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OVERBERG MARKET REPORT 
Week ending 23rd Aug 2013 
 
 
NORTH AMERICA  

 

 US housing starts and permits for future home construction continued rising at a 

strong pace suggesting that higher mortgage rates are not yet dampening the strong 
recovery in the housing market. Housing starts increased in July by 5.9% month-on-
month to 896,000 in line with consensus forecast while permits increased by a slightly 
lower but nonetheless impressive 2.7% on the month to 943,000. The only slightly 
unsettling trend was in single unit sales which fell to their lowest since November 2012 
at 604,000. The housing recovery, which is viewed as a key prerequisite for 

sustainable broad-based economic growth, is likely to be closely watched by the Fed in 
its quantitative easing tapering plans. The Fed may not be able to cope with rising 
bond and mortgage yields unless the housing market can too. 

 The Conference Board’s composite index of leading indicators measuring the outlook 
for the US economy 3-6 months ahead, increased from 95.5 in June to 96.0 in July. 
This is the biggest increase in 3 months and slightly ahead of the 95.9 consensus 
forecast. The rise in the index is attributed to rising employment, rising stock prices 

and easier lending standards. According to Tim Quinlan an economist at Wells Fargo, 
“One of the big underpinnings is obviously the housing market.” While supportive of 
the Fed’s QE tapering plans, there is a danger that the housing recovery may stall due 
to the impact of the Fed’s taper on rising mortgage interest rates, a fact that policy 
makers will be keenly aware of. So far however, according to Ryan Sweet, an 
economist with Moody’s Analytics: “The basic take-away is that the rise in mortgage 
rates has been manageable.” 

 Minutes from the Federal Open Market Committee (FOMC) meeting which took place 
last month provided a mixed view on committee members’ willingness to taper the 
quantitative easing (QE) program of Treasury bond and Mortgage-Backed Security 
purchases. According to the minutes, “a few” officials were keen to taper sooner while 
“a few” urged more caution. According to the minutes: “A number of participants 
indicated, however, that they were somewhat less confident about a near-term pick-

up in economic growth than they had been in June.” The minutes described recent 
economic data as “mixed”. While the consensus market view is that the Fed will begin 

to gradually taper its QE policy at the next FOMC meeting in September, a mixed 
signal from the minutes suggest this is not a foregone conclusion. 

 The Thomson Reuters/ University of Michigan US consumer confidence index declined 
sharply and unexpectedly from 85.1 in July to 80.0 in August. The decline is the 
largest since December and marks the greatest shortfall against consensus forecast 

(85.1) since the data series began in 1999. The decline was broad based with declines 
in both the current conditions index from 98.6 to 91.0 and the forward looking index 
from 76.5 to 72.9. While job growth and increased personal wealth tied to stock 
portfolios and home values is helping boost consumer confidence, rising mortgage 
rates are having an adverse effect.  

 US productivity, measured as output per hour worked in the non-farm business sector, 
increased in the 2nd quarter by 0.9% quarter-on-quarter annualised, well above the 

0.6% consensus forecast. This reflected stronger growth in non-farm output (2.6%) 
than in employee hours (1.7%). The current improvement in productivity is welcome 

news following a lackluster trend over the past 2 years. For all of 2011 and 2012 
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productivity increased by just 0.6% and 0.7%. Rising productivity suggests increasing 
company profitability. However, low productivity is also positive in the sense that it 
may necessitate companies to add workers in order to meet increased demand, in turn 
reducing unemployment.  

 Initial jobless benefit claims increased in the past week by 13,000 to 336,000 slightly 
above the 328,000 consensus forecast. Despite the increase the 4-week average, 

which reduces weekly volatility, fell to its lowest since November 2007. The weekly 

jobless benefit figure stands in contrast to its level at the peak of the recession in 
March 2009 when it measured 670,000. It is currently well below the 350,000 mark 
traditionally associated with sustainable employment growth of around 200,000 per 
month. The data adds to optimism that non-farm payrolls may have increased by 
200,000 or more in August, up from 162,000 in July. 
 

 
CHINA  

 
 Standard & Poor’s (S&P) rating agency cautioned that China’s current economic 

slowdown is likely to contribute to weakening credit profiles of the country’s major 
companies. The report titled “China Credit Spotlight: High Leverage and Slowing 
Growth Increase Top Corporates’ Credit Risk” examines the credit profiles of 151 

major Chinese companies of which three-quarters comprise state-owned enterprises. 
The report notes that balance sheet leverage and profitability have deteriorated since 
2008 while easy credit has fuelled an investment boom even as the economy struggles 
with overcapacity in many industrial sectors. According to S&P credit analyst 
Cristopher Lee: “We believe the financial strength of the majority of the 151 
corporations in our survey will weaken further in the next 12 months.”  

 HSBC’s purchasing managers’ index (PMI) measuring conditions in China’s 

manufacturing sector increased sharply from 47.7 in July to 50.1 in August, well ahead 
of the 48.2 consensus forecast and back above the key 50 threshold which demarcates 
expansion. The better than expected PMI reading is attributed to inventory restocking 
driven by the recovery in prices of raw materials, and recovery in corporate confidence 
in reaction to fresh policy incentives to increase investment. Policy incentives include 
tax exemptions for micro-sized firms, the establishment of the Railway Development 

Fund to boost railway construction, and plans to boost investment in environmental 
and energy saving projects. The positive data should prompt economists to upgrade 

their economic growth forecasts for China. Societe Generale economist Wei Yao 
reports that: “All major activity data are now moving in the same direction, indicating 
a much-strengthened growth momentum in the 3rd quarter…a rebound in GDP growth 
in the 3rd quarter is almost certain and data so far point to something around 7.7% 
year-on-year.” 

 
 
JAPAN  
 

 Japan registered a trade deficit of ¥1.024 trillion in July, significantly above the ¥773.5 
billion consensus forecast and almost double the size of the ¥528.5 deficit reported in 
the same month last year. While exports increased 12.2% year-on-year due mainly to 

strengthening demand from the US, imports increased by an even greater 19.6%. The 
surge in imports is explained by the sharply weaker yen which has depreciated 24.3% 

against the US dollar since July 2012, and rising demand for oil and gas. Although 
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marking the 13th straight monthly trade deficit, the longest uninterrupted stretch in 3 
decades, the data is viewed positively confirming that Japanese exports are picking 
up. Compared with last year when exports were depressed by anti-Japanese sentiment 
in China and the Eurozone recession, current data shows shipments to the US market 
are accelerating, exports to China are gradually picking up and those to the European 
Union marked the 2nd straight year-on-year rise. 

 

 
EUROZONE  
 

 Eurozone exports increased in June by 3.0% month-on-month more than reversing 
the -2.6% decrease in May. Likewise imports increased 2.5% offsetting the 2.1% fall 
in May, a reflection of the region’s emergence from its prolonged recession. With 

imports rising less than exports the trade surplus increased from €14.5 billion in May 
to €17.3 billion. The trade surplus is expected to remain on a rising trajectory with 
imports unlikely to make much headway while consumers struggle under rising 
unemployment and high debt burdens. A rising trade surplus should support continued 
strength in the euro especially in the absence of further easing in monetary policy. 

 Eurozone consumer price inflation (CPI) remained flat at 1.6% year-on-year in July 
and on a month-on-month basis fell -0.5% with prices declining across the board 

except for services and volatile energy costs. While the aggregate annual rate is well 
below the ECB’s 2% target, suggesting ample scope for further monetary policy 
easing, there was significant divergence between member states. The Netherlands had 
the highest annual rate of inflation at 3.1% with Greece the lowest at a negative -
0.5%. Germany’s annual CPI registered 1.9% year-on-year and 0.5% month-on-
month, adding to Bundesbank resistance against further ECB easing.  

 Germany’s purchasing managers’ index (PMI) measuring conditions in the 

manufacturing sector increased by more than expected from 50.7 in July to 52.0 on 
August ahead of the 51.1 consensus forecast. The PMI for the services sector also 
comfortably exceeded the key 50 threshold which demarcates expansion from 
contraction, beating the 51.7 forecast at 52.4. The positive data were mirrored in 
Markit’s euro-area manufacturing PMI which remained above 50 for a 2nd straight 
month, increasing from 50.3 to 51.3. The euro-area services PMI also increased from 

50.5 to 51.7. The data reinforces the view of the region moving sustainably out of 
recession.  

 
 

UNITED KINGDOM 
 

 The Confederation of British Industry (CBI) raised its forecast for UK economic growth 

in 2013 from a previous 1.0% to 1.2%, double the growth rate predicted by finance 
minister George Osborne in his March budget. For 2014 the CBI raised its growth 
forecast from 2.0% to 2.3%. John Cridland, CBI director-general said: “The economy 
has started to gain momentum and confidence is picking up” with “….signs of a pick-
up in confidence across a range of sectors, including services, construction and 
manufacturing.” However, he cautioned that it is “…still early days. We need to see a 
full-blown rebalancing of our economy, with stronger business investment and trade 

before we can call a sustainable recovery.”  
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FAR EAST AND EMERGING MARKETS  
 

 Indonesia’s current account deficit deteriorated from US $ 5.8 billion, or 2.6% of GDP 
in the 1st quarter to $9.8 billion, 4.4% of GDP in the 2nd quarter, marking the worst 
deficit since 1996. Net foreign direct investment (FDI), longer-lasting than short-term 
portfolio flows into equities and bonds, weakened for a 3rd consecutive quarter.  FDI is 

expected to decline further in the months ahead given the negative impact of 

unfavourable terms of trade, a nationalistic policy bias and caution ahead of the 2014 
elections. The data release prompted the Jakarta Stock Exchange Index to plummet 
on the day by 5.6% coinciding with a sharp drop in the rupiah which has declined 
against the US dollar by 9% so far this year. Senior officials from the Bank of 
Indonesia, Ministry of Finance, Financial Services Authority, and the State Deposit 
Agency held an unscheduled emergency meeting to address the market unease. 

 Thailand’s GDP contracted a further -0.3% quarter-on-quarter in the 2nd quarter. The 
economy has unexpectedly entered a technical recession, defined as 2 consecutive 
quarters of GDP contraction. Year-on year growth remained positive at 2.8% but a 
significant slowdown from 5.4% in the 1st quarter and well below the 3.3% consensus 
forecast. The slowdown is attributed to reduced private consumption in reaction to the 
Bank of Thailand’s (BOT) push to control household leverage which rose significantly in 
2012. Manufacturing also weakened substantially due to unscheduled maintenance in 

the petrochemical sector and slowdown in auto production. The agriculture sector 
weakened due to disease in the shrimp industry. In spite of the data the BOT left the 
benchmark interest rate unchanged at 2.5%, announcing in its policy statement that: 
”In the periods ahead, domestic demand and exports are expected to gradually 
recover….underlying economic fundamentals and accommodative financial conditions 
should lend some support to growth momentum.”  
 

 
SOUTH AFRICA 
 

 SA’s consumer price inflation (CPI) accelerated from 5.5% year-on-year in June to 
6.3% in July, although in line with expectations. The sharp increase is almost entirely 
explained by the rise during the month in the petrol price of 84 cents per liter. Core 

CPI which excludes food and non-alcoholic beverages, petrol and energy, remained 
virtually unchanged at 5.2%. On a month-on-month basis CPI increased 1.1% 

attributed to the petrol price increase and a rise in municipal tariffs and electricity 
prices.  Although CPI is likely to remain above the SA Reserve Bank’s 3-6% target 
range in August and September it is likely to return below 6% in the 4th quarter as 
food and petrol price inflation, the key culprits so far, have been transitory and likely 
to slow markedly from their current high base. Although any “pass-through” effect 

from rand depreciation has so far been absent the key risk to the inflation outlook 
remains the effect of the weaker rand. 
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +9.59 

JSE Fini 15  +4.74 
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JSE Indi 25  +21.85 
JSE Resi 20  - 1.27 
R/$   - 18.16 
R/€   - 19.27 
S&P 500  +16.18 
Nikkei   +28.57 

Hang Seng  - 3.36 

FTSE 100  +9.31 
DAX   +10.32 
CAC 40   +11.48 
MSCI World  +11.90 
 
 

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 
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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 
 

 While investor sentiment is deteriorating rapidly in emerging markets, the reverse is 

true in the Eurozone. The graph below shows the Italian/ German 10-year sovereign 
bond spread narrowing to its lowest in over 2 years. The picture is a clear vindication 
that distressed Eurozone nations are well past the worst of the Eurozone debt crisis 
and appear to be sustainably on the road to recovery. 

 
 

 
 

 


