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OVERBERG MARKET REPORT 
Week ending 2nd Aug 2013 
 
 
NORTH AMERICA  

 

 As expected the Federal Reserve (Fed) left its quantitative easing (QE) policy and key 

Fed Funds interest rate unchanged. The official policy meeting (FOMC) statement 
forecasts economic growth “will pick-up from its recent pace”, which despite some 
concern “that inflation persistently below its 2% objective could pose risks to economic 
performance”, suggests the Fed remains on track to gradually exit its QE programme. 
The exit or “taper” is expected to begin at the September policy meeting with $85 
billion per month purchases of Treasury and State-backed mortgage bonds, likely to 

end entirely by mid-2014.  
 US economic growth accelerated from an annualised rate of 1.1% in the 1st quarter to 

1.7% in the 2nd quarter. The growth rate is well above the 1.0% consensus forecast 
suggesting the US economy is gaining momentum. The high reading is attributed to 
resilient household consumption which slowed only slightly from 2.3% to 1.8% in spite 
of tax increases. Growth in business investment grew strongly by 4.6% reversing the 
4.6% decline in the 1st quarter. Residential investment maintained its recent 

impressive growth rate, accelerating from 12.5% to 13.4%. Meanwhile, in spite of 
sequestration spending cuts government spending declined by less than expected with 
the rate of contraction decelerating from -4.2% to -0.4%. Comprehensive revisions 
were made to the measurement of GDP, leading to an upgrade of 2012 growth from a 
previous 2.2% to 2.8%. The revisions, which allow for the inclusion of research and 
development in the GDP measure, follow similar revisions made in Canada and 
Australia last year and will be implemented across most European economies in 2014.  

 The Institute for Supply Management (ISM) index, measuring conditions in the US 
manufacturing sector, increased from 50.9 in June to 55.4 in July the highest since 
June 2011 and significantly above the 52.0 consensus forecast. The production index 
increased from 53.4 to 65.0 the highest in nine years consistent with annualized 
manufacturing output growth of 10%. While this rate is unlikely to be maintained the 
outlook nonetheless remains buoyant with the new orders index increasing from 51.9 

to 58.3 the highest in two years. Moreover, the inventories index declined from 50.5 
to 47.0 indicating a source of future growth as inventories are replenished to normal 

levels. The overall data is consistent with an acceleration of GDP growth in the third 
quarter, potentially exceeding 2.5%.  

 The ADP National Employment Report shows US non-farm private sector employment 
increased in July by 200,000 up from 198,000 in June. This is the highest this year 
and above the 180,000 consensus forecast. Factory payrolls decreased by 5,000 while 

construction employment increased by 22,000, and the service sector increased by 
177,000. The report states that: “The job market has admirably weathered the fiscal 
headwinds, tax increases and government spending cuts. This bodes well for the next 
year when those headwinds are set to fade.” The data precedes official Labour 
Department data due out on the 2nd August, which according to consensus forecast 
will show 195,000 payroll increases in July similar to the 202,000 June figure. The 
unemployment rate is expected to drop from 7.6% to 7.5%.  

 
 

CHINA  
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 China’s official Purchasing Managers’ Index (PMI), measuring conditions in the 

manufacturing sector, unexpectedly increased from 50.1 in June to 50.3 in July 
beating market expectations for a decline to 49.9. Not a single economist had forecast 
a reading above the key 50 threshold which demarcates expansion from contraction. 
The reading possibly marks a turning point for the economy although the HSBC 

manufacturing PMI, which fell from 48.2 to an 11-month low of 47.7, clearly conflicts 

with this more positive outlook. The contrast is explained by the official PMI having a 
greater weighting to larger companies and heavy industry which show signs of a 
turnaround. The HSBC PMI has a greater weighting towards smaller businesses which 
have underperformed. Government is keenly aware of this disparity and last week 
unveiled tax incentives to support growth among small and micro-sized enterprises.  
 

 
JAPAN  
 

 While the Bank of Japan’s (BOJ) pledge to end deflation should significantly improve 
prospects for economic growth, the return of positive inflation needs to be 
accompanied with a commensurate increase in salaries and wages. The total average 
monthly cash earnings per regular employee increased in June by 0.1% year-on-year 

marking the first increase in 5 months while bonuses and other remuneration 
increased 0.4%. In a further positive sign the number of full-time employees as a 
proportion of total employees increased by 0.2% the first increase in 13 months 
confirming a tightening in the labour market and improved prospects for wage growth. 
The unemployment rate decreased from 4.1% in May to 3.9% in June the lowest since 
reaching 3.8% in October 2008.  

 Japan’s retail sales increased in June by 1.6% year-on-year up from 0.8% in May 

marking the sixth increase in the past 12 months. Among large-scale retailers June 
sales increased 3.5% on the year more than reversing the -0.4% decline in May. 
Consumer spending has been steadily picking-up as confidence increases that the 
economic recovery will be sustainable and due to the wealth effect of rising equity 
markets. It is hoped that a virtuous circle will ensue with economic momentum and 
consumer spending fueling each other. A key ingredient to this circle is an increase in 

real wages.  
 

 
EUROZONE  
 

 As expected the ECB left its benchmark interest rate unchanged at 0.5%. ECB 
President Mario Draghi spoke of “tentative signs of stabilisation” but also reiterated 

that rates would be kept at their “current levels of lower for an extended period”. 
Unlike the US Federal Reserve, the Bank of Japan and more recently the Bank of 
England, which increasingly are providing detailed forward guidance linking monetary 
policy to specific data points and economic events, the ECB remained comparatively 
vague on future policy. The ECB did however lean towards publishing minutes of its 
monetary policy meetings, possibly from September onwards. The ECB’s current 
practice is to keep minutes of governing council meetings secret for 30 years in 

contrast to central banks in the US, Japan and UK which publish minutes within a 
month of policy meetings.  
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 In a rare breach of central bank etiquette a report from the Richmond Fed in the US 
called for the ECB to lift quantitative easing across the board to help the Eurozone out 
of recession. The report criticized the ECB as hamstrung by institutional problems and 
accused it of acting mistakenly on the premise that excess debt is the cause of the 
Eurozone crisis while the real cause is the collapse of growth. According to the report: 
“The ECB lacks a coherent strategy for creating the monetary base required to sustain 

a growing economy.” 

 In a tentative sign of stabilisation Eurozone employment increased by 24,000 in June 
the first increase since April 2011. The unemployment rate remained at a record high 
12.1% but below the 12.2% consensus forecast. Notwithstanding better than expected 
data “the unemployment figures remain horrendously high” according to European 
Commission spokesman Dennis Abbott. Unemployment among the Eurozone’s youth 
(under 25s) increased from 23.8% in May to 23.9% in June, measuring as high as 

55.8% in Spain and 58.7% in Greece. Meanwhile, significant disparities remain with 
total unemployment ranging between 4.6% in Austria and 26.3% in Spain and 26.9% 
in Greece. 

 The Eurozone Economic Sentiment Indicator (ESI) increased from 91.3 in June to 92.5 
in July the highest in 15 months and marking the third consecutive increase. All 
component indices improved: The industrial index increased from -11.2 to -10.6, while 
the consumer and services sectors showed sharper improvements with the services 

index increasing from -9.6 to -7.8 suggesting the recession in the services sector may 
be coming to an end. Germany’s ESI increased from 99.8 to 100.5 and France from 
88.7 to 89.9 confirming a recovery in the Eurozone’s core economies. The 
improvement in overall ESI data suggests the recession in the Eurozone is moderating, 
consistent with an easing in GDP contraction from an annualised -1.1% in the 1st 
quarter to around -0.5% in the 3rd quarter.  
 

 
UNITED KINGDOM 
 

 As expected the Bank of England (BOE) kept its monetary policy unchanged 
maintaining the benchmark interest rate at 0.5% and the quantitative easing 
programme of asset purchases at £375 billion. The BOE indicated that it would wait 

until the release of key inflation data on the 7th August before revealing the much 
anticipated framework for “forward guidance” on monetary policy. Forward guidance is 

expected to link specific policy steps to economic data thresholds, a policy adopted for 
some time by the Federal Reserve and more recently by the Bank of Japan.  

 According to the Nationwide Building Society UK house prices increased in July by 
0.8% month-on-month well above the 0.4% consensus forecast, and 3.9% on the 
year the fastest year-on-year increase since August 2010. The buoyant housing 

market is attributed to a strengthening economy and government measures to aid 
home purchases. According to Nationwide’s chief economist Robert Gardner: “Signs of 
modest improvement in wider economic conditions and further modest gains in 
employment are likely to be lifting buyer sentiment”. He added that: “An improvement 
in the availability and a reduction in the cost of credit, partly as a result of policy 
measures such as the Funding for Lending and Help to Buy schemes, are also boosting 
the demand for homes.” 

 The Purchasing Managers’ Index (PMI) measuring conditions in the UK manufacturing 
sector increased from 52.9 in June to 54.6 in July the highest in 28 months. The 

output index increased from 55.0 to 58.0 marking the fourth straight increase and the 
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highest level since February 2011. The new orders index increased by a similar 
amount from 55.4 to 58.8 signaling a continuation of the current PMI uptrend. Stocks 
of finished products fell at their fastest rate in over three years which suggests a 
source of additional growth as inventories are restored to normal levels. The ratio of 
new orders to finished goods, traditionally a reliable lead indicator, suggests the 
manufacturing PMI may increase to around 65 in the coming months.  

 

 
FAR EAST AND EMERGING MARKETS  
 

 Indonesia’ consumer price inflation (CPI) accelerated sharply from 5.9% year-on-year 
in June to 8.6% in July above even the highest forecast. In order to fight inflation the 
Bank of Indonesia has already raised its benchmark interest rate by 75 basis points in 

the past two policy meetings and is expected to hike the rate a further 25-75 basis 
points by year-end. Rising inflation may hurt domestic consumption which has been a 
key driver of economic growth in recent years, and would be particularly noticeable at 
a time of falling demand for the country’s commodity exports. According to consensus 
forecast GDP growth reduced to 5.9% year-on-year in the 2nd quarter marking the first 
sub-6% growth rate since March 2010. The Bank of Indonesia lowered its economic 
growth forecast for 2013 to 5.8-6.2% from a previous 6.6%.  

 
 

SOUTH AFRICA 
 

 The Kagiso Purchasing Managers’ Index (PMI), measuring SA manufacturing 
conditions, increased from 51.6 in June to 52.2 in July the highest in five months and 
above the 51.0 consensus forecast. The reading has been above the key 50 threshold, 

which divides expansion from contraction, for four consecutive months. Among the 
index components the new orders index increased from 54.0 to 55.0 and the 
employment index from 44.9 to 47.5. Further positive momentum is likely as the 
weaker rand boosts the manufacturing sector’s competitiveness and the Eurozone, 
SA’s main trading partner, shows gradual signs of stabilisation. Unfortunately the 
prices paid index also increased sharply to 88.0 the highest in two years, signaling a 

growing threat of inflation.  
 The FNB/ BER consumer confidence index rebounded from a 9-year low of -7 in the 

first quarter to +1 in the 2nd quarter, also above the -3 reading in the fourth quarter 
2012. The increase is attributed to a normalization following excessive pessimism 
earlier in the year related to labour unrest and possible electricity supply shortages. 
However, although positive the current reading is well below the +6 average of the 
past 20 years suggesting a further moderation in household spending. Consumer 

confidence improved across all income and population groups but gains were more 
pronounced among middle- and high-income consumers. 

 SA’s trade deficit reduced from R11 billion in May to R7.7 billion in June the smallest 
monthly deficit since the start of the year. Imports fell by 2% month-on-month while 
exports increased by 3.4%. Exports to Europe, the US and Africa showed healthy 
gains. Aggregate exports have gained by an average 5.2% per month over the past 5 
months, perhaps indicating the early stages of a trade based response to the sharp 

depreciation in the rand. 
 The number of people employed increased in the 2nd quarter by 100,000. Although 

positive the labour force increased by 222,000 causing the unemployment rate to 
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increase from 25.3% in the first quarter to 25.6% in the second quarter. The 
construction sector showed the largest employment gain with 62,000, followed by 
trade with 52,000, and finance and business services with 37,000. By contrast the 
agricultural sector lost a net 26,000 jobs, followed by losses in community and social 
services of 22,000, and manufacturing with 18,000. While failing to dent the rate of 
unemployment the aggregate increase in payrolls should provide a boost to consumer 

spending.  

 Private Sector Credit Extension (PSCE) growth moderated from 9.1% year-on-year in 
May to 8.9% in June the lowest in three months. Household credit growth slowed to a 
10-month low of 8.8% but was made up by an acceleration in corporate credit growth, 
which grew by 10.5% the fastest in over a year and. This is the first time in 2013 that 
corporate credit growth has exceeded household credit growth, a positive signal that 
increased private sector investment spending could soon follow. Aggregate credit 

growth is in line with nominal GDP growth which suggests current credit extension in 
unlikely to be inflationary. The data is neutral for monetary policy implying that 
interest rates should remain unchanged for the foreseeable future. 

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +6.77 
JSE Fini 15  +4.04 
JSE Indi 25  +19.69 
JSE Resi 20  - 7.33 
R/$   - 15.73 

R/€   - 16.01 
S&P 500  +19.68 
Nikkei   +34.73 
Hang Seng  - 2.51 
FTSE 100  +13.30 
DAX   +10.49 

CAC 40   +11.03 
MSCI World  +13.93 

 
 
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.  
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 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 
 

 Forecasts for China’s GDP growth have fallen steadily since the start of the year with 
the consensus for 2013 declining from 8.5% to 7.5%. While the outlook for growth has 
slowed there is no sign of rising unemployment or disinflation, which suggests a 
structural rather than cyclical slowdown.  

 One aspect is demographic change. In 2012 China’s working age population declined 
for the first time in modern history. Migrant labour continues to increase which 

suggests a steady reduction in the labour pool. Most notably however, the composition 
of GDP is changing. Investment growth has slowed sharply from an average 13% 
annualized between 2001 and 2010 to 8% in the last year.  

 The structural change suits authorities who are determined to reduce investment as a 
proportion of GDP from its current level of 50%. In fact the government has signaled a 

willingness to accept a slower economic growth rate of just 7%. Consequently, unlike 
previous cyclical slowdowns the current structural is unlikely to prompt significant 
fiscal or monetary stimulus to shore up growth. The outlook for China’s growth, its 
composition, and economic policies has major implications for commodity prices.  
 


