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OVERBERG MARKET REPORT 
Week ending 14th June 2013 
 
 
NORTH AMERICA  

 

 In spite of rising market expectations the Fed is unlikely to announce a reduction or 

so-called “tapering” in its $85 billion a month asset purchases (QE) at its upcoming 
FOMC monetary policy meeting next week. The main reason is that the economy is 
still being impacted by the effects of sequestration spending cuts. The most likely 
outcome is for the Fed to start its QE taper at the September FOMC meeting, perhaps 
from $85 to $65 billion a month. Minutes from the last meeting reveal that the Fed will 
only cease its QE programme altogether following a “substantial” improvement in the 

labour market, which suggests the programme will only end completely sometime in 
2014. Thereafter, the Fed’s accumulated holdings of Treasury bond and Mortgage-
backed securities may gradually be sold back onto the market but unlikely for several 
years and in many instances holdings may be held until maturity without being sold at 
all. Given the likelihood of a very gradual taper and that any quantitative tightening is 
many years off market anxiety over the end of unconventional monetary easing seems 
exaggerated.  

 US retail sales increased in May by 0.6% on the month, well above the 0.1% increase 
the previous month and 0.4% consensus forecast. The increase is the fastest since 
February and suggests the US consumer remains resilient despite tax increases at the 
start of the year. Auto sales were especially strong gaining 1.8% on the month the 
biggest increase in 6 months. Building materials gained 0.9% suggesting growing 
demand for home improvements. With consumer expenditure accounting for over 70% 
of US GDP, the data signals potential upside surprise for US economic growth in 

coming months. The US consumer is likely to remain buoyed by rising housing and 
equity markets at the same time as declining gasoline prices and gradual employment 
growth.  

 US initial jobless benefit claims fell in the past week by 12,000 from 346,000 to 
334,000. The less volatile 4-week moving average reduced from 352,500 to 345,250. 
Readings below 375,000 are traditionally associated with a sustained decline in the 

unemployment rate. The data follows a positive employment report released last 
Friday showing payrolls increased in May by 175,000 up from 149,000 in April and 

above the 165,000 consensus forecast. The monthly increase is nearer to the 200,000 
per month average recorded in the previous 6 months. The unemployment rate 
increased slightly from 7.5% to 7.6% in spite of increasing payrolls due to gains in the 
size of the labour force.  

 The Fed’s latest Flow of Funds Accounts show the balance sheet of US households is 

improving rapidly as a result of increased savings, deleveraging and rising equity and 
property markets. Over the last quarter total net household wealth rose back above 
the pre-2009 peak to a new record high of $70.3 trillion. Meanwhile household debt to 
disposable income declined from 112% at the end of the 4th quarter last year to 110% 
at the end of the 1st quarter, well below the 2007 peak of 134% and in line with a 
long-term sustainable rate. Household debt to assets has reduced from a 2007 peak of 
21% to 16%, the lowest since 2001. With household expenditure comprising around 

two-thirds of US GDP the rapidly improving balance sheet of households should 
provide a significant tailwind to US economic growth prospects over coming years.  
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CHINA  
 

 China’s exports increased in May by just 1% on the year the lowest since July 2012 
and well below the 7.3% consensus forecast. Imports fared even worse declining -
0.3% on the year versus a consensus forecast increase of 6.0%. According to Vice 

Minister of Commerce Zhong Shan: “The domestic economy is facing great downward 

pressure and the stable development of foreign trade still faces great challenges.” 
However Premier Li Keqiang reported that economic growth was within a “relatively 
high and reasonable range” adding that the employment outlook is stable. China’s new 
leadership is in contrast to the previous leadership, with a determination not to resort 
to stimulus measures at the 1st sign of economic slowdown.   

 

 
JAPAN  
 

 Japan’s 1st quarter economic growth rate was revised upwards from an initial estimate 
of 0.9% quarter-on-quarter to 1.0% translating into annualized growth of 4.1% up for 
the initial 3.5% estimate. The revision is attributed to gains in capital spending 
numbers. Meanwhile Japan’s government upgraded its assessment of the economy for 

a 2nd straight month in its June monthly report, from the economy “picking up slowly” 
to “picking up steadily.” The upgrade is attributed especially to improvement in 
exports and industrial production. The Cabinet’s export volume index increased 2.6% 
on the month to the highest level since August 2012 due mainly to solid US demand 
for Japanese vehicles. The government also upgraded its view on public investment, 
housing construction, corporate profits and employment.  

 The government’s quarterly business sentiment index increased from +1.0 in the 1st 

quarter to +5.9 in the 2nd quarter the highest reading since the 3rd quarter 2011. The 
data confirm that economic growth is likely to remain above the long-term trend rate, 
boosted by a weaker yen and government’s fiscal stimulus. Based on improving 
corporate profits capital investment is expected to increase in fiscal 2013 by 7.2% on 
the year, a significant upgrade from last quarter’s forecast of -6.5%.   

 The government’s monthly consumer confidence index increased from 44.5 in April to 

45.7 in May the 5th straight monthly increase, taking the index to the highest since 
May 2007. The increase is attributed to growing confidence about overall economic 

wellbeing, income growth and employment prospects. The government upgraded its 
assessment of consumer confidence for the 1st time in 2 months. Meanwhile 
expectations are rising that the Bank of Japan will succeed in bringing about an end to 
deflation. A total of 83.1% of survey respondents said the consumer price index (CPI) 
would rise over the next year, up from 82.8% last month.  

 
 
EUROZONE  
 

 Eurozone industrial production unexpectedly increased in April by 0.4% on the month 
building on the previous month’s 0.9% increase, and well ahead of the -0.2% 
consensus forecast. While Spain and Italy recorded production declines of -0.9% and -

0.3% on the month, Germany and France showed solid growth of 1.2% and 2.3%. At 
an aggregate level capital goods production increased an impressive 2.7% suggesting 

increased corporate investment confidence. However, durable consumer goods 
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production declined by -2.7% denting hopes of a consumer led recovery. Overall the 
data is encouraging which if maintained may signal an end to the region’s recession 
over coming months.  

 Germany’s Federal Constitutional Court is deliberating over a suit brought by 37,000 
citizens that the ECB’s Outright Monetary Transaction (OMT) policy of unlimited 
sovereign bond purchases is in breach of the German constitution. The objection is 

against the ECB essentially bailing out struggling Eurozone nations by buying up their 

sovereign bonds. The court is expected to deliver its verdict prior to the country’s 
parliamentary elections on 22nd September. While unlikely, a ruling that the ECB’s 
policy is in breach would require a complete rethink of the ECB’s mandate. On the 
other hand if the hearing is not resolved to the satisfaction of the German electorate it 
could in the worst case scenario culminate in Germany’s exit for the Eurozone. Opinion 
among authorities is split: While the government is fully supportive of the ECB’s 

current mandate the Bundesbank president Jens Weidman is strongly opposed to ECB 
policy stating that it “would substantially spread the solvency risk among taxpayers in 
the currency union without removing the causes of the crisis.” 

 Greece was excluded from the Morgan Stanley Composite Index (MSCI) after the 
country was demoted from developed economy to emerging economy status. It is the 
1st time a country has been demoted from the MSCI global equity index. The decision 
came after Greece failed to meet criteria regarding securities borrowing and lending 

facilities, short-selling and transferability. In spite of the Athens ASE equity index 
rising 85% since June 2012 when Prime Minister Antonis Samara formed his coalition 
government, the index is the world’s 2nd worst performer over the past 6 years, 
declining by 83% since 2007.  

 
 
UNITED KINGDOM 

 
 The UK residential property market is gaining momentum attributed to government’s 

Help to Buy scheme which although only officially starting in January 2014 has already 
received applications from 4,000 people. The scheme offers an interest free loan from 
the government for purchasing newly built properties. The Bank of England’s Funding 
for Lending Scheme has also contributed to the housing recovery by incentivizing 

commercial bank loans through lower central bank funding rates. The Royal Institution 
of Chartered Surveyors’ survey shows indices measuring expected house prices and 

activity in 3 months’ time rising to multi-month highs. The price expectation index 
increased from +12 in April to +20 in May the highest since January 2010. The sales 
expectation index increased from +21 to +30 the highest since August 2009.  

 
 

EMERGING MARKETS 
 

 The Morgan Stanley Composite Index (MSCI) promoted Qatar and the United Arab 
Emirates (UAE) from frontier market to emerging market status. According to a report 
by HSBC the upgrade could prompt equity investment inflows exceeding $430 million 
into Qatar and $370 million into Dubai and Abu Dhabi, as tracker funds and 
institutions reweight their portfolios in line with the new benchmark. MSCI cited 

Qatar’s efforts to increase limits on foreign ownership. According to Sam Vecht 
manager of the BlackRock Frontiers Investment Trust, the promotion “reflects a 

growing realization of how far these economies and their financial markets have 
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developed in recent years.” Abu Dhabi’s ADX General Index has increased 39% since 
the start of the year, the world’s 4th best performing market over the period.  

 The World Bank warned that some of the world’s fastest growing emerging economies 
are in danger of overheating and should tighten monetary or fiscal policy. The report 
said the economic growth rates in the Philippines, Thailand, Vietnam, Colombia, 
Ecuador and Ghana may be unsustainably fast. The report coincides with a steep 

decline in emerging market currencies and sovereign bonds in the past 3 weeks in 

advance of the Fed’s “tapering” of its quantitative easing (QE) programme. The 
economic boom in emerging economies has benefited from strong capital inflows 
which ensued in the environment of ultra-loose US monetary policy. The Fed’s 
eventual taper may achieve the work of emerging market governments and central 
banks being advocated by the World Bank.   

 The size of Nigeria’s economy is expected to overtake South Africa’s in around 2017 

based on current growth rates. However, Nigerian GDP measurement models are 
being modified and likely to result in an upward revision to the size of its economy. 
Similar GDP measurement modifications have led to significant increases in actual GDP 
in other emerging economies. For instance Ghana’s official GDP measure increased 
60% following its revision in 2010 and Turkey’s increased 30% following a similar 
process in 2008. Some economists are expecting Nigeria’s GDP to be revised upwards 
by up to 40% once the proposed data revision is concluded in 2014. On this basis 

Nigeria’s economy may already be the largest on the African continent.   
 

 
SOUTH AFRICA 

 
 Mining production increased in April by 3.4% on the month the 1st increase in 3 

months. An increase was expected due to the low strike-induced base in March. 

Following normalization in production the coal sector recorded the largest increase, 
rising 26.5% on the month, followed by building materials with a gain of 18% and 
copper with 7.6%. Production of platinum group metals declined -12.8% on the month 
due to renewed industrial action taking production to the lowest level since February 
2012. On a year-on-year basis aggregate mining production declined by -0.4%. 
Unfortunately the outlook is dimmed by the prospect of further labour unrest with the 

mining sector about to enter a new season of wage negotiations.  
 Following 2 consecutive months of decline manufacturing production increased in April 

by 8.4% on the month the largest increase in 5 years and the largest total production 
since the 2009 recession. On a year-on-year basis manufacturing production increased 
7.0%. The rebound is attributed to especially strong production in motor vehicles and 
parts which increased 19.2% on the month, metal products and machinery up 13.2% 
and glass and non-metallic mineral products up 12.2%. The data is encouraging and 

should be boosted further by the depreciation in the rand adding to increased 
competitiveness of locally produced goods. However, upcoming wage negotiations in 
the metal workers and motor industry sectors, together with expected electricity 
outages may limit the benefit of the weaker currency. 

 Growth in SA’s retail sales slowed from 2.7% year-on-year in March to 1.9% in April 
the slowest in 6 months. The slowdown is attributed to contraction in 3 of the 7 retail 
categories including general retailers which contracted -2.1% on the year, food and 

beverage by -3.9%, and furniture and appliance by -2.9%. Worryingly the furniture 
and appliance sector recorded its 3rd straight negative reading signaling a growing 

reluctance by consumers to spend on “big ticket” items. Recent consumer confidence 
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data confirms this trend with the index measuring the right time to buy durable goods 
falling to the lowest in 3 years. On a month-on-month basis retail sales fell -0.6% the 
3rd monthly decline in 4 months. 
 

 
KEY MARKET INDICATORS 

 

   YEAR TO DATE %  
 
JSE All Share  +1.43 
JSE Fini 15  -1.89 
JSE Indi 25  +12.23 
JSE Resi 20  - 10.67 

R/$   - 14.55 
R/€   - 15.82 
S&P 500  +14.74 
Nikkei   +19.72 
Hang Seng  - 7.81 
FTSE 100  +6.90 
DAX   +6.34 

CAC 40   +4.31 
MSCI World  +9.39 
 
 
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.  
 The shorter dated R157 SA Gilt yield has broken upwards from its medium-term 

trading range of between 5.00-5.50% to a new range of 5.75-6.25% raising the 
likelihood that the major bull trend may be close to an end. 

 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 20% decline 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 below $104 signaling a further downward 

correction to $90 and thereafter an extended downside target of $80.  
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 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 broken below the key $1550 level suggesting the end of the 11-year 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 
 

 In the context of a benign global inflation outlook the world’s major central are likely 
to keep interest rates at current levels of close to zero even though the level of 

quantitative easing may slow or “taper” in the US.  
 Consumer price inflation (CPI) in advanced economies declined to just 1.3% year-on-

year in April. Apart from the sharp inflation decline in 2009 following the global 
financial crisis this is the lowest for decades and a whole percentage point below the 
average for the past 10 years. CPI is now negative in other countries besides Japan, 
including Switzerland and Greece, and is below 1% in France and Canada.  

 The outlook is for CPI to decline even further based on the downward trend in oil and 

other commodity prices. Food price inflation is also moderating with the GSCI 
agricultural commodity price index down by around 7% since the start of the year. 
Meanwhile, unemployment remains at elevated levels averaging around 8% in 
advanced economies, in turn likely to exert downward pressure on inflation. In many 
instances real wage growth has been negative after taking CPI into account.  

 Market expectations for inflation have declined in recent months, illustrated by the 

difference between conventional government bond yields and equivalent maturity 
Inflation-Linked bond yields. The yield difference or so-called break-even rate, 

measuring expected annual CPI over the maturity of the bonds, has dropped in the US 
from a March peak of 2.6% to 2.1% and in the UK from 3.4% to 2.9%.  
 


