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OVERBERG MARKET REPORT 
Week ending 16th Aug 2013 
 
 
GLOBAL 
 

 West Texas Intermediate (WTI) crude rose above $100 a barrel in early July for the 1st 

time in 10 months following Morsi’s ousting as elected leader of Egypt. Subsequent 
political turmoil in Egypt has caused the price to increase a further 8% to around $108 
a barrel. Strikes in Libya are compounding the oil supply shock with the country’s 
supply decreasing from 1.65 million barrels a day a year ago to 650,000. Libya’s oil 
production stopped completely during the revolution in 2011 causing the oil price to 
jump by $20 in the space of a fortnight. Analysts estimate Middle East uncertainty is 

contributing around $6 to the current price. Fortunately production outside the Middle 
East is rising quickly. US stockpiles remain at the top of their 5-year average with US 
crude production at 7.6 million barrels per day last week, the highest weekly total 
since December 1989. Major unconventional fossil fuel finds in Africa and Latin 
America will also assist in keeping the market balanced. Judith Dwarkin, chief 
economist at ITG Investment Research attributes higher prices to “short-term 
nervousness”, with non-Middle East production “providing a psychological and actual 

cushion.” 
 

 
NORTH AMERICA  

 
 US producer price inflation (PPI) decreased from 0.8% month-on-month in June to 

0.0% in July, well below the 0.3% consensus forecast attributed to a -0.2% change in 

energy finished goods prices. Natural gas decreased by -3.9% and gasoline by -0.8%. 
However core PPI, which excludes the volatile food and energy components, also 
registered a low figure of 0.1% versus the 0.2% consensus forecast. Passenger-car 
prices declined -1.1%, the biggest drop in 4 years. On a year-on-year basis PPI 
decreased from 2.5% to 2.1% while core PPI remained at a low 1.2%.  

 St. Louis Federal Reserve Bank President James Bullard continues to express concern 

about the recent low inflation readings, saying the Fed could lose credibility if it does 
not hit its 2% inflation target. He reiterated the view of Atlanta Federal Reserve Bank 

President Dennis Lockhart that more positive data will be required before the Federal 
Reserve (Fed) begins tapering its quantitative easing (QE) program. Chris Rupkey, 
chief financial economist at bank of Tokyo-Mitsubishi: “the focus is on too low inflation 
not too high inflation. So today’s PPI report means we are not out of the woods yet on 
those disinflation worries.” Although the Fed is widely expected to start tapering its QE 

program at the forthcoming policy meeting in September there clearly remains some 
doubt on the actual timing.  

 The US budget deficit has narrowed sharply so far this year and now stands at $607 
billion for the 1st 10 months of Financial Year 2013, a 37.6% improvement from the 
$947 billion deficit for the same period last year. For the current financial year to date 
total receipts are up 13.8% due largely to a 14.7% increase in combined individual 
income and social security taxes. Meanwhile total outlays have declined by 3.8% due 

mainly to the 24.4% decrease in unemployment insurance spending and 6.7% 
decrease in defense spending. The solid fiscal performance so far has prompted 

economists to lower their budget deficit forecasts to a consensus estimate of 3.9% of 
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GDP in 2013 and 3.2% in 2014, a substantial reduction from the peak of 10.2% in 
2009. In spite of the solid performance the US debt ceiling will be reached again in 
September or October and government faces a partial or complete shutdown on 1st 
October if there is no political compromise on how to fund its operations.  
 
 

CHINA  

 
 The Agricultural bank of China (Agbank), one of 4 state-owned lenders, signed an 

agreement with the Shanghai provincial government to provide loan credit worth 250 
billion yuan. This is a substantial amount equivalent to 12.5% of Shanghai’s GDP. 
Meanwhile the China Development Bank (CBD) has agreed to fund massive 
infrastructure borrowing by 3 mainland provincial governments, including Hebei, 

Jiangsu and Qinghai. Funding is expected to target urban infrastructure, transportation 
networks including road, railway and airports, and waterway construction projects, 
while in Shanghai the construction of China’s 2nd Disneyland. Premier Li Keqiang has 
steered clear of calling for an outright stimulus plan to boost economic growth, but 
these latest credit agreements signal a willingness to adopt “unofficial economic 
stimulus.”  

 China’s trade growth rebounded in July with exports rising 5.1% year-on-year 

reversing the -3.1% contraction in June and well ahead of the 2.0% consensus 
forecast. Exports to the US and EU, each accounting for 17% of total exports, each 
showed a strong recovery up 5.3% and 2.8% compared with 1.7% and -3.9% the 
previous month. Imports also increased sharply by 10.9% on the year compared with 
-0.5% in June. Imports of iron ore and crude oil increased sharply by 11.0% and 23% 
perhaps reflecting strengthening government support for infrastructure investment, in 
particular railways.  

 
 
JAPAN  
 

 In its monthly assessment of the economy Japan’s government said: “The economy is 
picking up steadily and there are moves towards self-sustained recovery.” 

Furthermore “Recent price developments indicate that deflation is ending”, a more 
confident outlook to last month’s assessment when it said that “deflation is easing.” 

According to the report 15 years of constant price declines are coming to an end as 
the economy posted strong growth in the 1st half of the year, backed by aggressive 
monetary easing, increased fiscal spending and prospects for pro-growth structural 
reform. Core consumer price index increased in June by 0.4% on the year, the 1st 
positive reading since April 2012 and the highest since November 2008.  

 Japan’s core private sector machinery orders fell in June by -2.7% on the month, an 
impressive performance considering the 10.5% increase in May. A far greater decline 
of -7.5% had been expected according to consensus forecast. Core orders, which are a 
key indicator of business investment confidence, increased in the 2nd quarter by an 
impressive 6.8% quarter-on-quarter. This marks the 1st quarterly increase in 5 
quarters and significantly above the -1.5% consensus forecast. Orders from 
manufacturers increased 5.6% compared with -1.7% in the 1st quarter, marking the 

1st rise in 7 quarters while orders from non-manufacturers increased 12.5% compared 
with -3.1% in the 1st quarter. Machinery orders may receive a further boost from 

government’s planned reduction in company tax rates. 
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EUROZONE  
 

 Eurozone industrial production increased in June by 0.7% on the month, more than 
reversing the -0.2% contraction in May and marking the 5th gain in 7 months. The 

improvement is attributed to strong month-on-month increases in capital goods and 

durable consumer goods orders of 2.5% and 4.9%. For the 2nd quarter as a whole 
industrial production increased by 1.2% quarter-on-quarter compared with 0.2% in 
the 1st quarter. However, the recent upturn is mainly due to rising inventories rather 
than actual orders, suggesting the pace of growth may subside in coming months. 
There is a danger of the current recovery being based on weak foundations. 

 Germany’s ZEW investor sentiment index increased strongly from 36.3 in July to 42.0 

in August, a 5-month high and well above the 39.9 consensus forecast. The current 
situation index increased from 9.4 to 18.3 the highest in 13 months. The data is 
consistent with healthy annual German GDP growth of around 2%, a substantial 
turnaround from the -0.2% contraction in the 1st quarter. According to ZEW President 
Clement Fuest: “Also supporting investors’ confidence has been robust domestic 
output and demand.” He added further that “Those polled felt there were signs that 
crucial Eurozone members might leave recession behind in the not-too-distant future.” 

 Following 18 straight months of negative growth Eurozone GDP grew in the 2nd quarter 
by 0.3% quarter-on-quarter, above the 0.1% consensus forecast. Germany and 
France grew by a better than expected 0.7% and 0.5%, while the biggest positive 
surprise was Portugal with growth of 1.1%. Italy and Spain remained recession-bound 
but at a milder than expected pace of -0.2% and -0.1%. Although welcome news, the 
broader context remains bleak. Since its 2008 peak the Eurozone economy has shrunk 
3% in contrast to the US which has grown 4%. Only Germany exceeds its previous 

peak with an increase of 2%. The stand-out is Greece which has contracted by 23% 
over the past 5 years. The region’s rate of growth is unlikely to accelerate from 
current levels with overall contraction of -0.6% in 2013 and mild growth of just 0.9% 
in 2014, according to consensus forecast. 

 Central European growth also exhibited green shoots. The region, including the Czech 
Republic, Hungary, Poland and Romania, grew in the 2nd quarter by 0.4% quarter-on-

quarter, up from 0.0% in the 1st quarter. The improvement is attributed to higher 
exports and support from greater stability in the Eurozone. Growth in the Czech 

Republic improved significantly to 0.7% on the quarter, well above forecast. Poland’s 
growth was also well above forecast at 0.3% with private consumption, services and 
industry all contributing positively. Growth in Hungary and Romania was slightly below 
forecast but nonetheless remained positive, each at 0.3%. While encouraging the 
region’s nascent recovery could be held back by continued tightening in European 

bank liquidity conditions and bank deleveraging.  
 

 
UNITED KINGDOM 
 

 Sterling and UK government borrowing costs both increased sharply in the past week 
in spite of the Bank of England’s introduction of “forward guidance” that the 

benchmark interest rate would remain at 0.5% until unemployment fell to 7%. The 
unexpected market reaction may be attributed to dissent within the BOE. According to 

policy minutes: “One member of the committee, while supportive of the adoption of 
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forward guidance, voted against the proposition in order to register his preference for 
a time horizon for the 1st inflation knockout that was shorter than proposed.” The 1st 
knockout is that the BOE will reconsider its guidance on interest rates if inflation is 
likely to breach 2.5% roughly 2 years from now. The BOE’s inability to put a cap on 
sterling and government bond yields through forward guidance raises the probability it 
will increase its quantitative easing program in the next few months.   

 The Royal Institute of Chartered Surveyors (RICS) UK house price gauge increased 

from 21 in June to 36 in July the highest since November 2006. A measure of 
enquiries from new buyers increased from 38 to 53 the most in 4 years. In addition to 
a strengthening economy housing is being supported by the government’s program to 
increase mortgage availability through its Help-to-Buy program and the Bank of 
England’s Funding-for-Lending Scheme. Encouragingly for the 1st time in the current 
cycle the price expectations measure is now above zero in all regions of the UK. 

According to the survey the average house price is expected to increase 2.0% over the 
next 12 months and more than 4.0% for each of the next 5 years, compared with 
equivalent expectations of 0.6% and 3.4% at the start of the year. Lending to 1st time 
buyers increased to a 6-year high according to the Council of Mortgage Lenders. More 
than 25,000 loans were advanced to 1st-time buyers, up 30% on the year and 
representing 46% of all house purchases.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 India’s closely watched wholesale price inflation increased sharply from 4.9% year-on-
year in June to 5.79% in July, well above the 5.0% consensus forecast. The increase is 
attributed to food price inflation which registered 9.74%. The cost of onions, a staple 
in the Indian diet, increased by 145% on the year. Meanwhile fuel group inflation 

jumped from 7.1% to 11.3% and likely to remain elevated due to severe currency 
depreciation. Unfortunately the deteriorating outlook for the Indian rupee and inflation 
is curbing the Reserve Bank of India’s ability to loosen monetary policy. The central 
bank has cut the benchmark interest rate 3 times so far this year but further rate cuts 
are unlikely until 2014 according to consensus forecast. 
 

 
SOUTH AFRICA 

 
 Growth in SA’s retail sales slowed from 6% year-on-year in May to 1.9% in June below 

the 2.4% consensus forecast. The main contributors were sales of hardware and glass 
which increased 5.3%, other retail goods including sporting goods, jewelry and books 
which increased 4.9% and, while clothing and footwear increased 4.0%. Furniture 

sales continued to underperform falling for a 5th straight month by -2.0% on the year. 
On a month-on-month basis total retail sales declined -0.2% in line with expectations. 
Retail sales have been losing momentum since 2011, a trend which is likely to persist 
over coming months due to continued pressure on disposable income from relatively 
high inflation, weak employment growth and slowing wage growth. Meanwhile 
unsecured credit extension is expected to slow further as lenders tighten credit 
criteria.  

 Growth in SA’s manufacturing production slowed from 2.1% year-on-year in May to 
0.4% in June. The decline is attributed to production declines of furniture and other 

manufactured goods of -15.1%, petroleum and chemicals of -3.9%, wood and paper 
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of -1.6%, and motor vehicles, parts and accessories of -0.1%. In contrast food and 
beverages enjoyed continued growth of 4.2% and iron, steel and machinery grew by 
6.4%. While domestic consumption spending remains subdued export demand is being 
supported by a weaker rand and improving developed market economies. On balance 
this should ensure slow but at least continued positive growth in overall manufacturing 
production during the 2nd half of the year. 

 Growth in SA’s mining production declined sharply in June by -6.2% on the year, the 

largest decline in 6 months and the 3rd in the past 4 months. The chief culprits were 
gold and platinum production which fell -14.1% and -18.9%, while diamond 
production fell -22.9%. In contrast to precious metals base metal production fared 
well with iron ore, manganese, and chromium increasing 11.4%, 11.1%, and 6.3%. 
Overall production for the 1st half of the year showed no change from the equivalent 
2012 period. Although production over the 2nd half of the year is likely to be impacted 

by wage negotiations and expected industrial unrest the effect should be less 
pronounced than last year in the wake of the Marikana tragedy. As a result 2nd half 
mine production is expected to show a moderate year-on-year increase.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +8.30 
JSE Fini 15  +5.06 
JSE Indi 25  +19.76 
JSE Resi 20  - 3.21 
R/$   - 15.76 

R/€   - 16.85 
S&P 500  +16.49 
Nikkei   +32.30 
Hang Seng  - 0.52 
FTSE 100  +9.93 
DAX   +10.03 

CAC 40   +12.42 
MSCI World  +12.67 

 
 
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.  
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 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 needs to remain above $104 in order 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 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 key $1550 and $1300 levels 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 
 

 While the rand has depreciated over 15% against the US dollar since the start of the 
year, the currency has not deviated far from its fair value according to the Purchasing 
Power Parity model. Capital flows are known to shift currencies by as much as 40% 
from fair value over the short- to medium-term before long-term equilibrium is 

restored. The chances of a pronounced fair value deviation are currently elevated by 
the global shift from emerging market to developed economy currencies. While 

developed economies are showing signs of stability following the prolonged recovery 
post the 2008/09 financial crisis, growth in emerging markets is slowing at the same 
time as inflationary pressure is rising. 

 SA is also facing unique domestic obstacles namely structural unemployment, the 
likelihood of further industrial unrest and political instability ahead of the 2014 general 

election. Foreign investors and even local investors must also be taking fright from the 
daily diet of bleak news in the press. Here are some samples from the past two days 
alone: Workers belonging to the Southern African Clothing and Textile Workers’ Union 
(SACTWU) and the National Union of Metalworkers in SA (NUMSA) are set to embark 
on a nationwide strike next week. The auditor general has given just 8 out of 144 
municipal regions a clean audit for the past financial year, the lowest in several years. 
Perhaps most shocking, an internal government survey shows that over 1400 police 

officers, many at top levels of seniority, are still in the police force in spite of having 
criminal records. Criminal records include murder, rape and assault.  

 It would come as no surprise if the rand underperforms emerging market currencies. 


