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OVERBERG MARKET REPORT 
Week ending 6th September 2013 
 
 
GLOBAL 
 

 The Barclays global business confidence aggregate improved to +0.06 in August the 

highest monthly reading since May 2011, up from -0.21 in July and -0.4 in both May 
and June. For developed economies the index increased to +0.44 up from +0.13 in 
July and negative readings between April and June. The “BRIC” index remained 
negative but nonetheless improved from -1.12 in July to -0.99 in August its strongest 
reading since January. On a regional level the US and UK led the way with the US 
business confidence index increasing to +1.09 the strongest since February 2011, and 

the UK index at +1.12 its strongest since December 2006. Japan’s index also 
increased sharply from +0.55 in July to +0.80 in August although still below levels of 
+1.05 in June and the recent cyclical high of +1.53 in May. The euro-area index 
remains negative at -0.47 but is at its best level since August 2011, up significantly 
from -0.62 in July and -1.01 in June. The data suggests global economic growth 
should at least maintain its current pace of 3.0% annualised growth during the 2nd half 
of the year.   

 
 
NORTH AMERICA  

 
 The Fed’s “Beige Book” anecdotal summary of economic activity shows the US 

economy expanded at a “modest to moderate pace” in the July-August period, a 
description unchanged for the past 18 months. The Fed will review the report closely, 

ahead of its policy setting meeting on 17-18th September, expected to mark the start 
of the quantitative easing (QE) exit (“taper”). The report attributed economic 
expansion to stronger car sales and housing-related goods but acknowledged that 
consumers in several regions remained cautious and “highly price-sensitive.” 
Confidence may be impacted by rising mortgage rates, threatening gains in the 
housing market, and prompting economists to forecast a GDP slowdown between the 

2nd and 3rd quarters from 2.5% to 2.0%. Rising interest rates caused a slight 
weakening in lending activity with several regions reporting less favourable conditions. 

The Beige Book is not unequivocally bullish, which suggests more evidence of 
sustainable economic recovery may be needed for the Fed to taper its QE.  

 It is by no means a certainty that the Fed will begin tapering its QE programme, as 
widely expected, at the upcoming September policy meeting. Federal Reserve Bank of 
Minneapolis President Narayana Kocherlakota remarked this week that the US central 

bank, in light of its most recent forecasts for employment and inflation, should be 
providing “more stimulus to the economy, not less.” He pointed out that the current 
unemployment rate of 7.4% remains much higher than the Fed’s longer-run normal 
unemployment rate of 5.2-6.0%, and at the same time consumer price inflation 
including food and energy is running well below the Fed’s target of 2.0%.  

 The Institute for Supply Management (ISM) index, measuring activity in the US 
services sector unexpectedly increased from 56 in July to 58.6 in August, well ahead of 

the 55 consensus forecast and the key 50 level which signals expansion. The data 
confirms that the economy is picking-up momentum. The manufacturing sector ISM 

index also unexpectedly increased from 55.4 to 55.7 the highest since April 2011 and 
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well ahead of the 54.0 consensus forecast marking the biggest “beat” since August 
2011. The new orders index showed a notable increase from 58.3 to 63.2 capping the 
largest 3-month rise in 4 years. However, the employment index fell from 54.4 to 53.3 
sowing some doubt in the consensus view that the Fed will launch its QE on 17-18th 
September.  

 The ADP employment report shows US private sector payrolls increased in August by 

176,000 down from 198,000 in July and below the 184,000 consensus forecast. This 

marks the 1st forecast “miss” in 3 months and the 1st sequential break in the monthly 
rate of increase since April. However, initial jobless benefit claims decreased by a 
further 9,000 to 323,000 in the past week, the lowest in almost 6 years and the 
biggest weekly decline in 3 months. The data comes ahead of the closely watched 
official labour report due out Friday afternoon, which is expected to show non-farm 
payrolls increased by 175,000 in August with the unemployment rate holding steady at 

7.4%. Employment data is closely watched by the Fed with this labour report the last 
before the much anticipated September policy meeting.  
 

 
CHINA  

 
 The HSBC Purchasing Managers’ Index (PMI) measuring conditions in China’s services 

sector increased from 51.3 in July to 52.8 in August the highest in 5 months. 
According to Qu Honbin HSBC’s chief economist for China: “A filter-through impact of 
value added tax reform, combined with a rebound in manufacturing output, is 
expected to support service industry growth in the coming months.” The report 
provides fresh evidence of a pick-up, although slight, in China’s economic activity. 
While the official services PMI fell slightly over the same period from 54.1 to 53.9, 
both are widening the gap above the key 50 level. The further above 50, the faster the 

expansion.  
 

 
JAPAN  
 

 As expected the Bank of Japan (BOJ) kept its monetary policy unchanged, remaining 

committed to the substantial “quantitative and qualitative monetary easing” unveiled 
in early April. The BOJ reported the monetary base expanded in August by 42% year-

on-year the biggest increase in 40 years. The central bank raised its assessment of the 
economy, attributed to a pick-up in exports, company investment in fixed assets, 
increasing public investment, and a strengthening housing sector. Haruhiko Kuroda, 
governor of the BOJ, reassured markets that the economy would be able to withstand 
the planned consumption tax increase due to be implemented in April 2014. He 

confirmed that if tax increases upset the recovery or prevented inflation from rising 
towards the 2% target, “fiscal policy can respond, and if downside risks materialize to 
the inflation target, we will of course take appropriate action”. The statement suggests 
the BOJ is willing to increase the scale of its quantitative easing (QE) programme.  
 

 
EUROZONE  

 
 Markit’s composite Purchasing Managers’ Index (PMI) measuring services and 

manufacturing conditions in the Eurozone increased for a 2nd straight month from 50.5 
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in July to 51.5 in August, the highest reading in over 2 years. The 50 threshold 
demarcates expansion from contraction. Chris Williams chief Eurozone economist at 
Markit noted that: “The Eurozone recovery is looking increasingly broad-based, with 
more sectors and more countries emerging from recession.” The weaker economies 
showed a noteworthy improvement: Ireland enjoyed its fastest growth in business 
activity in over 6 years while Italy and Spain posted 2-year highs. The data suggests 

Eurozone GDP will continue to show positive growth in the 3rd quarter following its exit 

from recession in the 2nd quarter. 
 As expected the ECB kept its benchmark interest rate at 0.5%. However, ECB 

President Mario Draghi said the policy committee discussed a possible rate cut due to 
rising market interest rates and the uncertain nature of the economic recovery. Draghi 
said he was “very, very cautious about the recovery” and that “these shoots are very, 
very green”. The ECB’s GDP projection for 2014 was reduced slightly from a previous 

1.1% to 1.0%. Meanwhile market interest rates are rising sharply in spite of recently 
adopted “forward guidance” that the benchmark rate would remain low over the long-
term. Market rates have been influenced by the global impact of the Fed’s likely QE 
exit but also the reduction in excess liquidity as banks repay loans they took out from 
the ECB’s Long-Term Refinancing Operations (LTRO) in late 2011 and early 2012. 
Draghi confirmed that the ECB would adjust monetary policy if necessary in the face of 
rising market rates, saying that “we stand ready to act.” Global Insight economist 

Howard Archer said he saw “a very real chance” of an ECB rate cut to 0.25% in the 4th 
quarter. 
 
 

UNITED KINGDOM 
 

 The Markit Purchasing Managers’ Index (PMI) measuring conditions in the UK services 

sector unexpectedly increased from an already elevated 60.2 in July to 60.5, the 
highest since December 2006 and well above the 59.8 consensus forecast. The 
services sector accounts for around 78% of the UK economy. Encouragingly the PMI 
increase is attributed to a sharp rise in new business orders, which increased to their 
highest since May 1997. Chris Williamson, chief European economist at Markit said: 
“There are many reports of an ongoing strengthening of market confidence which 

helped companies convert enquiries into hard contract wins.” Surprisingly service firms 
also reported a slowdown in hiring. While dimming the prospects for a reduction in 

unemployment the data implies a rise in productivity and company profitability, at the 
same time ensuring a continuation of historical low interest rates.  

 As expected the Bank of England (BOE) kept the benchmark interest rate unchanged 
at the record low of 0.5% and made no change to its £375 billion quantitative easing 
(QE). Economic data is improving as shown by strong retail sales, consumer 

confidence, and a buoyant housing market. However, the BOE’s forward guidance is 
committed to keeping interest rates unchanged until unemployment declines to the 
7% threshold, which according to its own forecast (more optimistic than most 
economists) is only likely in 2016. Unfortunately the market does not seem to trust 
the BOE’s forward guidance, evinced by spiking government bond yields and interest 
rate futures which are pricing in rate hikes from 2015 onwards. For the time being the 
BOE’s forward guidance seems to be ineffectual, which may prompt the central bank 

to back-up its words with action, possibly including an increase in QE.   
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FAR EAST AND EMERGING MARKETS  
 

 Following 5 straight months of declines Thailand’s consumer confidence index fell to 
the lowest in 9 months from 80.3 in July to 79.3 in August. An index above 100 
indicates an improving outlook and below 100 a deteriorating outlook. The index has 
averaged 80.64 since the data series began in 1998. Confidence has been shaken by 

delays in government-led infrastructure projects, political uncertainties and falling 

agricultural prices. At the same time disposable income is being affected by price 
increases for cooking gas, electricity and expressway tolls. The government’s 
economic planning agency last month lowered its 2013 GDP growth projection from a 
previous 4.2-5.2% to 3.8-4.3%.  
 
 

SOUTH AFRICA 
 

 The RMB/ BER business confidence index fell by 6 points from 48 in the 2nd quarter to 
42 in the 3rd quarter, which suggests that almost 60% of respondents rated current 
business conditions as unsatisfactory. Business confidence fell in 3 of the 5 sector 
categories including motor dealer, wholesaler and building contractor. However, the 
manufacturing sector enjoyed an improvement with its index rising 3 points to 37, 

while the retail sector index also unexpectedly increased by 8 points to 49. Although 
there are pockets of improvement the data shows SA economic conditions remain 
challenging. 

 The Kagiso/ BER manufacturing purchasing managers’ index (PMI) unexpectedly 
increased in August by a substantial 4.3 points to 56.5 the highest since August 2007. 
The index has been above the neutral 50 threshold for 5 straight months. All sub-
indices made a positive contribution to the headline number including the employment 

index which increased to 51.2, the 1st month the sector has added jobs since 
November 2012. Encouragingly, the bulk of the increase is attributed to improvement 
in the business activity and new sales orders indices, which is indicative of an 
improved operating environment. The weaker rand has increased competitiveness of 
locally made goods, although unfortunately also contributed to rising input cost 
pressures with the price index remaining elevated following its steep increase in June.  

 Total vehicle sales fell sharply in August by -3.5% month-on-month and -0.3% year-
on-year, well below the 5.2% consensus forecast increase. Commercial vehicle sales 

fared better, rising 8.4% on the year compared with passenger vehicles which fell -
3.7%. Encouragingly, sales of medium and heavy commercial vehicles were strong, 
rising by 24% and 28.6% on the year, suggesting an increase in business investment 
spending. The slowdown in passenger sales conforms with the recent sharp slowdown 
in household credit extension, signaling weak consumer demand but more 

constructively an absence of “demand-pull” inflation. Surprisingly, in the context of the 
weaker rand and recovering export markets, exports fared poorly contracting by -
28.9% on the month and -22.9% on the year. 

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 

JSE All Share  +9.04 
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JSE Fini 15  +4.52 
JSE Indi 25  +20.10 
JSE Resi 20  - 1.10 
R/$   - 17.94 
R/€   - 18.22 
S&P 500  +15.91 

Nikkei   +35.30 

Hang Seng  - 0.26 
FTSE 100  +10.76 
DAX   +7.67 
CAC 40   +10.04 
MSCI World  +11.79 
 

 
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.   

 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 
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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 10-year Treasury bond yield increased to 2.99% on Thursday the highest level 
since July 2011 and substantially above the low of 1.61% on May 1st. The spike in 
yields is attributed to improving economic momentum and the likelihood of the Fed 
gradually exiting its quantitative easing programme. Pimco, the manager of the 
world’s largest bond fund, has suffered substantial losses since the start of the bear 
market in bonds. The Pimco Total Return Fund managed by the “Bond King” Bill Gross 
has declined in value by over $41 billion or 14% in the past 4 months through losses 

and investor withdrawals. The fund suffered $7.7 billion in redemptions in August 
alone, symptomatic of the growing asset allocation shift from bonds into equities. 

 Rising bond yields tend to be correlated with declines in equity markets but it depends 
if bond yields are rising due to inflationary pressure or due to improving economic 
growth prospects. Fortunately the current environment is benign: growth momentum 
is improving but inflationary pressure is absent.  

 Moreover the steep trajectory in bond yields is unlikely to be maintained. The “10-year 

term premium”, a model that includes interest rate expectations, growth and inflation 
rates, is currently at 0.63%, the most since May 2011 and well above the 10-year 
average of 0.23%. The reading was negative as recently as June. A positive reading 
indicates that investors are getting yields that are above fair value.  

 According to Pimco, bond yields are unlikely to rise much from current levels while the 
short-dated fed funds rate, currently at 0-0.25% is likely to remain low well into the 

future, until at least 2016. This view is in contrast to interest rate futures market 
currently pricing in a 4% fed funds rate in 2018. 

 


