
 

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. 

OVERBERG MARKET REPORT 
Week ending 27th September 2013 
 
 
GLOBAL 
 

 The Barclays Global Manufacturing Confidence index, based on regional purchasing 

managers’ indices (PMIs), increased slightly from -0.15 in August to -0.11 in 
September, the highest since June 2011 and marking the 5th straight monthly 
improvement. However, the global new orders index declined from -0.01 to -0.08 
while the global inventories index increased from -0.39 to -0.25 suggesting a drag on 
future manufacturing production. New orders were especially weak in the US and 
Eurozone, although they improved in China. However, despite early signs of a pause in 

improvement in the US and Eurozone, global manufacturing seems to be holding up at 
its higher levels. The brighter outlook is backed-up by healthy gains in auto production 
and registrations. 

 
 
NORTH AMERICA  

 

 The Conference Board US consumer confidence index declined from 81.8 in August to 
79.7 in September, marginally below the 80.0 consensus forecast and the lowest in 4 
months. While the Present Situation Index increased from 70.9 to 73.2 the more 
important Expectation Index, indicating consumers’ outlook on conditions 6 months 
ahead, fell sharply from 89.0 to 84.1. The drop is attributed to the resurfacing of 
concerns about jobs and earnings. The percentage of consumers expecting more jobs 
fell from 17.5% to 16.9%, while those expecting their incomes to increase fell from 

17.5% to 15.4%. According to Lynn Franco, the Conference Board’s director of 
economic indicators: “While overall economic conditions appear to have moderately 
improved, consumers are uncertain that the momentum can be sustained in the 
months ahead.” 

 The Standard & Poor’s/ Case-Shiller house price index, which tracks property values in 
20 metropolitan regions across the US, increased in July by 12.4% year-on-year the 

biggest annual gain since February 2006. However some analysts forecast a cooling in 
the market over the rest of the year. Lawrence Yun, chief economist at the Realtors 

group said the surge in August was probably the “last hurrah” for the next year to 18 
months with higher prices and rising mortgage rates affecting affordability. The rate 
on a 30-year home mortgage averaged 4.5% in the week prior to the Fed’s interest 
rate decision, up from 3.81% at the end of May. On a month-on-month basis the 
house price index increase slowed to 0.6% from 0.9% the previous month and below 

the 0.8% consensus forecast. According to David Blitzer, chairman of the index 
committee at Standard & Poor’s: “More cities are experiencing slower gains each 
month than the previous month, suggesting that the rate of increase may have 
peaked.”   

 US initial jobless benefit claims fell in the past week to 305,000 well below the 
325,000 consensus forecast. The Labour Department reported that technical issues 
had delayed the processing of applications in the prior 2 weeks causing unusually low 

jobless claims of 310,000 and 294,000. However, these technical issues have been 
resolved making the current reading all the more impressive. The less volatile 4-week 

average reduced from 315,000 to 308,000 the lowest level since 2007. The steady 
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decline in jobless claims bodes well for the September employment report due out on 
Friday 4th October. Non-farm payrolls are expected to increase by as much as 200,000 
with the unemployment rate likely to decrease from 7.3% to 7.2%.  

 The Markit flash (initial estimate) purchasing managers’ index (PMI), measuring 
activity in the US manufacturing sector, unexpectedly declined from a final reading of 
53.1 in August to 52.8 in September, below the 54.0 consensus forecast. While the 

output index increased strongly from 52.5 to 55.3 the new orders index fell by a 

similar amount from 55.7 to 52.7, suggesting a loss in momentum. The new export 
orders index fell from 52.0 to 49.1 below the key 50 threshold, signaling contraction. 
The employment index also deteriorated slightly from 53.1 to 51.4. According to the 
report: “Manufacturers took a cautious approach to hiring in September, with the rate 
of job creation the weakest in the current 3-month sequence….Although some firms 
hired additional staff in response to greater activity, others reduced their workforces in 

a bid to cut overheads.” 
 
 
CHINA  

 
 The HSBC flash (initial estimate) purchasing managers’ index (PMI), measuring 

China’s manufacturing activity, increased from a final reading of 50.1 in August to 

51.2 in September, the 2nd straight month above the key 50 level and the highest 
level in 6 months. The increased reading is attributed to simultaneous improvements 
in both domestic and external demand conditions, as well as economic reforms. The 
government has recently announced a series of measures to support the slowing 
economy, including the scrapping of taxes for small firms, greater assistance to ailing 
exporters and a boost to investment in urban infrastructure and railways. Economists 
expect a more sustained recovery as reforms continue to filter through, boosting mid- 

and long-term growth outlooks.  
 

 
JAPAN  
 

 Japan’s core consumer price inflation (CPI), excluding perishables but including 

energy, increased in August by 0.8% year-on-year, the biggest annual rise since 
November 2008 and marking the 3rd straight positive reading following 0.7% in July 

and 0.4% in June. The rise in CPI is attributed mainly to the impact of a weaker yen 
and higher prices of imported oil and gas. However, expectations of rising inflation are 
also easing downward pressure on consumer electronics prices and other durable 
consumer goods. While marking early success in government’s pledge to beat 
deflation and restore annual CPI to 2%, rising inflation needs to be accompanied by 

increases in wages and salaries. According to Koji Ishida, a member of the central 
bank’s policy board: “Unless income rises in tandem with prices, economic growth will 
be temporary and not sustainable…..Households’ real purchasing power would 
decrease, causing consumer spending to decline and the whole economy to 
deteriorate. This would render meaningless our goal to exit deflation.” 
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EUROZONE  
 

 The Eurozone composite purchasing managers’ index (PMI), measuring activity in both 
manufacturing and service sectors, increased from 51.5 in August to 52.1 in 
September, above the 51.9 consensus forecast and the highest in 27 months. The 
manufacturing PMI fell from 51.4 to 51.1 but this was more than offset by a rise in the 

services PMI from 50.7 to 52.1, reflecting an improvement in household consumption. 

Germany’s composite PMI increased further in September from 53.5 to 53.8 
suggesting its recovery is gaining momentum. Meanwhile, France’s composite PMI 
regained the 50 threshold, which signals expansion, for the 1st time in 2 years 
following a sharp increase in the country’s services PMI. On an aggregate regional 
basis the new orders index increased to 51.6 signaling further growth in output in the 
near-term, while although below the key 50 level the employment index increased to 

its highest in nearly 2 years. The data is consistent with Eurozone GDP growth of 
around 0.4%, up slightly from 0.3% in the 2nd quarter. 

 The German Ifo business confidence index increased from 107.6 in August to 107.7 in 
September. Although below the 108.0 consensus forecast, this marks the 5th straight 
monthly increase suggesting the economic recovery is still gaining momentum. While 
the Current Assessment index fell from 112.0 to 111.4 the more important forward-
looking Business Expectations index increased from 103.3 to 104.2. Encouragingly the 

Retail Trade sector index climbed sharply from 2.6 to 6.4 suggesting a strengthening 
in the consumer spending recovery. The Ifo data is consistent with annualised GDP 
growth of around 2%, refuting the forecast by many economists that growth would fall 
sharply in the 2nd half of the year following the 2nd quarter’s “once-off” 0.7% quarter-
on-quarter growth. According to ING economist Carsten Brzeski, the Ifo results show 
the economy is “stabilizing at a high level.”   

 Chancellor Angela Merkel’s CDU/CSU party won 41.5% of the vote in the federal 

elections, the closest to an absolute majority since German reunification in 1990. 
However the FDP, Merkel’s current coalition partner, will not be represented in 
parliament as they missed the 5% voting threshold. Merkel will have to build a new 
coalition, most probably with the Social Democrats (SPD), which won 25.7% of the 
seats and served in a coalition with her from 2005 to 2009. The renewal of the alliance 
should make Germany more willing to support stimulus packages and less rigid about 

austerity when dealing with distressed Eurozone economies. The recently formed anti-
euro Alternative for Germany party gained only 4.7% of the vote, short of the key 5% 

threshold, and so will not be represented in parliament.  
 Prime Minister Mariano Rajoy forecasts Spain’s economy will emerge from recession in 

the 3rd quarter with GDP growth of 0.1-0.2%, gaining momentum in 2014 with growth 
of 0.5-1.0%. While disposable income and household consumption remains subdued, 
unit labour costs are adjusting downwards due to lower wages, helping 

competitiveness. As a result the economy should register a current account surplus in 
2013, forecast at around 1% of GDP. Investment in capital goods is increasing and 
exports remain strong. Company and household balance sheets are also improving 
with continued deleveraging in both sectors of the economy. International investors 
supported the recent capital increase of Banco de Sabadell, while Bankia and 
Caixabank managed to sell part of their real estate business to foreign investors. 
Although still fragile Spain’s economy is showing signs of sustainable improvement.  
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UNITED KINGDOM 
 

 The GfK UK consumer confidence index strengthened for a 5th straight month, rising 
from -13 in July to -10 in August, better than the -11 consensus forecast and the 
highest reading since November 2007. The improvement is attributed to rising 
confidence that the general economic situation has improved and a better climate for 

major household purchases. The consumer confidence index has gained 17 points 

since April, which bodes well for the UK economic recovery with household 
consumption traditionally contributing around 70% of GDP. However, although 
household demand is likely to rebound following its deceleration during the 1st and 2nd 
quarters, there is unlikely to be a boom with households still under pressure from low 
income growth, continued credit constraints and the ongoing need to deleverage 
balance sheets.  

 
 
FAR EAST AND EMERGING MARKETS  
 

 Following persistent outflows from dedicated emerging market equity funds for much 
of the year to date, inflows measured US$ 1.87 billion in the past week, marking the 
3rd straight week of inflows. This follows 17 straight weeks of outflows. Inflows have 

been accelerating with investor sentiment responding favourably to improving 
economic data from China. Moreover emerging market economies are likely to benefit 
from the cyclical rebound in global manufacturing. The decision by the Fed to delay 
the tapering of its quantitative easing programme has also encouraged greater 
demand for higher yielding investments, with inflows into emerging market bond funds 
turning positive for the 1st time since May.  

 Hungary’s central bank cut its benchmark interest rate by 20 basis points, or 0.2% to 

3.60%, the 14th straight monthly rate cut. The rate has been cut by a cumulative 340 
basis points over the period attributed to slowing economic growth and declining 
inflation. GDP growth slowed from 0.6% quarter-on-quarter in the 1st quarter to just 
0.1% in the 2nd quarter. Perhaps of greater concern is the rapid decline in consumer 
price inflation which has declined since the start of the monetary easing cycle from 
6.0% to 1.3% in August, its lowest in 39 years. Peter Montalto of Nomura forecasts 3 

further rate cuts of 20 basis points each by the end of the year.  
 

 
SOUTH AFRICA 
 

 SA’s producer price inflation increased slightly from 6.6% year-on-year in July to 6.7% 
in August, the fastest in 20 months. The acceleration is attributed to significant 

increases in petrol and diesel prices of 16.6% and 16.0% respectively, transport 
equipment which increased 10.5%, and food products up 7.4%. On a month-on-month 
basis PPI increased by 0.8% with evidence of higher imported inflation resulting from 
the weaker exchange rate, especially in the clothing and footwear, appliances and 
machinery, and vehicle parts sectors. So far relatively steep price increases in these 
sectors have not been passed onto consumers, suggesting a margin squeeze for 
producers.  

 The FNB/ BER consumer confidence index fell sharply from +1 in the 2nd quarter to -8 
in the 3rd quarter, the lowest level in 10 years. The index is derived from a survey 

based on 3 questions: Consumers’ rating of the economic outlook, consumers’ 
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personal financial prospects, and consumers’ propensity to buy durable goods. All 3 
categories showed a marked deterioration attributed to ongoing labour unrest, the 
decline in formal sector employment and rising inflation expectations. The rate of 
decline in consumer confidence was more apparent for low income than high income 
households, which may lead to a more pronounced impact on lower LSM (living 
standard measure) retailers as well as the unsecured credit market.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +8.10 

JSE Fini 15  +2.67 
JSE Indi 25  +19.76 
JSE Resi 20  - 2.15 
R/$   - 18.65 
R/€   - 19.12 
S&P 500  +14.86 
Nikkei   +29.48 

Hang Seng  - 4.20 
FTSE 100  +9.92 
DAX   +7.65 
CAC 40   +9.48 
MSCI World  +10.65 
 
 

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.   



 

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 
 

 New York Fed President William Dudley said he advocated holding-off from tapering 
the Fed’s quantitative easing (QE) programme because he did not see sufficient 
evidence that labour markets had shown improvement. Moreover he said the 

economy’s “forward momentum” did not indicate labour market improvement will 
continue. Although the unemployment rate has declined to 7.3%, which is close to the 
Fed’s 7.0% threshold, the “participation” rate or proportion of active job seekers is 
close to historic lows. Dudley said the unemployment rate overstates the degree of 
labour market improvement and that more detailed data including the hiring rate, quit 
rate, job-finding rate, vacancy-to-unemployment ratio, and underemployment are less 

encouraging.  
 While acknowledging improvements in the economy such as ongoing progress in 

household deleveraging, a gradual housing recovery, growing business investment, 
and better credit availability, fiscal consolidation is placing pressure on the economic 
recovery. Dudley noted that the “fiscal drag” will remain significant in 2014 and 
together with political brinkmanship were cited as factors in the Fed’s decision to 
maintain its QE programme. The Congressional Budget Office forecasts fiscal 

retrenchment will subtract 1.75% from GDP growth in 2013 and 2014. 
 

 


