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INTERNATIONAL 
 

 The season for Congressional debate on a State Budget has begun although the 

likelihood of sufficient compromise to pass a formal budget is minimal. Congress has 
not passed a formal budget for several years. President Obama is proposing additional 
tax increases on incomes exceeding $250,000 a year and the Republicans are seeking 
cutbacks in long-term entitlement spending. There is no “fiscal cliff” deadline of 
automatic tax increases and spending cuts to counteract the potential lack of 
consensus. However, the temporary suspension of the debt ceiling is scheduled to 

expire on the 17th May which can only be extended if political spoilers allow it to be.  
 US initial jobless benefit claims fell in the past week by 42,000 to 346,000 well below 

the 365,000 consensus forecast and marking the largest weekly decline since mid-
November. The level is within the traditional range normally associated with monthly 
jobs growth of around 150,000 a month, accommodating a sustainable decline in 
unemployment. The data helps allay fears sparked by last Friday’s labour report that 
employment growth is ebbing. Non-farm payrolls increased by just 88,000 in March 

the smallest monthly gain since last June, in contrast with 268,000 in February and 
substantially below the 190,000 consensus forecast. 

 Minutes from the Fed’s latest meeting show a growing consensus within the policy 
setting committee (FOMC) to begin reducing the scale of bond buying during 2013. 
According to the minutes “A few members felt that the risks and costs of purchases 
($85 billion a month), along with the improved outlook since last fall, would likely 
make a reduction in the pace of purchases appropriate around mid-year, with 

purchases ending later this year.” The minutes added that “Several others thought 
that if the outlook for labour market conditions improved as anticipated, it would 
probably be appropriate to slow purchases later in the year and to stop them by year-
end.” Continuation of the Fed’s bond purchases (quantitative easing- QE) clearly 
hinges on jobs growth, which excepting the latest March labour report, suggests a 
sustainable improvement and therefore a likely cutback in QE in the 2nd half of the 

year.  
 The big question on the minds of financial market strategists is whether US Treasury 

bond yields will spike upwards when the Fed ends its quantitative easing (QE) 
programme, expected to occur sometime over the next 12 months. Concerns are 
centered over the state of US private sector and state funding. The total domestic 
credit market surged to a peak of 366% of GDP in 2009 and has since dropped back to 
around 330%. Although total domestic credit is well above the 150% long-term 

average total domestic assets have also increased dramatically almost doubling as a 
percentage of GDP over the past 20 years to around 550% of GDP. A similar counter 
argument is relevant to US external indebtedness: while 50% of US Treasury bonds 
are held by overseas investors it needs to be stated that US domestic investors own 
sizeable overseas assets. On balance US net external liabilities are just 30% of GDP, 
and almost negligible as a percentage of total domestic assets. The data suggests the 
end of QE is unlikely to spark any collapse in the US Treasury bond market.  

 Fitch credit rating agency downgraded China’s long-term local currency debt rating 
from A+ to AA-. Fitch cited increasing risks to the country’s financial stability resulting 

from lack of transparency in local government borrowing. The accompanying 
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statement estimates total credit in China’s economy, including the so-called shadow-
banking sector, has increased from 125% of GDP at the end of 2008 to 198% at the 
end of 2012. Foreign finance minister Xiang Huaicheng said the country’s local 
government debt may have doubled from the figure stated in the government’s 2011 
National Audit.  

 China’s exports grew in March by just 10.0% year-on-year, a sharp drop from the 

previous month’s 23.6% and well below the 13.0% consensus forecast. The data 

suggests weaker than expected demand from European and US export markets. At the 
same time imports increased by 14.1% significantly above the previous month’s 5.0% 
and 6.0% consensus forecast. While commodity imports continued falling due to 
deteriorating housing and infrastructure spending demand, non-commodity imports 
surged. The data will help satisfy government policy aimed at rebalancing GDP away 
from investment spending towards greater household consumption.  

 China’s consumer price inflation (CPI) decelerated in March to 2.1% year-on-year, 
down sharply from 3.2% in February and well below the 2.5% consensus forecast. The 
decline is attributed to a sharp drop in food price inflation from 6.0% the previous 
month to 2.7%. Producer price inflation also decelerated from -1.6% in February to -
1.9% in March. With CPI well below the central bank’s 4% target the data is 
supportive of continued monetary easing, although authorities’ determination to avoid 
a housing bubble may counter-balance the need for further rate cuts. The central bank 

has drained cash from the economy for 7 straight weeks since the Chinese New Year 
season ended in mid-February, in contrast to the 2nd half of last year when it was 
injecting cash into the financial system. On balance it is likely that benchmark interest 
rates will remain unchanged for the remainder of the year.  

 Japan’s government left its overall economic assessment unchanged in its April report, 
having revised its assessment upward over each of the previous 3 months. While 
exports and industrial production are recovering at a gradual pace consumer spending 

which is the largest component of the economy is growing more rapidly. The consumer 
confidence survey increased from 43.3 in February to 44.3 in March the highest in 
over 5 years. Consumer confidence is responding well to the Bank of Japan’s (BOJ) 
decision last week to more than double its monthly asset purchases to the equivalent 
of around $75 billion a month. Although slightly less in nominal terms than the US 
Fed’s $85 billion a month, the BOJ’s quantitative easing is significantly greater than 

the Fed’s in proportion to the size of the economy.  
 The European Commission reported that Cyprus’ bailout should be increased from the 

original €17 billion agreed 2 weeks ago to €23 billion, due to revised GDP projections. 
Forecasts for economic contraction in 2013 and 2014 have been revised lower from -
3.5% to -8.7% and from -1.3% to -3.9%, leading to upward revision to the 2014 
budget deficit forecast from 3.8% to 8.0% of GDP. Most of the additional burden will 
be carried by bank depositors whose contribution to the bailout will increase from an 

initial €5.8 billion to €10.6 billion. Deposits above €100,000 will be targeted while any 
amounts below this level will be fully protected. The news is likely to cause anxiety 
among deposit holders in other Eurozone countries. It is clear that bank deposits are 
rapidly losing their traditional classification of “safe” asset class.  

 Germany’s industrial production increased in February by 0.5% month-on-month 
above the 0.4% consensus forecast. Although the previous months flat reading was 
revised lower to contraction of -0.6%, the data suggests Germany will rebound to 

show positive GDP growth in the 1st quarter of around 0.3% in contrast to -0.6% in 
the 4th quarter last year. Growth is expected to recover gradually throughout 2013. 
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Production of capital goods, traditionally regarded as a lead indicator for economic 
activity, increased 2.4% more than reversing the -1.9% decline in January.  

 The UK trade deficit unexpectedly widened from £2.5 billion in January to £3.6 billion 
in February despite Sterling’s 3.0% trade weighted depreciation over the same period. 
While the effect of currency swings on trade data is normally lagged the data is 
nonetheless disappointing adding to the likelihood of further currency weakness. The 

trade deficit for the 3 months to February amounts to £26 billion up from £24.6 billion 

in the equivalent period last year, equivalent to 6.6% of GDP. The current account 
deficit, while only 3.7% of GDP is the biggest since 1989. Sterling weakness is also 
likely as a result of more aggressive monetary easing expected from July onwards 
when Marc Carney takes over as governor of the Bank of England.  

 
 

SA ECONOMY 
 

 SA’s mining production increased in February by 7% year-on-year up from 6.7% in 
January. The slight acceleration is however due to the base effect of a weak 
comparative month last year. On a month-on-month basis mining production 
decreased -2.5% the 1st decline in 4 months. The only exceptions were precious 
metals with gold production rising to a 5 month high and platinum group metal 

production rising to a 7 month high, up 9% on the month. The recent strike at Exxaro 
coal mines signals a further month-on-month decline in overall mining production in 
March as coal accounts for over 23% of the mining production index.  

 SA’s manufacturing production fell in February by 2.9% year-on-year marking the 1st 
decline in 5 months. The decline is attributed to falls in production of iron, steel and 
machinery of -8.2% on the year, glass and non-metallic mineral products of -7.4%, 
and food and beverages of -3.7%. On a month-on-month basis manufacturing 

production fell -3.1% in contrast with the 2.1% consensus forecast increase and 
marking the biggest decline in 11 months. The general operating environment is likely 
to remain unfavourable due to high electricity costs, rising unit labour and transport 
costs.  

 The FNB/ Bureau of Economic Research consumer confidence index fell from -3 in the 
4th quarter 2012 to -7 in the 1st quarter 2013 the lowest in 9 years. All 3 sub-indices 

suffered sharp declines. The financial position index fell from +12 to +6 suggesting 
fewer consumers are expecting income growth over the near term. The durable goods 

index fell from -12 to -15 indicating further delays in plans to make large purchases. 
Of greatest concern the forward looking economic outlook index fell from -7 to -11 
signaling a deteriorating outlook for the economy in 12 months’ time. The data 
indicates that household expenditure which comprises around 60% of economic output 
is likely to moderate this year, hurt by rising inflation, high levels of consumer 

indebtedness, weak employment growth and slower public sector wage growth. As a 
result the SA Reserve Bank is unlikely to raise its benchmark interest rate in spite of 
the threat to inflation from a weakening rand.  

 Foreign investment inflows have declined compared with the same period last year. 
Foreigners disinvested from SA equities in March with net flows measuring –R5.4 
billion compared with +3.8 billion in March 2012. The bond market attracted net 
inflows of +R1.6 billion in March but 79% lower than the +R7.4 billion inflow in March 

2012. For the year to date foreign bond inflows remain strong at +R13.7 billion but 
below last year’s equivalent +R18.7 billion.  
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 0.36 
JSE Fini 15  +3.45 

JSE Indi 25  +4.24 

JSE Resi 20  - 10.10 
R/$   - 5.62 
R/€   - 5.12 
S&P 500  +11.72 
Nikkei   +30.34 
Hang Seng  - 2.45 

FTSE 100  +8.79 
DAX   +3.41 
CAC 40   +3.70 
MSCI World  +9.29 
 
 
TECHNICAL ANALYSIS 

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

longer-term trend remains dollar weakness.  
 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 has yet to hit a new all-time high and 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 needs to remain above $104 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 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 



 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07.  

Directors: Nick Downing, Gielie Fourie, Brett Birkenstock. 

have fallen steadily since mid-2012 which suggests a gradual leveling-off in the strong 
long-term upward trend.  

 Gold needs to regain the key $1750 before scaling the next medium-term target of 
$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 
gains. A break below $1550 would raise the probability of a downside move to $1450 
marking the trend-line since 1998. 

 The All Share index has increased to a new record high but is forming a “rising 

wedge”, a pattern often associated with a change in 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 
 

 Grain prices have been declining steadily since the start of the year almost entirely 
reversing the sharp spike in prices last year. The price decline is due mainly to 
favourable conditions in North and South America, leading to expectations of bumper 
harvests. Supplies are ample according to the US Department of Agriculture which 

recently revised its estimates of global stocks significantly higher.  
 The close correlation between grain prices and food price inflation suggests food price 

inflation in developed economies will continue declining as the year progresses, to well 
below 2%. The disinflationary effect is even more pronounced in emerging economies 
where agricultural produce tends to be less processed and therefore makes up a far 
higher proportion of the retail cost.  

 The downward trend in global grain prices should provide a strongly disinflationary 

tailwind, creating extra leeway for expansionary monetary policy. The trend is 
especially beneficial in emerging economies where monetary easing has been 
hamstrung in the past 6 months by stubbornly high inflation.  
 


