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OVERBERG MARKET REPORT 
Week ending 25th October 2013 
 
 
NORTH AMERICA  

 

 Following eventual agreement in Congress the US government will now be funded until 

15th January 2014 and the Treasury’s debt limit deadline will be extended until 7th 
February. While Congress seems willing for the government to shut-down on a 
temporary basis there was less willingness to breach the debt ceiling deadline. 
Legislation was passed the night before the 17th October deadline even though the 
Congressional Budget Office (CBO) predicted the country would remain solvent at least 
until the next Treasury bond coupon payment on the 31st October. The debt ceiling 

appears to be sacrosanct to politicians, which suggests the next deadline on 7th 
February will also eventually pass without incident. Meanwhile House and Senate 
negotiators will aim to agree on a long-term tax plan by 13th December although there 
will be no automatic “sequestration” tax increases and spending cuts in the event of 
non-agreement. While the temporary government shutdown will shave around 0.25 
percentage points from US GDP in the 4th quarter, this is likely to be recouped in the 
1st quarter 2014. 

 US existing home sales decreased in September by 1.9% on the month, to an annual 
rate of 5.29 million units although above the 5.0 million consensus forecast. A decline 
had been expected following the 6-year high recorded in August. The pace of sales is 
slowing as a lagged response to higher mortgage rates and may slow further in the 
months ahead due to the delay between signing of sale contracts and the actual close 
of the transaction, which provides the basis for the data. The slight loss in sales 
momentum is not impacting the inventory of homes for sale. Inventories remain tight 

at 5 months the current purchase rate, only slightly up from 4.9 in August, and should 
support prices, which on average increased in September by 9.2% on the year and 
expected to show a similar increase in 2014. Buoyant residential prices are a key 
ingredient to the US economic recovery, supporting household balance sheets and 
private consumption. 

 US construction spending increased in August by 0.6% on the month, above the 0.4% 

consensus forecast to an annual rate of $915.1 billion the highest level since April 
2009. Strength was broad-based with private residential construction spending 

increasing 1.2%. State and local government construction projects increased 0.8% 
marking the 4th consecutive month of gains in spite of a sharp drop in federal 
government spending. Meanwhile July’s overall increase was revised upwards from 
0.6% to 1.4%. The data suggests much stronger investment spending than previously 
forecast, and should add around 0.2 percentage points to 3rd quarter GDP. 

 The Primary Mortgage Market Survey (PMMS) shows average fixed mortgage rates 
declined to their lowest level in several weeks amid market speculation that the Fed 
will delay its planned tapering of asset purchases until 2014. According to Frank 
Nothaft chief economist at government-backed mortgage provider Freddie Mac: 
“Mortgage rates slid this week as the partial government shutdown led to market 
speculation that the Federal Reserve will not alter its bond purchases this year. The 
weak employment report for September added to this expectation.” The 30-year fixed-

rate mortgage averaged 4.13% in the past week down from 4.28% last week while 
the 15-year mortgage decreased from 3.33% to 3.24% 
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CHINA  

 
 The “flash” (initial estimate) Markit/HSBC purchasing managers’ index (PMI), 

measuring activity in China’s manufacturing sector, increased from 50.2 in September 
to 50.9 in October marking a 7-month high and above the 50.4 consensus forecast. 

According to Qu Hongbin, a senior economist at HSBC: “China’s growth recovery is 

becoming consolidated into the fourth quarter following the bottoming out in the third 
quarter” and that “This momentum is likely to continue in the coming months, creating 
favourable conditions for speeding up structural reforms.” The forward-looking new 
orders index increased to 51.6 well above the expansionary 50 threshold. The data 
also showed a drawdown in inventories indicating pent-up demand in the months 
ahead as inventories are replenished.  

 China’s 7-day bond repurchase (repo) rate, a key measure of short-term liquidity, 
increased dramatically overnight from 3.5% to 5.0% raising concerns that the central 
bank may be about to embark on a monetary tightening cycle. The People’s Bank of 
China (PBOC) last week observed the large increase in credit issuance and substantial 
capital inflows from abroad, which it followed by refraining from conducting open-
market operations for 3 consecutive days. This inactivity effectively drained 58 billion 
yuan ($9.5 billion) from the interbank market, the most since February. While slightly 

disconcerting, economists are generally agreed that the activity is only a short-term 
adjustment and should not alter forecasts for a continuation of neutral monetary 
policy.  

 Home prices in China’s 4 major cities increased in September on a year-on-year basis 
by the most since January 2011. New home prices increased in the southern business 
hubs of Shenzhen and Guangzhou by 20%, 17% in Shanghai and 16% in Beijing. 
Prices climbed in 69 of the 70 cities which government tracks in its data publication. 

The increase in prices has raised concerns over a property bubble. However, the 
government is reluctant to introduce further property restrictions to stem the risk of a 
bubble as it is relying heavily on the housing market and construction industry to 
achieve its economic growth forecasts. According to Xu Gao, Beijing-based chief 
economist at Everbright Securities: “Property is just such an important sector for 
China. If home prices fall, the economy will certainly slump. The government is trying 

to find a balance.” Property investment and related industries account for around a 
third of China’s GDP.  

 Mining resource and petroleum commodity prices have strengthened significantly in 
recent weeks, largely in response to resurgent demand from China. Imports of crude 
oil and copper concentrates hit all-time highs. However, the broad-based recovery in 
commodity import demand from China is beginning to abate, with the recent pick-up 
attributed to once-off inventory adjustments rather than sustainable uptrends in 

demand. Copper imports increased in September by 45% on the year but due largely 
to the start-up of the new Jinchuan refinery and its need to build a pipeline of supply. 
Crude oil imports increased in September by 28% on the year but a good portion of 
the increase was due to restocking activity following recent refinery shutdowns. The 
massive 348% increase in bauxite imports is explained by restocking ahead of the 
impending ban on mineral exports from China’s main supplier, Indonesia.  

 

 
JAPAN  
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 Japan’s core consumer price index (CPI) increased in September as expected by 0.7% 
on the year, marking the 4th straight annual increase. The slight deceleration from 
0.8% in August is due to a loss in upward momentum in gasoline and electricity 
prices. Headline CPI excluding food and energy was unchanged on the year, the 1st 
time it has avoided being negative since December 2008 when it was also flat. The 
Bank of Japan (BOJ) forecasts the upward pressure on imported prices stemming from 

yen weakness will abate by year-end and recent declines in oil and gasoline prices 

may impact CPI in coming months. However, BOJ Governor Haruhiko Kuroda stated 
that “Japan’s economy is on track toward the 2% price stability target.” He added that 
“Overall prices will rise gradually as the above-potential economic growth continues, 
narrowing the output gap.” The BOJ remains confident that the benefits to the real 
economy of aggressive monetary easing will continue to emerge in coming months.  

 The Japanese government left its overall economic assessment unchanged in its 

monthly report for October. The report notes that “the economy has started 
recovering moderately” and that “deflation is ending” while “production is increasing at 
a moderate pace.” In its quarterly review the BOJ reported that all 9 regions in Japan 
upgraded their economic outlook compared with the previous quarter. Meanwhile 
corporate bank lending increased in the 3rd quarter for the 1st time in 2 quarters in 
response to lower interest rates and increased capital spending. Encouragingly, as well 
as increasing investment, business leaders are responding to the government’s call for 

sharing higher company profits with employees, saying they will consider raising 
wages next April to coincide with the sales tax increase. 

 
 
EUROZONE  
 

 The Eurozone composite purchasing managers’ index (PMI), measuring activity in both 

service and manufacturing sectors, decreased from 52.2 in September to 51.5 in 
October, below the 52.4 consensus forecast. Although disappointing, marking the 1st 
decline since March the figure remains well above the level at the start of the year and 
above the key 50 level which demarcates expansion from contraction. The data is 
consistent with quarterly growth in GDP of around 0.2%, slightly down from 0.3% in 
the 2nd quarter, but nonetheless a far cry from the prolonged recession prior to that. 

The services sub-index fell from 52.2 to 50.9 but the manufacturing index increased 
from 51.1 to 51.3 helped by stable export growth. The data suggests year-on-year 

export growth of around 10%.   
 Germany’s formal coalition talks started this week about a month after the federal 

elections. The most likely outcome will be a broad coalition between Angela Merkel’s 
conservative Christian Democrats (CDU), the Christian Social Union (CSU), and the 
current opposition Social Democrats (SPD). The coalition will entail a modest shift to 

the left which may prompt stricter labour market regulation and a more expansionary 
fiscal policy. At a Eurozone level, the new coalition may encourage a greater “pro-
growth” policy although falling short of significantly higher transfers to other parts of 
the Eurozone. The pro-growth SPD is likely to request the participation of private 
investors if additional funds are required to support weaker member states or their 
banks, espousing a “bail-in” rather than “bail-out” strategy. The coalition would have a 
comfortable majority in the Bundestag and so have little difficulty in implementing its 

agenda.  
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UNITED KINGDOM 
 

 Minutes from the Bank of England (BOE) show the 9-member Monetary Policy 
Committee was unanimous in rejecting any increase in interest rates. While prompting 
Sterling and gilt yields to decline to their lowest in 7 weeks the news was not 
unexpected. Unemployment remains at 7.7% well above the forward guidance 

threshold of 7%, and inflation is not a threat despite elevated pressure from energy 

prices. The BOE raised its forecast for GDP growth in the 2nd half of the year from 
0.5% per quarter to 0.7% but observed that the economy seemed less balanced than 
previously estimated. Revised data shows net trade made no contribution to growth in 
the 2nd quarter while business investment fell by -3%. Fortunately the inflationary 
outlook remains subdued with wage increases being accommodated by a 
commensurate rise in productivity. 

 
 
FAR EAST AND EMERGING MARKETS  
 

 Nigeria’s consumer price inflation (CPI) eased from 8.2% year-on-year in August to 
8.0% in September the lowest since 2008. The decline is attributed to lower food 
inflation which eased from 9.7% to 9.4%, and reduced housing inflation which 

declined from 7.2% to 6.2%. While a substantial improvement from the peak of 
15.60% in February 2010 and the average for the past 6 years of 10.49%, the Central 
Bank of Nigeria is likely to maintain its benchmark interest rate at 12%. Tight 
monetary policy is expected to remain in place for the remainder of the year with the 
central bank citing higher fiscal expenditure as a risk to the inflation outlook. The 
central bank governor commented recently that policy would be more likely to “tighten 
than ease.” 

 
 

SOUTH AFRICA 
 

 Finance Minister Pravin Gordhan presented an encouraging Medium-Term Budget 
Policy Statement (MTBPS). The budget deficit forecast for the 2013/14 fiscal year was 

revised lower from 4.6% of GDP to 4.2%. While attributed to a change in accounting 
treatment, the deficit would nonetheless have declined slightly on a like-for-like basis 

to 4.5%. For 2014/15 and 2015/16 the deficits were forecast at 4.1% and 3.8%, or 
4.2% and 3.8% using the old accounting techniques, comparing favourably with a 
previous forecasted 4.6% and 3.9%. The deficits show surprising fiscal prudence given 
the deteriorating economic growth outlook. Gordhan reduced his GDP forecasts for 
2013 from 2.7% to 2.1% and for 2014 from 3.5% to 3.0%. The trajectory for total net 

government debt remained unchanged but increased as a percentage of GDP due to 
higher borrowing costs, a weaker rand which raises the cost of servicing foreign 
currency debt, and a deterioration in GDP. Net debt is forecast at 39.3% of GDP in 
2013/14 from a previous 38.6%, rising to 43.1% in 2015/16 from 40.3%. The credit 
ratings agencies are likely to view the MTBPS in a positive light, reducing the risk of a 
rating downgrade in the near-term.  

 Consumer price inflation (CPI) decelerated from 6.4% year-on-year in August to 6.0% 

in September in line with expectations. The main drivers of inflation were housing and 
utilities which added 1.3 percentage points, and transport which added 1.1 percentage 

point. On a month-on-month basis CPI increased by 0.5%. CPI seems to have peaked 
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at 6.4% and should moderate further in the 4th quarter although not fall substantially 
below the 6% level. With CPI likely to fall within the SA Reserve Bank’s (SARB) 3-6% 
target range for the foreseeable future and given the weak outlook for economic 
growth the SARB is likely to keep its benchmark repo interest rate unchanged over the 
next few months.  
 

 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +14.81 
JSE Fini 15  +13.67 

JSE Indi 25  +28.21 
JSE Resi 20  - 0.69 
R/$   - 13.85 
R/€   - 17.76 
S&P 500  +22.85 
Nikkei   +39.36 
Hang Seng  +0.79 

FTSE 100  +13.82 
DAX   +17.97 
CAC 40   +17.43 
MSCI World  +20.13 
 
 
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. European equities 
are breaking out of 5-year resistance levels and are set to outperform US markets. 

 The Nikkei exhibits the most bullish pattern in spite of the recent 20% correction from 

recent highs.   



 

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. 

 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 
 

 US non-farm payrolls increased by 148,000 in September well below the 180,000 
consensus forecast and the average over the past 12 months of 185,000. Payroll 
increases appear to have lost momentum in recent months, now well off the peak of 

332,000 recorded in February. While the unemployment rate declined from 7.3% to 
7.2% the recent pace of payroll growth is unlikely to satisfy the Federal Reserve. Many 
members of the Fed’s FOMC policy-setting committee believe the decline in 
unemployment rate overstates the improvement in labour markets due to poor 
“participation” rates. The data reduces the likelihood of the Fed “tapering” its asset 
purchases in the near future. The moderate employment report combined with the 

disruptive effect of the government shutdown and indecision over raising the US debt 
ceiling makes it likely the Fed will push-back the tapering of its quantitative easing 

(QE) programme from December as had been previously expected to March next year.  
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