxing lending 
standards to smaller businesses. It is noteworthy that the recent pick-up in private 
sector employment is being driven by smaller businesses.  

 
 

CHINA  
 



 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07.  

Directors: Nick Downing, Gielie Fourie, Brett Birkenstock. 

 Following last month’s underwhelming trade data when China’s exports increased by 
just 1% year-on-year, the data for June deteriorated even further with exports 
declining by 3.1% on the year well below the 3.7% consensus forecast increase. This 
marks the weakest growth since October 2009. On a month-on-month basis exports 
fell by an even greater 7.4% the worst decline since January 2009. Part of the decline 
is attributed to a crackdown on the usage of trade transactions to evade capital 

controls, explaining the sharp decline in exports to Hong Kong and Taiwan. However, 

exports also declined to other regions where over-invoicing is less prevalent. Imports 
meanwhile declined by 0.7% on the year and 5.7% on the month with the sharp drop 
in imports for processing and re-export corroborating the outlook for weak export 
demand.  

 Consumer price inflation increased sharply from 2.1% year-on-year in May to 2.7% in 
June ahead of the 2.5% consensus forecast. The increase is attributed to food prices 

which after being stable recently increased sharply in the past month. Vegetable prices 
increased by 9.7% on the month and pork prices by 4.6%. Fortunately core inflation 
which excludes food prices remained benign, edging lower from 1.8% on the year to 
1.7%. While the recent pick-up in headline inflation would not in theory deter the 
People’s Bank of China from loosening monetary policy, other considerations make any 
rate cuts unlikely in spite of slowing economic growth. Authorities are keen to deflate 
the potential bubble in residential property prices. Indeed the central bank allowed 

short-term interbank borrowing rates to spike to close to 30% at the end of June.  
 China’s Finance Minister Lou Jiwei signaled that the economy may grow by less than 

the government’s 7.5% target this year. Speaking at the US/China Strategic and 
Economic Dialogue in Washington he remained confident the economy would achieve 
growth of 7% this year but growth of as low as 6.5% may be tolerable in the future. 
The comments suggest authorities are prepared to risk a further slowdown in pursuit 
of a more balanced economy and more sustainable long-term expansion.  

 
 
JAPAN  
 

 Unexpectedly high core machinery orders suggest companies are speeding up their 
investment plans as the economy improves. Machinery orders are widely regarded as 

a key leading indicator of corporate capital investment and business confidence. 
Machinery orders surged in May by 10.5% month-on-month to ¥799.2 billion the 

highest level since October 2008, reversing the 8.8% decline in April and well above 
the 1.4% consensus forecast increase. The data will be welcomed by Prime Minister 
Shinzo Abe’s government which has emphasized the need for companies to invest as 
key to promoting long-term economic growth. Following the strong data the Cabinet 
Office has upgraded its 2nd quarter forecast for capital investment plans by all firms 

from a previous decline of 3.0% to an increase of 2.0%.  
 Japan’s total outstanding bank loans registered their 21st successive year-on-year 

increase in June with the pace of increase rising from 2.1% on the year in May to 
2.2%. The traditionally more reluctant banks also increased outstanding loans by 
1.6% on the year marking their 7th successive increase. Corporate funding demand 
has increased steadily in response to the Bank of Japan’s aggressive monetary easing 
and promises of bold structural economic reforms. Meanwhile mortgage loan demand 

is rising ahead of the planned sales tax hike in April 2014.  
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EUROZONE  
 

 German industrial production fell in May by 1% on the month worse than the 0.5% 
consensus forecast decline. While the decline only partially reverses the previous 
month’s larger than expected 2% increase, recent Purchasing Managers’ Indices (PMI) 

suggest industrial production may remain lackluster in the months ahead. Furthermore 

the German trade surplus fell in May from €17.5 billion to €14.1 billion the lowest in a 
year. Exports fell 2.4% on the month and 3.2% on the year likely to place significant 
pressure on 2nd quarter GDP growth. The electorate will be paying especially close 
attention to economic data ahead of the general election on 22nd September.  

 Standard & Poor’s (S&P) credit rating agency upgraded its outlook on Ireland’s credit 
rating from “stable” to “positive”. According to S&P: “The outlook revision reflects our 

view that Ireland’s general government debt burden is likely to decline more rapidly, 
as a percentage of GDP, than we had previously expected.” The report added that 
“Ireland’s economic recovery is underway” praising the “strong consensus” among the 
largest political parties for fiscal consolidation and reform. S&P saw a greater than 1 in 
3 probability that it would raise the country’s credit rating during the next 2 years.  
 

 

UNITED KINGDOM 
 

 The National Institute of Economic and Social Research forecasts UK GDP growth 
accelerated from 0.3% quarter-on-quarter in the 1st quarter to 0.6% in the 2nd quarter 
attributed to a raft of positive economic indicators. The positive outlook is 
corroborated by economists at JP Morgan who estimate GDP may grow at an 
annualized rate of 3.5% in the 2nd quarter. The pick-up in quarterly growth however is 

unlikely to impact the Bank of England’s current leaning with its recent statement last 
week clearly emphasizing the need for a continuation of accommodative policy.  

 Moody’s credit rating agency upgraded its outlook for the UK banking industry from 
“negative” to “stable” for the 1st time since the 2008/09 financial crisis, stating that UK 
banks are “sufficiently well-capitalised to absorb losses.” The report acknowledged the 
downside risks posed by exposure in certain banks to commercial real estate and 

peripheral European economies but overall stated that asset quality was improving. 
Meanwhile, the report also cited general improvement in the bank funding 

environment, banks’ capital strength and forecast profitability.  
 
 
FAR EAST AND EMERGING MARKETS  
 

 According to advanced estimates from the Ministry of Trade and Industry Singapore’s 
GDP grew in the 2nd quarter by 3.7% year-on-year recovering strongly from 0.2% 
growth in the 1st quarter. On a quarter-on-quarter seasonally adjusted basis growth 
surged by 15.2% up dramatically from 1.8% in the 1st quarter and almost double the 
consensus forecast. Although impressive Singapore’s economy is small and open and 
growth tends to be extremely volatile. The manufacturing sector grew by 37.6% in 
contrast to the 12.7% decline in the previous quarter, attributed to strong growth in 

biomedical and electronics sectors.  
 Bank Indonesia unexpectedly increased its benchmark interest rate by 50 basis points 

to 6.5% the central bank’s 2nd increase in as many months. The consensus forecast 
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had been for a rate hike of just 25 basis points. The tightening in monetary policy is 
aimed at supporting the local currency after foreign investors pulled a total $4.1 billion 
from local stocks and bonds in June. The central bank also cited rising inflationary 
pressures with Bank Indonesia governor Agus Martowardojo cautioning that month-
on-month consumer price inflation may accelerate from 1.03% in June to 2.38% in 
July. In spite of recent economic headwinds annualized GDP growth of 5.9% is 

forecast in the 2nd quarter. 

 
 

SOUTH AFRICA 
 

 Mining production increased in May by 4.5% on the month building on its 3.4% 
increase in April and taking the production index to a 4-month high. On a year-on-year 

basis however mining production decreased 0.7%. The production of gold and 
diamonds fell on the year by 14.6% and 19.7% respectively attributed to higher levels 
of industrial action, declining grades and downward pressure on prices in precious 
metals. The looming wage negotiation season and heightened risk of further labour 
unrest is likely to subtract from overall mining production in the near term.  

 Manufacturing output decreased in May by 1.7% on the month. A greater 2.9% 
consensus forecast decline had been expected following the steep 8.4% increase the 

previous month. On a year-on-year basis growth in manufacturing production slowed 
from 7.1% in April to 2.2%. Growth in May is attributed largely to improved 
production of steel, metal and machinery which increased 11% on the year, motor 
vehicles and parts which increased 6.7%, and glass and non-metallic mineral products 
which increased 3.8%. The overall outlook remains lackluster due to subdued demand 
conditions emanating from the Eurozone recession, slower growth in China and weaker 
international commodity prices.  

 
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +3.29 

JSE Fini 15  +1.78 
JSE Indi 25  +17.11 
JSE Resi 20  - 13.90 
R/$   - 15.71 
R/€   - 15.24 

S&P 500  +17.45 
Nikkei   +39.22 
Hang Seng  - 5.38 
FTSE 100  +10.95 
DAX   +7.18 
CAC 40   +6.26 
MSCI World  +11.82 
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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.  
 The shorter dated R157 SA Gilt yield has broken upwards from its medium-term 

trading range of between 5.00-5.50% to a new range of 5.75-6.25% raising the 
likelihood that the major bull trend may be close to an end. 

 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.   

 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 needs to remain above $104 in order to avoid a further 
downward correction to $90 and thereafter an extended downside target of $80.  

 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 broken below key $1550 and $1300 levels suggesting the end of the 11-year 
bull trend.  

 The All Share index has broken to new highs suggesting the long-term upward trend is 
intact. Financials are likely to outperform Industrials which in turn are expected to 

outperform Resources. The retail sector has broken down from its bull trend making 
the sector susceptible to substantial downside. Small cap stocks still offer good value 
relative to the All Share and likely to continue their outperformance in 2013.  

 
 

BOTTOM LINE 
 

 South Africa’s currency has enjoyed some respite in recent weeks but the rand’s 
downward slide may resume soon with SA’s latest wage negotiation season set to 
commence in earnest over the next week or so. Given the slowdown in company 
profitability especially in the mining sector, the disparity between wage demands and 
what companies are willing to pay is likely to be wider than usual. Another outbreak of 

prolonged strike action and labour unrest is therefore likely especially given the 
increasingly combative nature of labour relations. Economic growth would be impacted 
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and with it company earnings growth. Besides production interruptions wage increases 
are likely to outstrip productivity gains in turn weighing on company profitability.  

 Unions are becoming increasingly fractured. The incumbent National Union of 
Mineworkers (NUM) has demanded a minimum pay increase of 60% for all 
underground mine workers from R5,000 per month to R8,000. However, the rapidly 
growing Associated Mining and Construction Union (AMCU) has demanded an 

equivalent minimum wage of R12,500 per month which translates into a massive 

150% pay increase.  
 The wage negotiation season is likely to focus the spotlight on the country’s structural 

employment problems. The World Economic Forum’s (WEF) Global Competitiveness 
Report for 2013 ranked SA as having one of the most unionized labour markets in the 
world. The same WEF report also ranked SA’s labour relations as the most 
confrontational in the world with the number of strike days rising sharply over the past 

decade.  
 


