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OVERBERG MARKET REPORT 
Week ending 30th Aug 2013 
 
 
NORTH AMERICA  

 

 The Conference Board US consumer confidence index unexpectedly increased from 

81.0 in July to 81.5 in August in spite of recent consolidation in equity markets and 
increase in mortgage interest rates. The gain in confidence is attributed to the decline 
in gasoline prices which fell over the month from $3.70 per gallon to $3.60. While the 
current conditions index fell for the 1st time in 5 months from 73.6 to 70.7 the more 
important forward looking expectations index increased from 86.0 to 88.7. Consumers’ 
income expectations, which fell earlier in the year following tax hikes, rebounded to 

the highest in 2 ½ years. Meanwhile the balance between households reporting jobs as 
hard to find versus plentiful, fell from 22.9 to 21.6 a 5-year low, suggesting the 
unemployment rate may fall further from July’s 7.4% in coming months. The 
consumer confidence index is consistent with 3rd quarter consumption growth of close 
to 3.0% annualised. With household consumption contributing around 70% of US GDP, 
this bodes well for solid economic growth during the 2nd half of the year.  

 US durable goods orders fell sharply in July by -7.3%, more than reversing the 3.9% 

gain in June and far worse than the -4.0% consensus forecast. This marks the 1st 
decline since March and the biggest since August 2012. While the -52.3% decline in 
the notoriously volatile commercial aircraft segment had been expected, the -0.6% 
decline in non-transport durable orders was disappointing and contrasts the positive 
outlook of recent manufacturing surveys. Hopefully, this is a temporary aberration 
with the rolling 3-month-on-3 month growth rate of non-defence capital goods orders, 
up from 8.9% to 12.8%, more indicative of the true picture. The data will be closely 

watched by Fed policy makers as they consider tapering their quantitative easing 
stimulus. 

 US 2nd quarter GDP growth was revised upwards from an initial estimate of 1.7% to 
2.5% quarter-on-quarter annualised. However, 1st quarter growth was revised lower 
from 1.8% to 1.1% taking away some of the sparkle. Consumer spending is showing a 
weakening trend, a cause for concern as it makes up the bulk of GDP, with growth 

slowing from 2.3% in the 1st quarter to 1.8% perhaps in response to rising mortgage 
interest rates. However aggregate data is encouraging, adding to the likelihood of the 

Fed initiating its quantitative easing taper at the upcoming policy meeting in 
September. GDP momentum remains positive with similar growth of 2.5% expected in 
the 3rd quarter before accelerating slightly into the 4th quarter and 2014. The provisos 
are that Congress reaches compromise on the $16.7 trillion sovereign debt ceiling 
before the mid-October deadline, and the housing market is able to accommodate 

rising mortgage rates.  
 The Case-Shiller Home Price Index, a measure of US single-family home prices in 20 

metropolitan areas, increased year-on-year growth by 12.1%. However there are 
signs that the pace of home price growth is slowing in response to rising mortgage 
rates. The month-on-month increase slowed from 1.0% in May to 0.9% in June with 
13 of the 20 cities experiencing a weakening in the monthly rate. The spring-summer 
buying season comprising April, May, June and July, traditionally experiences the 

strongest price gains making the recent slowdown slightly concerning. Home sales 
have also slowed with sales of new single-family homes falling in June by -13.4% on 

the month. Mortgage rates have increased more than a full percentage point over the 
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past 3 months with the 30-year fixed rate mortgage rising from a low of 3.35% in May 
to an average 4.58% in the week ended 22nd August. According to Robert Shiller, Yale 
economics professor and founder of the Case-Shiller index: “I think there is a risk of a 
softening housing market.” 
 
 

CHINA  

 
 China’s industrial enterprises increased profits in July by 11.6% year-on-year, a rapid 

improvement from 6.3% in June. The data follows recent encouraging improvements 
in exports, industrial output and purchasing managers’ indices, providing further 
evidence of a turnaround in the country’s economic outlook. Utilities experienced the 
biggest improvement with electricity and heating producers’ profits up by 73.5%. 

Electricity consumption tends to be a reliable lead indicator for the broader economy. 
According to West China Securities analyst We Wei: “The industrial profits data add to 
signs that the economy is stabilizing.” The Shanghai Composite Index has declined 
7.3% so far this year in spite of the earnings turnaround and appears cheap on a 
projected 12-month price to earnings multiple of just 8.5 compared with a 5-year 
average of 12.7.  
 

 
JAPAN  
 

 Japan’s consumer price inflation (CPI) increased in July by 0.7% year-on-year adding 
to the positive reading in June which marked the 1st year-on-year rise in 14 months. 
The latest reading is the highest CPI rate since +1.0 was registered in November 
2008. The weaker yen is pushing up the cost of food and energy, while the general 

uptrend in business and consumer confidence is stemming the deflationary spiral in 
durable consumer goods. The data should be viewed positively by policy makers who 
are determined to end decade-long deflation and achieve a 2.0% CPI rate by March 
2015. While CPI excluding energy remained negative at -0.1% there are signs of a 
broadening in positive inflation. According to Takuji Aida chief economist at Societe 
Generale in Tokyo: “We are still seeing input costs rising from energy and a weakening 

yen…But pass-through momentum is getting stronger”, noting a 0.8% rise in the cost 
of clothes and footwear and a 1.0% increase in the sum of all workers’ salaries and 

bonuses in the 2nd quarter. 
 Japan’s industrial production increased in July by 3.2% month-on-month, a pick-up 

from the -3.1% decline in June and 1.9% growth in May. General machinery, 
semiconductors and automobiles were especially strong. Domestic demand remained 
firm helped by expectations for a recovery in business investment. Exports also fared 

well with shipments of capital goods up 4.4% on the month, boosted by a recovery in 
US demand. The Ministry of Economy, Trade and Industry (METI) forecasts a 
continuation of the positive trend with industrial production expected to increase a 
further 0.2% in August and 1.7% in September. 
 

 
EUROZONE  

 
 The German Ifo business sentiment index increased from 106.2 in July to 107.5 in 

August, the highest since April 2012 and above the 107.0 consensus forecast. The 
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index increased for the 4th straight month. According to Ifo economist Kai Carstensen: 
“The German economy moved up a gear….Companies are more satisfied with their 
current business situation. Their optimism regarding future business developments, 
although slightly cautious, also grew.” The trade and manufacturing indices were 
especially strong, rising over the month from 5.0 to 7.6 and from 7.9 to 11.1. The 
export outlook is improving with stabilizing Eurozone demand and increased US 

demand making up for the slowdown in demand from China and emerging markets, 

and increased Japanese competition. In aggregate the Ifo data is consistent with 
annualised GDP growth of around 2.0%, significantly better than the 0.7% registered 
in the 2nd quarter.   

 Germany’s consumer price inflation (CPI) fell sharply from 1.9% year-on-year in July 
to 1.5% in August, well below the 1.7% consensus forecast and the 1st decline in 4 
months. The decline is assisted by a sharp reduction in energy price inflation which 

reduced from 2.9% to just 0.4%. Encouragingly the moderation in inflation coincides 
with a pick-up in economic growth momentum. With the CPI rate well within the ECB’s 
2.0% target ceiling it is likely to contribute towards a continuation of historically low 
interest rates, especially with German unemployment unexpectedly increasing in 
August by 7,000 compared with the previous month.   

 Eurozone private sector credit extension contracted in July by -1.9% year-on-year 
accelerating from -1.6% in June. This is the fastest rate of contraction since the launch 

of the single currency and caps 15 straight months of contraction. The rate of 
contraction in loans to non-financial corporations was even more acute, deteriorating 
from -3.2% to -3.7% in July. The data confirms that European firms are continuing to 
deleverage which will weigh heavily on economic growth in the region. In the absence 
of inflationary pressure the dismal lending data should encourage the ECB to consider 
additional monetary policy easing measures. 
 

 
UNITED KINGDOM 
 

 In his 1st major public speech Bank of England (BOE) governor Marc Carney 
announced a relaxation in bank liquidity requirements, which he said would: “Help to 
underpin the supply of credit, since every pound currently held in liquid assets is a 

pound that could be lent to the real economy.” The measure should release around 
£90 billion according to the Prudential Regulation Authority. Bank lending to the non-

financial private sector in the UK has fallen over the past 3 years and it is hoped the 
relaxation will help normalize credit flows although it remains unclear whether weak 
credit is due to reluctant demand or constrained supply. Carney reiterated the BOE’s 
recently adopted “forward guidance” that the benchmark interest rate would remain 
unchanged until unemployment reduced from 7.8% to 7.0%. He said this could take 

more than 3 years and once the target is reached would not necessarily trigger a rise 
in the interest rate. He said households and businesses could operate in the “certainty 
that interest rates will not rise too soon.” Carney’s “dovish” outlook has so far failed to 
stop gilt yields from rising. The desired effect may require further quantitative easing 
in addition to forward guidance. 

 UK 2nd GDP growth was revised upwards from an initial estimate of 0.6% quarter-on-
quarter to 0.7%. Consumer spending remained resilient, up by 0.4% compared with 

0.3% in the 1st quarter. Encouragingly there was evidence of a broader-based 
recovery with a rebalancing towards other sectors. In spite of fiscal austerity measures 

growth in government spending picked up from 0.1% to 0.9%, while total investment 
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spending growth increased from 0.2% to 1.7%. Trade also improved with exports 
rising by 3.6% compared with -0.1% the previous quarter, helped by the weaker 
pound and a bottoming out of the Eurozone economy. Although fiscal constraints and 
weak bank lending will put a brake on growth recent business surveys and retail data 
suggest growth has maintained its momentum for the current quarter. 

 The GfK UK consumer confidence index improved for a 4th straight month rising from -

16 in July to -13 in August, its best reading since October 2009 and ahead of the -14 

consensus forecast. GfK attributed the latest improvement to recovering economic 
data and a brighter assessment of the general economic situation. Improving 
household confidence should ensure that the economic recovery is sustained, boosting 
consumer spending while also encouraging businesses to undertake new investments, 
helping avoid a repeat of the sharp drop in capital spending experienced in the 2nd half 
of last year.  

 
 
FAR EAST AND EMERGING MARKETS  
 

 The Brazilian Central Bank raised its benchmark interest rate by 50 basis points to 
9.0% by unanimous decision and in line with expectations. The rate hike, the 4th in the 
current monetary tightening cycle, is aimed at stemming inflationary pressure. 

Consumer price inflation has reduced from a peak of 6.7% in June to 6.15% but 
according to policy makers still remains too close to the 6.5% central bank ceiling. 
With the Brazilian real declining against the US dollar by 15% since the start of the 
year, economists are expecting imported inflationary pressure to persist, prompting 
additional rate hikes. Itau bank is forecasting 2 more rate hikes this year to a peak of 
9.75%.  

 Indonesia’s central bank unexpectedly increased its benchmark interest rate from 

6.5% to 7.0%. The rate hike follows an unscheduled meeting last week of senior 
officials from the Bank of Indonesia, Ministry of Finance, Financial Services Authority, 
and the State Deposit Agency to address the rapidly depreciating rupiah and falling 
stock market. It is hoped higher interest rates will help stem capital outflows, curtail 
currency weakness and reduce the threat of imported inflation. In reality however rate 
hikes have proven historically to be a poor defence against currency depreciation, 

which is due in the majority of cases to external rather than internal factors. In this 
instance the main driver is concern over the Fed’s imminent tapering of its 

quantitative easing programme. 
 
 

SOUTH AFRICA 
 

 SA GDP growth improved significantly from 0.9% quarter-on-quarter annualised in the 
1st quarter to 3.0% in the 2nd quarter, boosted by a marked improvement in 
manufacturing which grew 11.5% on the quarter. Finance and business services also 
contributed with growth of 3.5% while trade grew a respectable 3.2%. The aggregate 
reading is however exaggerated by a weak base effect with an unusually high number 
of public holidays falling during the 1st quarter and distorting production. On a year-
on-year basis GDP growth hardly improved, increasingly only slightly from 1.9% in the 

1st quarter to 2.0% in the 2nd quarter. This rate of growth is likely to persist for the 
remainder of the year with aggregate growth of 1.9% expected for 2013.   
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 SA’s producer price inflation (PPI) accelerated from 5.9% year-on-year in June to 
6.6% in July, which although in line with expectations is the highest PPI reading in 
over a year. The sharp increase is largely explained by the rise during the month in 
the petrol price of 84 cents per liter. Other sources of upward pressure on PPI include 
food products, textiles and clothing, machinery, appliances and motor vehicles. There 
was a notable increase in the price of various imported goods indicating that the weak 

rand is placing upward pressure on producer costs. These higher costs may filter 

through to higher CPI in coming months although a weak consumer environment will 
make it difficult for producers to pass on cost increases to consumers. The weak rand 
is likely to keep PPI elevated above 6.0% for the remainder of the year but it should 
decline from early 2014 onwards as the pace of currency depreciation slows. 

 Growth in private sector credit extension slowed sharply from 8.9% year-on-year in 
June to 7.4% in July well below the 8.4% consensus forecast. Household credit grew 

8.8% almost unchanged from the previous month’s 8.7% while corporate loans slowed 
from 10.5% to 8.6%. Growth in mortgages remained weak, growing by less than 2% 
on an annual basis since November last year, edged up slightly from 1.6% to 1.8%. 
Growth in “other loans and advances”, which includes unsecured loans, slowed from 
18.8% to 16.0% as banks continue to tighten lending criteria. The slowdown in credit 
extension is likely to continue over coming months as a weak economic outlook, weak 
jobs growth and fragile consumer sentiment weigh on credit demand. Meanwhile 

lending standards are likely to remain tight due to high existing debt levels. Subdued 
credit growth suggests that demand-driven inflation remains absent which should 
enable the SA Reserve Bank to abstain from raising interest rates in spite of CPI 
recently breaching the 3-6% target. 
 

 
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.  
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 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.   

 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. 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 
 

 The Fed’s imminent tapering of its quantitative easing (QE) programme is prompting a 
broad-based unwinding of perceived “riskier” investments, including a reversal of 
emerging market portfolio inflows. All emerging market currencies have been 

impacted, the Indian rupee faring worst of all: The graph shows a 25% depreciation 
against the US dollar since early May when the Fed first alluded to the QE taper.  
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 Surprisingly in spite of unique domestic headwinds the rand has lost a comparatively 
less dramatic 18% over the same period. This may be due to the SA Reserve Bank’s 
wise decision not to follow its emerging market peers and raise interest rates in 
defence of the currency. Rate hikes have proven historically to be a poor defence 
against currency depreciation which is due in the majority of cases to external rather 
than internal factors, this instance being no exception. Rate hikes may have the 

opposite effect of that desired, providing further encouragement to capital outflows 

due to the impediment of higher rates on economic growth and company earnings, 
and the negative impact of higher rates on bond yields. 
 

 

 


