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INTERNATIONAL 
 

 The US trade deficit narrowed sharply from $48.6 billion in November to $38.5 billion 

in December, the lowest in almost 3 years and well below the $46 billion consensus 
forecast. Exports increased by $8.6 billion on the month with petroleum exports 
increasing by almost $1 billion. US oil production is booming, attributed to a 
widespread rollout of hydraulic fracturing technologies. In percentage terms exports 
gained 2.1% on the month while imports shrank by 1.5%. The positive trade data 
suggests the preliminary GDP estimate for the 4th quarter 2012 will be revised 

upwards from a quarter-on-quarter contraction of -0.1% to slight growth of 0.2%. 
 Following a combination of tax hikes, reduced tax credits and increased tax revenues, 

the budgetary fortunes of the State of California are turning around. The State is 
expected to record a budget surplus of around $1 billion in 2014/15 and as much as 
$10 billion by 2017/18. Standard & Poor’s credit rating agency recently upgraded its 
credit rating for the State from A- to A in acknowledgment of the progress being 
made. The improved outlook for California is symptomatic of a general recovery in the 

solvency of US State and local governments, attributed to increased tax receipts in 
line with a return to positive economic growth. This restored financial health is 
significant and could add to the current economic growth momentum, as expenditure 
by State and local governments comprises around 12% of GDP and employs around 
14% of the US labour force.  

 China’s authorities have banned advertising of luxury products on the country’s official 
state radio and television channels. The move is an attempt to quell growing 

frustration over the widening wealth gap and also to prevent corruption through giving 
of luxury gifts. The State Administration of Radio, Film and Television reported that 
“such ads had publicized incorrect values and helped create a bad social ethos.” The 
news prompted an immediate sell-off in the shares of luxury goods manufacturers 
including SA-listed Richemont which owns numerous luxury watch brands. Luxury 
goods sales in China have been increasing at an annualized rate of around 40% in 

recent years overtaking Japan as the world’s largest luxury goods market.  
 Japan’s GDP unexpectedly contracted in the 4th quarter 2012 by -0.1% quarter-on-

quarter versus a consensus forecast increase of 0.1%. At the same time the 3rd 
quarter contraction was revised up from -0.9% to -1.0%. However, recent leading 
indicators which signal economic conditions 3-6 months ahead, such as machinery 
orders and business surveys, indicate positive economic growth during 2013. The 
recovery is being lent extra momentum by the Bank of Japan’s pledge of aggressive 

monetary easing and government’s additional fiscal stimulus. Economic Minister Akira 
Amari said “An extra spending bill is set to pass the parliament by the end of this 
month.” He added that “We will implement it swiftly so that it will start impacting the 
economy this quarter.” 

 Japan’s official consumer confidence index, which includes household sentiment 
towards incomes and jobs, increased sharply from 39.2 in December to 43.3 in 
January. This marks the 1st increase in 5 months and the biggest ever increase in a 

single month since the data series began in 1982. The increase takes the index to its 
highest since 2007. The data indicates that Prime Minister Abe’s expansionary policies 

are having wide reaching effects well beyond the financial markets.  
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 The pace of Eurozone GDP contraction accelerated from -0.1% quarter-on-quarter in 
the 3rd quarter 2012 to -0.6% in the 4th quarter, more than the -0.4% consensus 
forecast. The southern Eurozone economies fared the worst with contraction 
deteriorating in Italy from -0.2% to -0.9%, in Spain from -0.3% to -0.7%, and 
Portugal from -0.9% to -1.8%. However the region’s 2 largest economies also fared 
worse than expected: Germany from -0.2% to -0.6% and France from -0.2% to -

0.3%. The Eurozone economy shrank in 2012 by -0.5% following growth of 1.5% in 

2011. While the data may have been disappointing, leading economic indicators such 
as purchasing managers’ indices which signal conditions 3-6 month ahead, suggest the 
outlook is improving.  

 Eurozone industrial production increased in December by 0.7% month-on-month, well 
ahead of the 0.2% consensus forecast and reversing November’s -0.7% decline. 
Production of consumer durable and non-durable capital goods increased especially 

strongly, each by 2.0% on the month, suggesting an improvement in consumer 
confidence and willingness by households to spend. While the 4th quarter as a whole 
suffered a decline in industrial production of -2.4% quarter-on-quarter, the steepest 
drop since a -9.5% quarterly decline in the 1st quarter 2009, the December data 
suggests the industrial production cycle may have bottomed-out. Recent business 
surveys and economic sentiment data indicate an improvement in growth prospects.  

 Part of the ECB’s 1st Long-Term Refinancing Operation (LTRO) launched in December 

2011, comprising subsidized 3-year ECB loans to restore confidence in interbank 
lending, has been repaid. Outstanding LTRO loans have reduced from €1.1 trillion to 
€900 billion. A further fall is expected later this month when the 2nd LTRO, launched 
in March 2012, becomes eligible for early repayment. While draining liquidity from the 
Eurozone, which may limit the growth potential of the region’s economy these early 
repayments are also a signal of rising confidence in the banking system. On balance 
the repayments should raise demand for the euro versus other currencies.  

 Beppe Grillo and his anti-establishment “5-Star Movement” which attributes Italy’s 
rising unemployment on mismanagement by Mario Monti’s technocrat government, is 
making strong gains in the opinion polls ahead of Italy’s general election in 2 weeks. 
While having little chance of winning his growing support may prevent either the 
center-left or center-right from gaining a majority, since Grillo has ruled out any 
coalition with the established parties. This plays into the hands of former Italian Prime 

Minister Silvio Berlusconi, who is planning a political comeback in the election and may 
prompt a reversal of the progress made so far by the structural reforms of Monti’s 

government. A period of uncertainty in the lead-up to the general election may prompt 
the euro and the region’s sovereign bond prices to consolidate after recent gains. 

 UK house prices increased in December by 0.9% on the month and 3.3% on the year 
marking the steepest annual increase since November 2010. London prices gained the 
most by 6.4% on the year. The improvement in the housing market is attributed to 

the Bank of England’s Funding for Lending Scheme (FLS) which rewards lenders with 
cheap funding provided the funds are extended via new loans. Mortgage approvals 
have picked-up since the FLS was initiated in August last year. In addition the UK 
Council of Mortgage Lenders reported a sharp decline in the number of properties 
taken into repossession by mortgage lenders from 8,200 in the 3rd quarter 2012 to 
7.700 in the 4th quarter, marking the lowest repossession rate since the 4th quarter 
2007.  

 India’s wholesale price inflation fell by more than expected from 7.18% year-on-year 
in December to 6.62% in January, below 7% for the 1st time in 3 years and well below 

the 6.90% consensus forecast. At the same time, the previous month’s data was left 
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unchanged, contrary to the recent trend of upward revisions. The data suggests the 
economy is past its inflation cycle peak and opens the way for more aggressive easing 
in interest rates. Having raised interest rates 13 times between 2010 and 2011, the 
Reserve Bank of India cut its benchmark rate in late January, only its 2nd rate cut in 
the current easing cycle. A further 25 basis point rate cut is expected at the next 
policy setting meeting in March.  

 Prominent institutional investor George Soros has reduced his holding in gold bullion, 

following the precious metal’s steepest quarterly price decline in over 4 years in the 4th 
quarter. Soros who called gold “the ultimate bubble” in 2011 reduced his holding in 
SPDR Gold Trust, the world’s largest gold-backed exchange traded fund by more than 
half from 1.32 million shares in the 3rd quarter to 600,000 shares in the 4th quarter. 
The growing improvement in global economic outlook has reduced gold’s appeal as a 
hedge against economic uncertainty. Rising equity markets could prompt investors to 

divert more funds from gold in the near-term. The current gold price of $1635 an 
ounce is only $10 above its 6-month low.  

 
 

SA ECONOMY 
 

 Although mining production fell in December by -7.5% on a year-on-year basis, 

production increased on the month by 1.2% marking the 2nd straight monthly 
increase. Nonetheless production fell in the 4th quarter 2012 by a massive -22.5% 
quarter-on-quarter and for 2012 as a whole by -3.1%. This marks the 7th annual 
decline in 8 years, indicating a long-term declining trend as opposed to a once-off 
deterioration linked to industrial unrest. Prospects for the local mining industry were 
exacerbated further by President Zuma’s State of the Nation speech which alluded to a 
review of mining royalty taxes. Meanwhile the outlook for prices of mining resources is 

uncertain due to fragile global demand. Poor demand fundamentals and rising 
production costs, especially labour and energy costs, are likely to prompt further cuts 
in mining output during 2013.  

 Foreign capital inflows into SA equity and bond markets have gathered momentum 
since the start of the year. Year-to-date inflows into equities have reached R4.4 billion 
and R4.5 billion into bonds.  

 President Zuma’s State of the Nation Speech offered some hint at what may be in 
store in the Budget announcement next month. He announced that government would 

be conducting a review of the tax system in order to ensure “an appropriate revenue 
base to support public spending.” This suggests new revenue sources will be required 
to fund social spending plans such as National Health Insurance due to be 
implemented in 2014, and increased infrastructure spending. The review also alludes 
to an overview of the mining royalty tax regime, adding anxiety to an already stressed 

mining sector.  
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +3.78 
JSE Fini 15  +3.21 

JSE Indi 25  +4.03 
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JSE Resi 20  +4.72 
R/USD   - 4.34 
S&P 500  +6.67 
Nikkei   +8.77 
Hang Seng  +3.34 
FTSE 100  +7.28 

DAX   +0.25 

CAC 40   +0.78 
MSCI World  +5.46 
 
 
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/$ 8.20 and R/$8.60 and 
seems set to weaken further, targeting the R/$ 9.0 level during 2013. It needs to 
return below the key R/$8.00 level to restore medium-term stability. Being the most 
liquid emerging market currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield has broken up from a descending “falling wedge” 

pattern which often signals a trend-reversal. The likely catalyst for the trend reversal 
is the renewal of central bank quantitative easing (QE). The 2 previous US QE 
programmes both triggered a sell-off in bonds as investors switched to so-called 
riskier assets.   

 The shorter dated R157 SA Gilt 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%. 

 US and global equity markets have broken above key technical resistance levels in the 

past month suggesting further gains in the near-term.  
 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 above the key $115 support level, suggesting a 

continuation of the bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It remains above key support levels which 
indicate a continuation of the bull trend.  

 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 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. 

 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 



 

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. 

Resources. Small cap stocks still offer good value relative to the All Share and likely to 
continue their outperformance in 2013.  

 
 
BOTTOM LINE 
 

 The G7 issued a joint statement reaffirming “our long standing commitment to market 

determined exchange rates.” The mild tone of this statement suggests little anxiety 
over allegations of a “currency war” that have materialized following the yen’s almost 
20% depreciation since November. There might however be more friction at the 
upcoming G20 meeting in Moscow this weekend, as in the words of a research note 
issued by Societe General “As the G20 meeting in Moscow gets underway, the battle 
lines are drawn: it isn’t G6 against Japan as much as it is G7 against G13.”  

 Aggressive loosening in monetary policy in the G7 economies may lead to rapid and 
destabilizing capital inflows into developing economies. Although foreign capital inflows 
reduce the cost of capital in developing economies, facilitating capital investment and 
the transfer of skills and technology, there are also numerous disadvantages. Rapid 
currency appreciation can distort trade balances, undermine an economy’s export 
competitiveness and lead to unsustainable current account deficits. Capital inflows can 
also exacerbate asset price bubbles. The unintended consequences including rising 

household borrowing and consumption, and rising asset prices appear positive at the 
outset but run the danger of increasing to unsustainable levels, ultimately culminating 
in a dangerous boom-bust cycle. Previous busts include the Asian financial crisis of 
1997-98 and the Eastern European crisis of 2008-09, which both followed periods of 
substantial capital inflows into those regions.   

 A disproportionate amount of funds are flowing into emerging market equity funds, 
measuring $28.6 billion for the year to date compared with a relatively moderate 

$35.5 billion into developed market equity funds.  
 


