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OVERBERG MARKET REPORT 
Week ending 4th October 2013 
 
 
NORTH AMERICA  

 

 According to the ADP employment report US private sector non-farm payrolls 

increased by 166,000 in September, slightly below the 180,000 consensus forecast, 
while the previous month’s figure was revised lower from 176,000 to 159,000. The 
services sector provided most of the gains with 147,000 jobs. Payrolls in the goods 
producing sector rose by 19,000 with the construction industry comprising the bulk at 
16,000 jobs. The report stated “the job market appears to have softened in recent 
months. Fiscal austerity has begun to take a toll on job creation.” The ADP figures 

precede the official Bureau of Labour Statistics’ employment report. However, the US 
government shutdown will halt releases of most official gauges of the economy, 
including the official jobs report normally due today, Friday 4th October. The report 
had been forecast to show an increase of 180,000-200,000 with the unemployment 
rate likely to decrease from 7.3% to 7.2%.  

 Amid the current US government shutdown, a far more damaging US sovereign debt 
default could be triggered if feuding political parties fail to agree to extend the 

Treasury’s $16.7 trillion borrowing limit by the 17th October. Lloyd Blankfein, CEO of 
Goldman Sachs said: “There is a precedent for a government shutdown, but there is 
no precedent for a default.” However, Bill Gross manager of Pimco’s $270 billion Total 
Return bond fund, says the US will avoid default even if the deadline is not met. 
Initially at least funds can be redirected to meet interest and principal repayments. In 
his words the alternative would be “catastrophic”, triggering a “complex series of 
events worldwide.” Another viewpoint is that the current government shutdown 

actually reduces the chances of a debt default as it allows politicians to make their 
point to their core constituencies and sparks the backlash from the public, needed for 
politicians to reach a compromise.  

 The US Institute for Supply Management (ISM) index, measuring activity in the 
manufacturing sector, unexpectedly increased from 55.7 in August to 56.2 in 
September, the highest in 29 months and above the 55.0 consensus forecast. The 

data reflects the recent improvement in domestic and global economic conditions. 
Although the forward-looking new orders index fell from 63.2 to 60.5 it showed the 1st 

back-to-back readings greater than 60 in over 2 years. Encouragingly the employment 
index increased strongly from 53.3 to 55.4 the highest in 15 months. While the 
government shutdown, idling about 800,000 federal employees, may detract from the 
positive reading, the data is consistent with robust GDP growth of around 3% 
annualised in the 4th quarter.   

 
 
CHINA  

 
 China’s official purchasing managers’ index (PMI), measuring activity in the services 

sector, increased sharply from 53.9 in August to 55.4 in September, its highest level in 
6 months and well above the key 50 level which signals expansion. The reading is also 

above the official manufacturing PMI released last week, measuring 51.1, conforming 
to government’s efforts to rebalance the economy from being investment-led towards 

being more consumer-driven. Services account for just 45% of the economy, much 
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lower than the 70-80% average in developed economies. The services PMI forward-
looking new orders index climbed strongly from 50.9 to 53.4 suggesting continued 
positive momentum. In spite of China’s economic growth tilting increasingly away from 
its traditional engine of fixed investment spending, economists are forecasting a pick-
up in GDP growth from 7.5% in the 2nd quarter to 7.8% in the 3rd quarter, above 
government’s 7.5% 2013 growth target.  

 

 
JAPAN  
 

 The Bank of Japan’s quarterly Tankan business survey was stronger than expected. 
Sentiment among large manufacturers posted the 3rd consecutive quarterly increase, 
rising from +4 to +12, well above the +7 consensus forecast. Encouragingly the 

improvement was led by makers of production machinery, key to a much desired 
recovery in capital investment. Sentiment among large non-manufacturers increased 
by a smaller margin from +12 to +14 but remains at a higher level than the 
manufacturing sector, backed by solid consumer spending and increased fiscal 
spending. Performance was especially strong in the construction, leasing and 
information services sectors. Aggregate capital investment plans by all firms is 
expected to increase in fiscal 2013 by 3.3%, up from the previous forecast of 2.0%.  

 Emboldened by a strong Tankan survey Prime Minister Shinzo Abe officially approved 
plans to hike Japan’s consumption tax (VAT) from 5% to 8% in April 2014. As an 
antidote to the economic impediment of the tax hike Abe simultaneously announced a 
¥5 trillion stimulus package comprising a combination of policy expenditures and tax 
breaks to boost capital expenditure and wage increases. The measures are aimed at 
encouraging companies to invest and share higher profits with employees. A key 
government priority is to accompany the return of positive inflation with 

commensurate increases in wages and salaries. According to Abe: “During the 
deflationary period, companies didn’t give back profits and hoarded cash as internal 
reserves. We will change it and make it a loss for firms not to share with employees.”  
 

 
EUROZONE  

 
 The European Commission Eurozone business and consumer Economic Sentiment 

Indicator (ESI) increased from 95.2 in August to 96.9 in September, the highest since 
August 2011 and 5th straight monthly increase. While the industrial index signals a 
small year-on-year decrease in industrial production, rising export orders should limit 
the decline. Meanwhile the services index and consumer index suggest healthy 
increases in activity, while the rise in employment expectations points to a slowdown 

in the rate of job-shedding in the region. Encouragingly the relative improvement in 
ESI in the peripheral economies compared to the core economies indicates a 
narrowing in the regions’ geographical imbalance. Overall, the ESI echoes other recent 
indicators pointing to a continuation of positive GDP growth in the 3rd quarter. 

 As expected the European Central Bank (ECB) kept its benchmark interest rate 
unchanged at 0.5% for the 5th straight month after cutting the rate by 0.25% in May. 
The ECB left its assessment of the economic outlook unchanged from last month, 

namely that the recovery is slow, uneven, fragile, and subject to downside risk with 
industrial activity likely to be weaker in the 3rd quarter. ECB President Mario Draghi 

reiterated last month’s message that the central bank would consider another Long-
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Term Refinancing Operation (LTRO) to avoid a further “liquidity accident”. There are 
signs that liquidity is tightening with the overnight rate that banks charge each other, 
as measured by Eonia (Euro Overnight Index Average) forward contracts, increasing 
from 0.1% in May to 0.21%, reaching a peak of 0.3% on 5th September. Meanwhile, 
Draghi reported that details of the upcoming bank Asset Quality Review and stress 
tests will be communicated during the 2nd half of October.  

 Eurozone consumer price inflation (CPI) decelerated from 1.3% year-on-year in 

August to 1.1% in September, below the 1.2% consensus forecast and the lowest 
since February 2010. Core CPI excluding food, alcohol, tobacco and energy declined to 
1.0%, also below the consensus forecast of 1.1%. The Eurozone Future Inflation 
Gauge, published by the Economic Cycle Research Institute (ECRI), fell from 91.3 in 
July to 89.7 in August the lowest in 44 months, suggesting Eurozone inflation is likely 
to stay weak in the months ahead. With CPI well below the ECB’s 2% target the data 

should strengthen the case for further monetary easing by the central bank. Producer 
price inflation (PPI), adding to the case for further easing, fell -0.8% year-on-year and 
remained unchanged month-on-month compared with a 0.1% consensus forecast 
increase and downwardly revised 0.2% rise in July.  

 Spain’s Ministry of Employment and Social Security reported an increase in 
unemployment of 25,572 in September. However, this is the smallest September 
increase since 2007, and after seasonal adjustment accounting for the end of tourist-

related summer jobs, the unemployment figure actually decreased by 30,000. The 
government forecasts the unemployment rate has bottomed out, reducing from a 
record 27.16% in the 1st quarter to 26.26% in the 2nd quarter, dropping further in the 
2nd half of the year and to 25.9% in 2014. The government estimates the economy 
emerged from recession in the 3rd quarter and likely to show 0.7% GDP growth in 
2014. Corroborating the improving economic outlook, Spanish car sales increased in 
September by 28.5% year-on-year, boosted by a government subsidy plan. Meanwhile 

Spain’s equity market increased in the 3rd quarter by 19.4%, one of the world’s top 
performers. 
 
 

UNITED KINGDOM 
 

 UK house prices increased in September for an 8th straight month, by 0.3% month-on-
month and 6.6% year-on-year, according to the Halifax survey. The Nationwide 

survey shows equivalent increases of 0.9% and 5.0%. The reports reveal increases in 
the number of mortgage approvals to 62,226 in August, the most since February 2008 
and well up on the year-ago figure of 47,600. There are also signs of the price 
recovery spreading beyond London and the South East. The market is being supported 
by an improving economy, rising consumer confidence, and aid programmes including 

the government’s “Help to Buy” and the Bank of England’s credit-boosting “Funding for 
Lending Scheme”. Concerns over a housing bubble are probably misplaced: Although 
rising, mortgage approvals remain below the monthly average of 104,000 for the 
decade to end 2007, and prices are still 14% below their 2007 peak.  

 The UK purchasing managers’ index (PMI), measuring activity in the manufacturing 
sector, decreased slightly from 57.1 in August to 56.7 in September, but still 
registered the 2nd highest reading in 30 months. Although slipping a notch from 62.3 

to 61.4, the output index remained close to August’s 19-year high. Some sub-indices 
continued rising, including the employment index from 51.9 to 54.0, the highest since 

May 2011. The manufacturing sector, hit particularly hard by the recent recession, 
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appears to be rebounding strongly with rising employment suggesting an entrenched 
recovery. The data is consistent with an increase in the quarter-on-quarter 
manufacturing output growth rate from 0.7% in the 2nd quarter to around 2% in the 
3rd quarter. Rob Dobson, senior economist at Markit survey compilers reported: “These 
numbers are encouraging in respect of the rebalancing of the economy, with goods 
production likely to provide a major stimulus to economic growth in the 3rd quarter.” 

 

 
FAR EAST AND EMERGING MARKETS  
 

 Thailand’s headline consumer price inflation (CPI) moderated further to 1.42% year-
on-year in September from 1.59% in August and 2.0% in July. The decline was led by 
core CPI excluding food and energy, decreasing from 0.75% in August to 0.61% in 

September. However, food and energy inflation also eased from 4.4% to 4.2% and 
3.0% to 2.5%. The data helped ease concerns over inflationary pressure and paves 
the way for the Bank of Thailand to maintain its accommodative monetary policy with 
the benchmark interest rate likely to stay at 2.5% until mid-2014.   

 Indonesia’s headline consumer price inflation (CPI) moderated slightly from 8.8% 
year-on-year in August to 8.4% in September, below the 9% consensus forecast and 
reducing anxiety over inflationary pressure. The reading is an improvement on the 

Bank of Indonesia’s forecast of 9-9.8% CPI by year-end.  Inflation has been 
exacerbated by the steep decline in the Indonesian rupiah, the worst performer among 
24 emerging-market currencies in the 3rd quarter, with CPI rising sharply since its low 
of 2.7% at the time of the last election in July 2009. In addition to lower inflation the 
economy recorded a surprise trade surplus in August, its 1st since March. After 
widening to a record deficit of $2.31 in July the trade balance swung back to a surplus 
of $132.4 million. Meanwhile the HSBC manufacturing purchasing managers’ index 

rebounded from 48.5 in August to 50.2 in September, back above the key 50 level 
which signals expansion.  
 
 

SOUTH AFRICA 
 

 Following recent gains SA’s Kagiso purchasing managers’ index (PMI), measuring 
activity in the manufacturing sector, declined sharply from 56.5 in August to 49.1 in 

September well below the 54.0 consensus forecast and in sub-50 contraction territory 
for the 1st time since March. The drop is attributed to a dramatic decline in the 
business activity index from 59.2 to 46.7 and the forward-looking new sales orders 
from 57.5 to 48.1. The only encouraging statistic is the prices index which eased from 
87.2 to 82.7 suggesting a slight easing in inflationary pressure. The PMI deterioration 

is largely blamed on the prolonged strike in the motor vehicle industry, which still 
continues. Although car manufacturers returned to work after a 3-week strike the 
component manufacturers are still on strike. The data also reflects a normalization 
following the unsustainably strong reading in August but is likely to recover to over-50 
expansion territory once the strike season is over. The weaker rand should also boost 
export competitiveness and import substitution.  

 SA’s trade deficit increased significantly from an upwardly revised –R14.2 billion in 

July to –R19.1 billion in August, materially worse than the –R13.9 billion consensus 
forecast. While imports fell slightly by -0.1% month-on-month, exports declined at a 

considerably faster rate by -7.6% on the month. For the year-to-date import growth 
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averaged 13% compared with export growth of just 2.4%, which is especially 
disappointing given the expected stimulus from the rand’s depreciation. So far rand 
weakness has provided little benefit to the trade balance due to dollar-based 
commodity price declines and strike-induced production stoppages. Meanwhile import 
demand remains robust due to the price inelastic nature of SA’s oil and capital 
equipment imports. The trade data suggests little respite for the current account 

deficit over coming quarters, expected to register around -6.5% of GDP in the 3rd and 

4th quarters. 
 Following 3 straight months of moderating growth Private Sector Credit Extension 

(PSCE) growth unexpectedly accelerated from 7.4% year-on-year in July to 8.2% in 
August, well above the 7.2% consensus forecast. The acceleration is attributed to 
credit extension to corporates which rebounded from 6.0% to 8.1%. However, credit 
extension to households slowed further, from 8.7% to 8.2%, as banks and other 

lenders continue to tighten their lending criteria. Lending to households is likely to 
slow further in line with declining employment prospects and record low consumer 
confidence.  

 SA new vehicle sales fell in September by 1.5% year-on-year, marking the 2nd straight 
monthly sales decline. Much of the recent sales weakness has been confined to 
passenger vehicles but the downward trend is spreading to commercial vehicles, which 
suffered a 7% decline in response to weak business confidence and slow growth in 

fixed capital investment. Export vehicle sales fell by a massive 75.1% on the year 
following the 22.9% decline in August, due mainly to strike action in the industry. 
Vehicles comprise one of SA’s main exports and may jeopardise the normalization in 
SA’s current account deficit.  
 

 
KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
 
JSE All Share  +12.12 
JSE Fini 15  +9.54 
JSE Indi 25  +26.41 

JSE Resi 20  - 3.82 
R/$   - 16.20 

R/€   - 19.00 
S&P 500  +17.70 
Nikkei   +36.19 
Hang Seng  +2.46 
FTSE 100  +9.35 

DAX   +12.95 
CAC 40   +13.37 
MSCI World  +15.26 
 
 
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. 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 
 

 The US 3rd quarter earnings reporting season starts next week. Leading indicators of 
both domestic and international earnings growth, including Institute for Supply 
Management (ISMs) and Purchasing Managers’ Indices (PMIs), suggest above average 
upside to results. The ISM averaged 55.8 in the 3rd quarter, well above 50.2 in the 2nd 

quarter and easily in over-50 expansion territory.  
 US earnings are forecast to increase in the 3rd quarter by 4.6% year-on-year. By 

comparison 2nd quarter earnings grew 6% but were exaggerated by the release of 
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large bank reserves. Excluding the financial sector 2nd quarter earnings grew by just 
1% and expected to improve to 2.9% growth in the 3rd quarter. Revenues are 
expected to pick-up from the aggregate 3% growth recorded in the 2nd quarter to 
around 3.5-4.0%. With profit margins already at elevated levels, a revival in revenue 
growth is critical to earnings growth.  

 Approximately 50 companies in the smaller-cap Russell 3000 index have reported 3rd 

quarter results so far with the percentage beating revenue forecasts up slightly from 

the last quarter.  
 The earnings season should be positive for equities as analysts’ estimates have tended 

to lag the uptick in macro-economic fundamentals. Moreover the equity market tends 
to rise during the 1st few weeks of a positive earnings season.  
 
 

 


