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OVERBERG MARKET REPORT 
Week ending 10th May 2013 
 
 
GLOBAL  
 

 Average consumer price inflation (CPI) in advanced economies fell in March to 1.6% 

the lowest since mid-2010. Falling commodity prices are likely to push CPI lower in 
coming months. The oil price has declined by around 15% since the start of the year 
while the S&P GSCI agricultural raw materials price index has declined by over 5% 
over the same period. At the same time global industrial demand is lackluster while 
global spare production capacity remains abundant, a disinflationary combination. 
Continued government and private sector deleveraging are likely to keep global 

demand weak in coming months. The global composite purchasing managers’ index 
(PMI) measuring conditions in both manufacturing and services sectors fell in April to 
its lowest level since October. The disinflationary outlook should keep central banks on 
the track of ultra-loose monetary policy, ensuring a continuation of quantitative 
easing. 

 IMF Managing Director Christine Lagarde told the Economic Club of New York that: 
“Thanks to the actions of policy makers the economic world no longer looks quite as 

dangerous as it did 6 months ago.” However Lagarde also noted few signs of 
improvement in the real economy and urged central banks to maintain their 
accommodative monetary policy. She added that: “We know that inflation 
expectations are well anchored today, giving central banks greater leeway to support 
growth.” The IMF forecasts global economic growth will improve from 3.2% in 2012 to 
3.5% in 2013 and 4.1% in 2014. According to the IMF growth is being led by 
emerging economies, followed by recovering economies in particular the US, and 

trailed by Japan and the Eurozone.  
 Warren Buffett said that bonds are a “terrible” investment currently as they are 

“priced artificially” high due to the Federal Reserve’s asset repurchase preogramme. 
On the other hand he predicted that even though US equities have hit all-time highs 
this week they will go “far higher” in the long run. While equities are not as “cheap” as 
they were a few years ago, they are now “reasonably priced” and not “ridiculously” 

high as might be suggested by the strong equity gains of the past few months. Buffett 
commended the work done by Fed Chairman Ben Bernanke, calling him a “gutsy guy” 

who has done “very, very well” in keeping the US economy on the right track.  
 
 
NORTH AMERICA  

 

 Non-farm payrolls increased in April by 165,000 well above the 140,000 consensus 
forecast. In addition the payroll gains of the previous 2 months were revised upwards 
by an aggregate 114,000. The unemployment rate edged lower from 7.6% to 7.5% 
the lowest in nearly 5 years, helping allay fears that the US economy was repeating 
the pattern of the past 3 years by entering a “spring slowdown”. Construction 
employment unexpectedly declined by 6,000 but should rebound in line with 
strengthening housing data. Encouragingly retail sector employment increased by 

29,000 and leisure sector employment by an impressive 43,000 signaling a rise in 
household expenditure. Household expenditure comprises around 75% of US GDP. 

Prospects for household expenditure were boosted further by the healthy increase in 
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hourly earnings, up 0.2% month-on-month with the year-on-year increase rising from 
1.8% to 1.9%.  

 The US Institute for Supply Management (ISM) non-manufacturing index unexpectedly 
fell from 54.4 in March to 53.1 in April the 2nd consecutive monthly decline. Although 
disappointing this marks the 40th straight above the key 50 level which signals 
expansion. The employment sub-index fell from 53.3 to 52.0 and the business activity 

sub-index from 56.5 to 55.0. Encouragingly among the 4 sub-indices the forward 

looking new-orders index showed the smallest decline from 54.6 to 54.4 while the 
prices index fell sharply from 55.9 to 51.2 suggesting a sharp decline in inflationary 
pressure. A benign inflation outlook facilitates a continuation of ultra-accommodative 
monetary policy.  

 The Federal Reserve’s latest Senior Loan Officer Survey indicates commercial banks 
are continuing to loosen their lending standards. The percentage of banks reporting a 

loosening of lending standards on consumer loans and residential mortgages increased 
between the 1st quarter and the 2nd quarter from 2.5% to 7.5% and from 5% to 8%, 
respectively. The data suggests the recovery in household expenditure and in the 
housing market will continue. Encouragingly the percentage of banks reporting a 
loosening of lending standards on business loans increased even more dramatically 
over the quarter from 6% to 19%. The data is consistent with an annualized growth in 
commercial and industrial loans of around 15% by early next year, signaling double-

digit gains in business investment spending in 2014.  
 
 
CHINA  
 

 China’s exports and imports grew more than expected in April, with exports up 14.7% 
on the year and imports up 16.8%, beating the respective 10.3% and 13.9% 

consensus forecasts. However, the unexpected rise in trade is in contrast to 
purchasing managers’ indices released last week and lackluster trade data from 
China’s main trading partners, causing economists to be skeptical towards the data. 
The sudden increase in exports may be attributed to over-invoicing by exporters as a 
means of evading capital controls. The data aberration may also be due to more 
working days in April this year compared to last year.  

 China’s consumer price inflation (CPI) increased from 2.1% year-on-year in March to 
2.4% in April slightly above the 2.3% consensus forecast. The increase is attributed to 

food price inflation, up sharply from 2.7% to 4.0%. Vegetable prices increased 
dramatically by 11.2% on the month due to poor weather conditions and should fall 
back in coming weeks. Pork prices actually fell in April by 6.1% on the month, 
suggesting there is nothing ominous in the recent spike in food price inflation. Core 
CPI excluding food and energy prices decelerated further in April to 1.8% year-on-

year. Meanwhile producer price inflation remained negative marking a 14th straight 
month of year-on-year declines, decelerating further from -1.9% to -2.6%, suggesting 
an absence of inflationary pressure in the months ahead.  

 A benign inflation outlook would normally facilitate monetary policy easing but the 
central bank is hamstrung by concerns over the potential housing price bubble which 
authorities are determined to curb. If anything the central bank is more likely to adopt 
a neutral monetary policy, signaled this week by its 1st sale of 3-month bills since 

2011. According to Xu Hongcai, senior economist at China Centre for International 
Exchange, a top government think-tank: “We cannot rely too much on the central 
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bank to support the economy.” He thinks support will more likely come in the form of 
fiscal policy via tax cuts and infrastructure spending.  

 
 
JAPAN  
 

 Bank lending increased in April by 2.1% on the year continuing to accelerate from 

1.6% in January, 1.8% in February and 1.9% in March, marking the largest 
percentage gain since July 2009. The steady improvement is attributed to aggressive 
monetary easing by the Bank of Japan (BOJ). Other economic data is steadily picking-
up, including the current account which registered a surplus of ¥1.25 trillion ($12.4 
billion) in March, the largest surplus in 12 months. The data suggests the “Abenomics” 
combination of easier financial conditions and a weaker yen are having a positive 

impact on the real economy, promoting financing demand, export competitiveness and 
foreign income inflows.   

 
 
EUROZONE  
 

 ECB president Mario Draghi announced he had an “open mind” on imposing a negative 

interest rate on banks’ excess deposits held at the ECB. The purpose would be to 
penalize banks for not lending their excess deposits but it may have the undesired 
consequence of prompting banks to fast-track repayment of emergency loans provided 
by the ECB via its Long-Term Refinancing Operation (LTRO). As a result the monetary 
base may contract which would be contrary to the ECB’s intention. While the jury is 
still out on whether Mario Draghi will actually act on this policy, its mere threat may 
serve to lower interest rates and promote extra lending without any action being 

taken. The ECB’s Outright Monetary Transactions (OMT) policy pledge of unlimited 
sovereign bond purchases has had a similar “threat” effect, successful in lowering 
distressed sovereign bond yields without any bonds actually being purchased.  

 German Finance Minister Wolfgang Schaeuble said at a news conference ahead of the 
G-7 meeting in the UK this weekend that: “there’s enough room to maneuver” for 
eurozone governments in response to the region’s current recession. The comments 

signal an easing in Germany’s attitude towards austerity. France and Spain are likely 
to be given 2 extra years to meet European Union budget deficit goals while the 

Netherlands, Poland and Slovenia may be granted 1 extra year. French Finance 
Minister Pierre Moscovici noted this week “The end of the dogma of austerity.” 
Meanwhile there is increasing foreign pressure for more policy support. US Treasury 
Secretary Jack Lew said this week that Europe needs to strike the “right balance” 
between growth and austerity, adding that “We have had some success I think in 

urging them in the right direction.”  
 Germany’s industrial production unexpectedly increased in March by 1.2% on the 

month, well ahead of the -0.1% consensus forecast contraction and marking the 2nd 
straight monthly increase. Manufacturing output increased 1.4%, production of 
investment goods increased 2.1% and energy production increased an impressive 
4.0% while production in the construction sector declined -3.1% on the month. As a 
whole 1st quarter industrial production increased 0.2% on the quarter a significant 

improvement on the -2.6% decline in the 4th quarter last year, suggesting the 
economy managed to avoid a 2nd straight quarterly contraction in GDP. Heinrich Bayer 

an economist at Deutsche Postbank noted: “German industry has entered the current 
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quarter with a lot of momentum”. The Economy Ministry said improving order books 
and a likely rebound in construction “should lend impetus to industrial production in 
the coming months.” The Bundesbank forecasts the German economy will grow 0.4% 
this year and 1.9% in 2014.  
 

 

UNITED KINGDOM 

 
 Industrial production increased in March by 0.7% month-on-month well ahead of the 

0.2% consensus forecast. The strong gain is attributed to the electricity and gas sector 
which gained 2.4% the biggest increase since October, helped by the coldest March 
since 1962. Manufacturing output also gained by a stronger than expected 1.1% 
helped by increased output of computers and electronic products. The data suggests 

the economic recovery gained momentum towards the end of the 1st quarter. The 
National Institute of Economic and Social Research estimates the economy grew in the 
3 months ended April by 0.8% 3 month-on-3 month, accelerating from 0.3% quarterly 
growth in the 1st quarter.   

 
 
FAR EAST AND EMERGING MARKETS 

 
 The Bank of Korea unexpectedly cut its benchmark interest rate from 2.75% to 2.5%, 

joining the Eurozone, Poland, India and Australia in cutting rates so far this month. 
Lee Sang-Jae an economist at Hyundai Securities noted: “What we’re seeing is 
another round of global easing from Japan to Europe, and South Korea needs similar 
action….. The rate cut will help the nation’s fight against a weak yen.” Industrial 
output fell in March by 2.6% month-on-month the biggest decline in a year, attributed 

largely to the yen-induced reduction in competitiveness.  
 The Reserve Bank of Australia (RBA) unexpectedly cut its benchmark interest rate 

from 3.0% to 2.75% lower than at the height of the financial crisis in 2009. In the 
accompanying statement the RBA cited currency strength with the Aussie dollar at its 
strongest in 30 years and its effect on manufacturers and exports. The RBA has 
lowered its GDP growth forecasts for 2013 from 3.5% to 2.5% over the past year. 

Meanwhile consumer price inflation remains well anchored at 2.5% well within the 
RBA’s 2-3% target range. According to Rob Henderson, head of Australian economics 

at National Bank of Australia: “The door is open, so the next cut could be as early as 
June…. Our view remains that the economy will underperform, the currency will stay 
up and the RBA will come back one more time this year.” 

 
 

SOUTH AFRICA 
 

 Mining production declined in March by a worse than expected -3.5% year-on-year 
following gains of 6.7% and 6.8% in the previous 2 months. On a month-on-month 
basis production also contracted by -3.5%. The key culprits were coal production 
which comprises 23.7% of total mining output and declined -16.1% on the month, and 
platinum group metals output which comprises 24.6% of total mining output and 

declined -9.9% on the month. Both sectors were impacted by strike activity. More 
encouragingly iron ore production increased 13% on the month and manganese 

production increased 9.3% on the month to a record high. However, overall data 
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suggests that following a better start to the year the normalization in mining activity 
has lost momentum. The outlook remains bleak with the industry facing rising energy 
costs and wage costs. Wage negotiations get underway later this month and likely to 
start with union demands for double-digit wage increases. At the same time lackluster 
global demand is likely to suppress mining resource prices and in turn any plans to 
expand production capacity.  

 Manufacturing output unexpectedly fell in March by -2.2% on the year in contrast with 

the 1.8% consensus forecast increase. Output also fell on a month-on-month basis by 
-2.5% following a decline of -3.6% in February. The outlook remains constrained by 
rising cost pressures including high electricity costs, unit labour costs and transport 
and logistics costs. Production may also be hampered by the risk of renewed 
disruptions to electricity supplies following plans to run unscheduled maintenance 
programmes at many power stations during the winter months. At the same time 

demand from export markets remains lackluster especially from the Eurozone, SA’s 
largest export destination. However, a weaker rand should be supportive by boosting 
export competitiveness.  

 SA’s quarterly labour force survey shows 44,000 jobs were added in the 1st quarter. 
However, as the labour force increased by 144,000 the unemployment rate increased 
from 24.9% to 25.2%. Employment declined by 13,000 in the informal sector and by 
25,000 in the formal non-agricultural sector. Surprisingly the biggest gain occurred in 

the agricultural sector in spite of significant prescribed wage increases with the sector 
adding 54,000 jobs. Overall, while not enough to accommodate the growing labour 
force the data is encouraging showing the 1st net employment gain in the 1st quarter 
since the current data series began in 2008. The 1st quarter traditionally shows net job 
losses as temporary hiring over the December festive season is reversed.  

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +2.77 
JSE Fini 15  +6.78 

JSE Indi 25  +10.40 
JSE Resi 20  - 10.21 

R/$   - 6.90 
R/€   - 5.90 
S&P 500  +14.06 
Nikkei   +36.52 
Hang Seng  +2.45 

FTSE 100  +11.78 
DAX   +8.54 
CAC 40   +7.90 
MSCI World  +11.75 
 
 
TECHNICAL ANALYSIS 

 
 The US dollar has dropped below the key $/€ 1.30 level versus the euro confirming the 

longer-term trend remains dollar weakness.  
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 The rand has fallen through successive support levels at R/$ 8.80 and R/$9.00 and 
seems set to weaken further, targeting the R/$ 9.30 level during 2013.  

 The JP Morgan global bond yield is expected to make a final major downward move to 
a new low in the 2nd half of the year before the major bull trend which started in the 
early 1980s is completed.  

 The shorter dated R157 SA Gilt yield has broken lower from its medium-term trading 

range of between 5.25-5.75% to a new trading range of 5.00-5.55% but like global 

bond yields is also likely to be in the final phase of its major bull trend. 
 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, the S&P 
500 index is forming a “rising wedge” pattern which often precedes a trend reversal. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the recent 
descending “flag pattern” signaling a likely continuation of the recent upward move to 
a potential target of 15,000.  

 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 below $104 signaling 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 remains above key support levels but a break 
below $7,500 projects 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 the key $1550 level suggesting the end of the 11-year bull 

trend.  
 The All Share index has consolidated from its recent record highs but remains in a 

long-term upward trend. Financials are likely to continue outperforming 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 
 

 Chief investment strategist at Morgan Stanley, David Darst notes that while US equity 
markets have risen to new all-time highs they are doing so without the participation of 
retail investors, who remained intimidated by the aftermath of the 2008 financial 
crisis. Although money market mutual funds have shrunk from around $4 trillion at the 
peak of the financial crisis to around $2.57 trillion, most of the funds have gone into 
bonds rather than equities. In the most recent week for which data is available, equity 
funds lost $5.3 billion while bond funds gained $7.5 billion. Retail investor anxiety is 

attributed to political gridlock, the Eurozone sovereign debt crisis and a potential hard-
landing in China but in time this will change. According to Darst: “Nobody is buying 

stocks right now, and they will someday….. There will be a coil spring reaction.” 
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 David Darst has 6 boxes on his bear market check list. None of them are ticked which 
suggests little threat of an imminent bear market: (1) Is the Federal Reserve 
tightening monetary policy? NO (2) Are stock price valuations stretched? NO (3) Is 
investor euphoria present? NO (4) Are bond spreads widening? NO (5) Is there a 
recession looming? NO (6) Are transportation stocks, small caps and bank stocks 
retreating? NO.  

 

 


