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OVERBERG MARKET REPORT 
Week ending 13th December 2013 
 
 
GLOBAL 

 

 The latest global house price index compiled by UK-based Knight Frank, tracking 

residential property prices in 55 countries, exceeded its pre- Global Financial Crisis 
peak for the 1st time in the 3rd quarter 2013. The index, which increased 4.6% in the 
year to end September, is now 4% above its previous peak set in the 2nd quarter 2008 
and 12.7% above its crisis low. The strong gains are attributed to recent price 
increases in Dubai, Ireland, Hong Kong and Taiwan as well as certain emerging 
markets including China, Indonesia, Turkey and Brazil.  

 
 
NORTH AMERICA  

 
 US non-farm payrolls increased by 203,000 in November ahead of the 185,000 

consensus forecast. Over the past 4 months the average monthly gain has exceeded 
200,000 up strongly from July’s 100,000 reading, which at the time was cited as the 

main reason for the Fed unexpectedly holding off in September from tapering its 
quantitative easing (QE) programme. The consensus view is that the Fed will now 
initiate the QE taper next week on 17th/18th December rather than its subsequent 
meeting in March as had previously been expected. The unemployment rate has 
reduced sharply from 8.1%, when the Fed announced its latest round of asset 
purchases (QE3) in September 2012, to 7.3% in October and 7.0% in November. A 
total of 2.8 million jobs have been created since the launch of QE3 at an average 

monthly rate of 188,000.  
 The University of Michigan US consumer sentiment index increased sharply from 75.1 

in November to 82.5 in December well ahead of the 76.0 consensus forecast and 
above its recent peak of 82.1 recorded in July. The current conditions index increased 
from 88.0 to 97.9 while the forward-looking economic outlook index also climbed 
strongly from 66.8 to 72.7 suggesting growing momentum in consumer spending over 

coming months. The data provides clear evidence that confidence has returned 
following the temporary downward shock caused by the government’s partial 

shutdown in October. Rising consumer confidence is attributed to the improving labour 
market, and gains in equity markets and property markets.  Gains in consumer 
confidence also appear to be more broad-based. According to Dean Maki chief US 
economist at Barclays: “We have seen consumer confidence generally moving higher 
for upper-income households, but we also are seeing gains among most households 

because of the improving labour market.” 
 The Fed’s 3rd quarter Financial Accounts of the US show a solid increase in household 

net worth as a percentage of disposable income to 614.7% the highest since 2006. 
The increase is attributed to strong year-on-year gains of 12.3% in household real 
estate assets and 9.2% in household financial assets. In the meantime total household 
liabilities increased just 1.5%, with home mortgage debt declining by -0.8%. The 
positive wealth effect from rising stock and home prices has boosted consumer 

confidence and consumer spending, a trend which is likely to continue over coming 
quarters. Rising household wealth tends to have a lagged impact on consumer 
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spending. With household expenditure contributing around two-thirds of US GDP, the 
upward trend in household net worth bodes well for a pick-up in GDP during 2014.   

 Total US consumer credit, excluding home loans, increased in October by $18.19 
billion, 7% year-on-year and the largest gain since May well ahead of the $14.8 billion 
consensus forecast. Revolving credit, comprising mainly credit card debt, increased by 
a relatively modest $4.33 billion albeit to a total of $856.8 billion the highest since 

September 2010. However, non-revolving credit made up mostly of vehicle finance 

and Federal-backed student loans, increased by a robust $13.8 billion equivalent to 
7.54% year-on-year. The acceleration in consumer credit growth bodes well for 
household expenditure and in turn GDP growth.  

 The National Federation of Independent Businesses (NFIB) small business optimism 
index increased from 91.6 in October to 92.5 in November. The gain is attributed to an 
improving employment outlook with more than half of respondents reporting hiring 

intentions over the past 3 months, the highest level since 2007. There are signs of a 
tightening labour market with the number reporting job openings that could not be 
filled rising from 21% to 23%, the highest since January 2008 and a positive signal for 
the unemployment rate. Credit availability is also improving with the number reporting 
that all their credit needs were not met, reducing from 6% to 4%. Sales are 
recovering too with the number reporting poor sales as their largest problem declining 
to a post-recession low of 15%. The overall data, which tends to be closely correlated 

with the unemployment rate, signals a continued upward trend in jobs growth. Small 
and medium-sized enterprises traditionally contribute the bulk of US employment 
growth.  
 

 
CHINA  

 

 China’s industrial production slowed from 10.3% year-on-year in October to 10.0% in 
November. The month-on-month slowdown is more pronounced, from an average 
1.2% in the 3rd quarter to 1.0% in October and 0.7% in November. Metals production 
growth was especially hard-hit slowing from 9.9% year-on-year to 7.8% contributing 
to a lackluster outlook for the mining resources sector. The strong growth rebound in 
mid-year appears to be losing momentum with weaker fixed asset investment, import 

growth and new orders signaling further decelerration in the months ahead. The 
slowdown is attributed to tightening monetary policy: the average 7-day interbank 

repo rate has increased from 3.8% in September to 4.3% in October and 4.5% in 
November. The 10-year government bond yield has also risen steadily from 4% in 
October to a multi-year high of 4.7% in November. Higher borrowing costs and 
reduced credit availability will constrict growth potential.  

 China’s cabinet, the State Council, announced the removal of 82 powers from several 

central government ministries. In November the government pledged to simplify 
administrative bureaucracy and “restrict central government management of 
microeconomic issues to the greatest possible extent.” Reforms were focused on the 
powerful National Development and Reform Commission (NDRC), a sprawling super-
ministry often cited as resisting reforms. China’s new leadership is intent on 
streamlining its administration in order to free-up and promote economic reform. By 
allowing the market to operate freely the government hopes to address overcapacity 

in sectors of the economy. Administrative interference has shielded large state-owned 
companies from market forces, burdening them with inefficient production.  
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JAPAN  
 

 Japan’s core private sector machinery orders increased in October by 0.6% month-on-
month following a decline of -2.1% in September. Orders from manufacturers fell -

0.2% marking the 1st decline in 6 months. However, orders from non-manufacturers 

surged 11.5% rebounding from the previous month’s -7.0% contraction, led by 
demand for personal computers and communication technology. The Cabinet Office 
had forecast that core orders in the 4th quarter (Q4) would fall -2.1% on the quarter 
but October’s figures suggest otherwise: Even if core orders fall -0.9% month-on-
month in each of November and December, Q4 would still show a flat reading. On the 
strength of the data the Cabinet Office raised its assessment from “machinery orders 

are picking up” to “machinery orders are on a gradual uptrend.” Core orders, which 
exclude volatile demand for ships and electric utilities, are a reliable lead indicator of 
capital spending, a key component of the hoped-for economic recovery 

 Japan’s corporate goods price inflation (CGPI) accelerated from 2.5% year-on-year in 
October to 2.7% in November marking the highest inflation rate since October 2008. 
The increase is attributed to the weaker yen and higher imported costs for energy and 
commodities. However, the final goods price index also increased from 2.5% to 2.8% 

suggesting companies are passing along higher import costs to final goods prices. 
Higher prices and rising inflation expectations auger well for the Bank of Japan (BOJ) 
achieving its 2% inflation target although this needs to be accompanied by a 
commensurate if not higher increase in wages and salaries. The BOJ stated that wage 
hikes will be necessary to increase long-term inflationary expectations.   

 The prospects for an increase in Japan’s wages are encouraging. The “break-even 
sales ratio” at large companies has fallen sharply raising the prospect that profits will 

pass through to wages and boost the real purchasing power of households. If the 
break-even sales ratio is too high companies end up making losses even with a slight 
decline in sales and under such conditions are reluctant to boost wages. Currently the 
breakeven point at large companies is at 78.2% reaching its lowest level since at least 
1980, which bodes well for wage increases.  

 The Cabinet Office monthly consumer confidence index increased from 41.2 in October 

to 42.5 in November. People were more optimistic on 3 of the 4 main categories 
including overall economic wellbeing, income growth and job prospects. The 

improvement is vindicated by a Keidanren business lobby report which shows the 
average year-end bonuses at 240 major listed firms were expected to increase 5.79% 
year-on-year the highest increase since 1990.  

 
 

EUROZONE  
 

 Germany’s industrial production unexpectedly decreased in October by -1.2% month-
on-month well below the consensus forecast increase of 1.2% and marking the 3rd 
decline in 4 months. Having increased 4% in the 1st half of the year production 
declined -1.4% in the 4 months since June. The contraction was broad-based across 
industrial sectors with construction activity -1.7%, energy output -1.9%, and 

manufacturing -1.1%. Capital goods production fell sharply for a 2nd straight month by 
-3.0% which does not auger well for the much hoped-for recovery in investment 

spending. According to Ralph Solveen, an economist at Commerzbank: “The German 
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economy has not managed to make a good start to the 4th quarter (Q4)…. Businesses 
are still holding back with investment. This indicates a rather cautious outlook for 
investment activity in the coming months.” Overall, the data suggests German GDP 
growth could slow further from the 0.3% registered in Q3 raising the likelihood of the 
ECB providing additional monetary stimulus. Germany is the eurozone’s main growth 
engine and therefore instrumental in guiding central bank policy. 

 Ireland’s construction industry recorded a 3rd straight month of strong growth. The 

Ulster Bank construction purchasing managers’ index (PMI), although declining slightly 
from 59.4 in October to 58.8 in November, remains significantly above the key 50 
level which demarcates expansion from contraction. Among the construction PMI sub-
indices employment and new orders both increased on the month while business 
sentiment increased to the highest since the data series began in June 2000. 
According to Simon Barry chief economist at Ulster Bank: “The PMI survey confirms 

that activity trends in the Irish construction sector continue to improve … underpinned 
by recoveries in both housing and commercial arenas where activity has now increased 
in each of the past 5 and 4 months respectively.” 

 Greece’s GDP contracted in the 3rd quarter (Q3) by -3.0% year-on-year the smallest 
decline since Q2 2010, comparing with -3.7% in Q2, -5.5% in Q1 and -5.7% in Q4 
2012. Although quarter-on-quarter GDP data is not officially available estimates 
indicate positive growth of around 0.1% in both Q2 and Q3. While domestic demand 

continued to contract sharply with household spending -8.1% lower on the year and 
investment down -12%, exports increased an impressive 5.7% well ahead of the 0.8% 
eurozone average. With consumer price inflation registering -2.9% in November and 
trending lower Greece’s export competitiveness is likely to be enhanced further in the 
months ahead. The overall data is positive signaling that the worst of the economy’s 
recession is over.  
 

 
UNITED KINGDOM 
 

 The Royal Institute of Chartered Surveyors (RICS) measure of UK house prices 
increased from +58 to +59 its highest level since June 2002. While recorded and 
expected price indicators are higher in the South East and London there are signs of a 

broadening improvement in other regions. The report also shows that 59% of 
surveyors in November forecast prices would rise over the next 3 months, marking the 

highest reading since September 1999. The continued strength in the housing market 
is in spite of the Bank of England’s announcement in November that the Funding for 
Lending Scheme would be amended to exclude mortgage lending. RICS forecasts 
house prices will increase by 3% in 2014 and by almost 5% a year over the following 
5 years. The Council for Mortgage Lenders forecasts a rise in gross mortgage lending 

from £170 billion in 2014 to £195 billion in 2015 and £206 billion in 2016.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 South Korea’s economy added 124,000 non-farm private sector jobs in November 
significantly above the 3rd quarter monthly average of 50,000. The unemployment rate 

reduced from 3.0% to 2.9% an all-time low. Job creation was broad-based across 
manufacturing, commerce and services sectors signaling a robust economic recovery 

responding to improving global demand as well as a pick-up in domestic demand. 
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Government has been active in stimulating the economy through housing tax breaks 
and measures to encourage investment such as the small-medium enterprise loan 
fund. Structurally the government’s emphasis is to diversify the economy towards 
more globally competitive services sectors. Monetary policy also remains 
accommodative with the benchmark interest rate at 2.5%. With GDP growth expected 
to accelerate from 2.8% in 2013 to 4.1% in 2014 the outlook for equity investors is 

attractive given that the KOSPI index trades on an undemanding price to earnings 

multiple of less than 10x.   
 
 

SOUTH AFRICA 
 

 SA’s mining production increased in October by 6.5% month-on-month well ahead of 

the 2.1% consensus forecast and rebounding from falls of -3.9% in September and -
1.7% in August. The improvement is attributed to strong gains in the gold, platinum 
group metals (PGM), and iron ore sectors, which enjoyed respective increases of 
7.1%, 15.2% and 6.5%. The jump in PGM output was surprising given that SA’s 
largest producer Amplats was in strike mode during October, suggesting buoyant 
production from the rest of the sector. On a year-on-year basis mining production 
increased by 22% but comes off an exceptionally low base due to last year’s Marikana 

related unrest. Nonetheless the data is encouraging and with industrial unrest 
relatively absent over recent weeks, the outlook for 4th quarter mining production is 
more positive.  

 SA’s manufacturing production increased in October by 6.9% month-on-month also 
well ahead of the 3.0% consensus forecast and rebounding from falls of -4.4% in 
September and -3.8% in August. As expected the bulk of the improvement came from 
normalization in vehicle production following the protracted auto sector strike in 

September. The manufacture of motor vehicles tripled on a month-on-month basis. 
Excluding vehicles, manufacturing production increased by 3.2% on the month. 
Although the data tends to be volatile the outlook is supported by a relative absence in 
industrial unrest over recent weeks, suggesting an uptick in GDP growth in the 4th 
quarter.  

 The Quarterly Employment Survey (QES) shows SA’s total non-agricultural 

employment increased during the 3rd quarter (Q3) by +16,000, which although an 
improvement on the -28,000 contraction in Q2 is nonetheless underwhelming. The 

public sector was the main generator of new jobs with employment in the community, 
social and personal services sector increasing by +15,000. By contrast employment in 
the private sector increased by only +1,000 with an increase of +3,000 in the financial 
sector and +7,000 in the wholesale and retail sector undermined by job losses in other 
sectors. Manufacturing lost -1,000, mining -6,000, energy and water -1,000, and 

construction -3,000. The relatively strong increase in the retail sector may largely 
reflect seasonal hiring ahead of the festive holidays and be partly reversed in early 
2014. The QES, which is an enterprise-based survey is in stark contrast with the 
Quarterly Labour Force Survey (QLHS), a household-based survey that showed a 
strong increase in formal non-agricultural employment of 314,000 during Q3.  

 Consumer price inflation (CPI) moderated from 5.5% year-on-year in October to 5.3% 
in November attributed to a slowdown in food, non-alcoholic beverage and petrol price 

inflation. However, CPI is likely to rebound to around 5.7% in December on signs of 
recent upward pressure on meat prices and maize prices following disappointing 

rainfall in the North West. Petrol prices are also likely to resume their upward trend 



 

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 recent price cuts. Although CPI has likely bottomed-out it is unlikely to 
exceed the SA Reserve Bank’s (SARB) 3-6% target range in spite of recent currency 
weakness and the threat of imported inflationary pressure. In the context of sub-par 
economic growth the SARB is therefore likely to keep its benchmark interest rate (repo 
rate) unchanged at 5.0% until at least the 2nd half of 2014. 

 SA retail sales increased in October by 1.3% year-on-year an improvement on the 

0.1% increase in September. However, only 4 of the 7 main retail categories recoded 

an increase led by clothing and footwear with 7.6%, hardware and glass 3.3%, and 
pharmaceuticals and cosmetics 2.0%. For the year to date clothing and footwear have 
outperformed with an increase of 7.4% over the same period last year, while furniture 
retailers have been the laggard with -3.7%. Retail sales are likely to suffer a further 
loss in momentum in coming months due to slowing credit extension and rising 
administered costs such as municipal rates, e-tolls and electricity tariffs, making 

middle income consumers financially constrained.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +10.20 
JSE Fini 15  +7.86 
JSE Indi 25  +25.20 
JSE Resi 20  - 7.25 
R/$   - 19.27 
R/€   - 22.68 
S&P 500  +24.49 

Nikkei   +47.59 
Hang Seng  +2.48 
FTSE 100  +9.28 
DAX   +18.45 
CAC 40   +11.76 
MSCI World  +18.69 

 
 

TECHNICAL ANALYSIS 
 

 The US dollar has dropped below the key $/€ 1.30 and $/€ 1.34 levels versus the euro 
suggesting a continuation in the dollar’s long-term weakening trend. The yen has 
declined past the key $/¥100 level signaling a continuation in the yen’s long-term 

weakening trend. 
 The rand has fallen through successive support levels at R/$9.80 and R/$10.0 and now 

R/$10.30 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 
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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.  

 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, the MSCI World Equity 
index is in the 5th and final wave of a rising-wedge formation. A rising-wedge 
formation is a typical trend-ending signal. European equities are breaking out of 5-

year resistance levels and are set to outperform US markets. The Nikkei exhibits the 

most bullish pattern.   
 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 failed to remain above key support at $110 suggesting a 
weakening long-term trend. Key support is now at $105 a break below which would 

signal a likely sub-$100 price. 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 is in a protracted bear market signaled by rapid declines through successive 
support levels at $1400, $1300 and $1250.   

 The All Share index has broken to new highs suggesting the long-term upward trend is 
intact. However, the index is trying to break up through the top of a channel which 
has been in place since 1987. Since the Industrial-25 index, which has been the key 
driver of the All Share index, is beginning to lose momentum, it is doubtful the All 
Share will maintain its upward break. A return to the middle of the channel would 

bring the All Share index back to 33,300, equivalent to a decline of around 24%.  
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BOTTOM LINE 
 
USD/ZAR long-term chart suggests further rand weakness 

 
 During November foreign investors sold a net R17billion of SA equities and 

R14.8billion of SA bonds marking the largest monthly withdrawal since October 2008. 
This is especially concerning as SA is particularly dependent on foreign investment 
inflows to meet its extended budget deficit and current account deficit, often referred 
to as the “twin deficits”. The budget deficit is likely to remain under pressure from 

burgeoning social welfare payments at the same time as lackluster tax receipts 
stemming from sub-par economic growth. The current account deficit deteriorated 
from 5.9% of GDP in the 2nd quarter (Q2) to a far worse than expected 6.8% in Q3. 
Neither deficit is expected to show much improvement in coming quarters. 

 The rand is likely to remain especially vulnerable to the onset of the Fed’s taper of its 
quantitative easing (QE) programme, which is expected to occur at some stage 
between now and March. The accommodative global monetary environment since the 

global financial crisis in 2008 has made it relatively easy for SA to fund its deficits but 
this will change once monetary policy normalizes. 

 Although industrial action and social unrest has been quiet in recent weeks SA could 
be beset by a renewed round of socio-economic tensions from the beginning of 2014. 
This is especially likely in the run-up to the 2014 elections. 

 In spite of the rand’s 20% depreciation against the US dollar since the start of the 
year there has been little inflationary effect. This is welcome news but makes it 

unlikely the SA Reserve Bank will raise its benchmark interest rate over coming 
months, therefore provide little policy protection against further currency weakness.  

 While the rand is undervalued on a trade weighted basis by an estimated 15% and by 
26% on a purchasing power parity basis, the degree of undervaluation has been more 

pronounced in the past. In 2001 the currency was undervalued by around 50%. 
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 Of the 3 main credit rating agencies, including Standard & Poor’s, Moody’s and Fitch 
the first two have SA’s sovereign debt rating on “negative” watch, signaling the danger 
of a potential rating downgrade. A downgrade would jeopardise SA’s inclusion in the 
Citibank Global Bond Index, and could be the catalyst for a reversal of the R80 billion 
inflow which resulted from SA’s inclusion in the index in 2011.  
  


