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OVERBERG MARKET REPORT 
Week ending 17th May 2013 
 
 
GLOBAL  
 

 The International Energy Agency’s medium-term market report states that booming 

US shale oil production will send “shock waves” through the global oil market. 
According to the report: “The supply shock created by a surge in North American oil 
production will be as transformative to the market over the next 5 years as was the 
rise of Chinese demand over the last 15.” 

 
 

NORTH AMERICA  
 

 The Congressional Budget Office unexpectedly lowered its estimate of the budget 
deficit for 2013 by $200 billion from a previous $845 billion projected in February to 
$642 billion, the lowest deficit in 5 years. The 24% decline is attributed to higher than 
expected individual and corporate tax receipts and higher dividend receipts from 
government-controlled mortgage finance companies Fannie Mae and Freddie Mac. The 

budget deficit as a percentage of GDP will fall commensurately from a previous 5.4% 
to 4.0%, a significant improvement from 7.0% in 2012 and 10.1% in 2009. The 
budget deficit is expected to improve further over the next 2 years with the 2015 
budget now projected at just $378 billion or 2.1% of GDP. The brightening budget 
outlook means the deadline for increasing the government’s debt ceiling will be 
postponed from June to October or November.  

 The Philadelphia Fed (Philly Fed) index, a gauge of manufacturing activity in the US 

Atlantic region, unexpectedly fell from +1.3 in April to -5.2 in May well below the +2.4 
consensus forecast. The 0.0 level demarcates improvement from deterioration in 
conditions. The only sub-index to rise was the inventories index from -22.2 to +4.1 
which unfortunately suggests less scope for growth from this quarter in following 
months. The employment index dropped from -6.8 to -8.7 and the shipments index 
fell sharply from +9.1 to -8.5. Discouragingly, the forward-looking new orders index 

also fell sharply from -1.0 to -7.9.  
 The New York Fed Empire State index measuring the region’s manufacturing activity 

unexpectedly fell from +3.1 in April to -1.4 in May well below the +3.75 consensus 
forecast. Together with the Philly Fed index these data tend to be reliable lead 
indicators for national manufacturing activity. They suggest a slowdown in nationwide 
manufacturing momentum with the Institute for Supply Management (ISM) index 
likely to break next month below the key 50 level which demarcates expansion from 

contraction.  
 The headline consumer price index (CPI) fell in April by 0.4% on the month 

substantially more than the 0.2% consensus forecast, marking the biggest decline 
since December 2008. The decline is attributed primarily to the massive 8.1% month-
on-month decline in gasoline prices. On a year-on-year basis headline CPI reduced 
from 1.5% in March to just 1.1%, well below the Fed’s 2% target. Even core CPI which 
excludes food and energy prices increased by just 0.1% on the month below the 0.2% 

consensus forecast and on a year-on-year basis declined from 1.9% to 1.7% the 
lowest in 22 months. The 3-month annualized CPI which provides a useful guide to 

current trends fell sharply from 2.1% to 1.3%. The combined data raises the specter 
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of deflation and could boost the Fad’s desire to remain on its path of ultra-loose 
monetary policy for longer than previously envisaged.  

 US retail sales increased in April by 0.1% on the month well ahead of the -0.3% 
consensus forecast decline. Excluding gasoline sales which reduced due to lower 
prices, retail sales increased by an even more impressive 0.5% substantially above the 
-0.3% consensus forecast. Encouragingly sales increased in discretionary categories 

with clothes sales up 1.2% on the month, electronics sales up 0.8% and department 

store sales up 1.0%, suggesting households have absorbed the tax increases imposed 
in January. The steep decline in gasoline prices should add to the positive momentum 
in household expenditure. Meanwhile readings in February and March were revised 
upwards suggesting real consumption growth in the 1st quarter will be revised upwards 
from an annualized 3.2% to around 3.5% adding about 0.2 percentage points to GDP 
growth. Household expenditure comprises over 70% of US GDP. 

 The Fed’s cumulative asset purchases have pushed its total asset holdings to above $3 
trillion. At the same time the reserve balance held by commercial banks has increased 
by a similar amount suggesting that while the monetary base has grown there has 
been little commensurate growth in lending to the real economy. Growth in broad 
money supply (M3) remains lackluster at just 6.4% on the year, still in its range of the 
past 2 years of 4.5-6.5% growth, and in sharp contrast to 15% growth in early 2008. 
The subdued outlook for M3 is largely attributed to weak credit demand from 

companies. According to the Fed’s latest Senior Loan Officer Survey banks are 
loosening their lending standards to companies with almost 20% of banks relaxing 
standards in the 2nd quarter compared with only 6% in the 1st quarter. At the same 
time however companies are becoming more reluctant to borrow with only around 5% 
of banks reporting stronger demand in the 2nd quarter compared to nearly 20% in the 
1st quarter. The data is corroborated by the growing cash hoard of corporates 
estimated to be in excess of $3 trillion. 

 
 
CHINA  
 

 China’s growth in industrial output increased from 8.9% year-on-year in March to 
9.3% in April but below the 9.4% consensus forecast. A stronger reading had been 

anticipated based on 2 fewer working days in April last year. More meaningfully on a 
month-on-month basis industrial output increased by just 0.2% the slowest rate in a 

year. Growth in fixed-asset investment slowed from 20.9% year-on-year in the 1st 
quarter of the year to 20.6% in the 1st 4 months of the year compared with the same 
period last year, well below the 21.5% consensus forecast.  

 Economic data suggests China is unlikely to reclaim an 8% economic growth rate in 
the near-term, especially with the government under the stewardship of President Xi 

Jinping and Premier Li Keqiang determined to rebalance the economy away from 
investment towards domestic consumption. According to Li Wei a Shaghai-based 
economist with Standard Chartered: “China’s economic recovery remains weak… The 
government will stay vigilant on local-government debt, keep property-market 
controls and discourage public spending. All those measures will restrain China’s 
growth rebound.” 

 

 
JAPAN  
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 Japan’s GDP increased in the 1st quarter by 3.5% quarter-on-quarter annualized 
beating the 3.0% consensus forecast. The rebound is attributed to rising exports 
driven by a weakening yen, and increased domestic consumption. Household 
consumption which comprises around 60% of GDP contributed 2.3 percentage points 
to the increase, boosted in particular by strong demand for cars and luxury goods. 
Japan’s consumer confidence index increased for a 4th straight month from 43.1 in 

March to 44.5 in April suggesting a continuation of the positive trend in the 2nd 

quarter. 
 While consumers have been the 1st to react positively to Prime Minister Abe’s and the 

Bank of Japan’s reflationary policies, it is hoped that companies will soon follow. 
Although companies have gained increased competitiveness via the yen’s 21% 
depreciation against the dollar over the past 6 months they may wait for concrete 
results from Abe’s pledge to reduce regulations, before making investment 

commitments. Abe plans to present his government’s growth strategies in June, the 
final part of Abenomics’ “3 arrows” programme aimed at restoring economic vitality. 
The 1st 2 arrows comprise monetary easing and fiscal stimulus.  

 In an encouraging sign of rising business confidence Japan’s core machinery orders 
increased in March by a massive 14.2% on the month attributed to the yen’s 
depreciation and rising equity market. This is up from 4.2% in February and 
significantly above the 2.8% consensus forecast, marking the largest increase since 

the data series began in April 2005. The data tends to be a reliable lead indicator of 
capital spending over the following 6-9 months. 

 
 
EUROZONE  
 

 Eurozone headline consumer price inflation (CPI) fell sharply from 1.7% year-on-year 

in March to 1.2% in April the lowest in 38 months and well below the ECB’s 2.0% 
upper limit. The decline is attributed primarily to declines in fuel and telecoms prices 
of 4.6% and 5.2%. The less volatile Core CPI measure which excludes food and 
energy prices also fell sharply from 1.5% to 1.0%. The data may prompt the ECB to 
follow its recent interest rate cut from 0.75% to 0.5% with a further cut to 0.25% 
during the next few months. The ECB is tasked with maintaining price stability in the 

Eurozone and will undoubtedly be concerned by the rising risk of deflation. According 
to HIS Global Insight analyst Howard Archer: “Deflation is perhaps becoming more of 

a risk than onflation for the Eurozone, although it remains unlikely for now at least.” 
 The Eurozone trade surplus increased from €12.7 billion in March to €18.7 billion in 

April the largest since the currency bloc was formed in 1999. Although largely 
attributed to declining imports, construed as a sign of weakening import demand, 
exports showed an impressive increase. Exports increased 2.8% on the month 

showing an increase in the region’s competitiveness. Spain’s exports to markets 
outside the European Union increased 5.3% on the month and Portugal’s by 7.9%. 
These data are especially encouraging given the relative strength of the euro currency.  

 Eurozone GDP contracted in the 1st quarter by 0.2% on the quarter its 6th straight 
quarterly contraction. Although slightly worse than the 0.1% consensus forecast the 
pace of contraction slowed markedly from 0.6% in the 4th quarter last year. Italy, 
Spain, Portugal and France suffered worst with contraction of 0.5%, 0.5%, 0.3% and 

0.2% while Germany narrowly escaped recession (2 consecutive quarters of 
contraction) with positive growth of 0.1%. Unfortunately business surveys and 

continued fiscal austerity suggest that for the region as a whole the recession will 
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continue for the remainder of the year, with contraction of 0.4% in 2013 according to 
consensus forecast. 

 Fitch credit rating agency upgraded Greece’s sovereign debt rating from CCC to B- 
citing progress in paring the budget deficit and in labour reforms. The Greek 10-year 
bond yield fell by a whole percentage point on the news to 8.15% compared with over 
10% less than a fortnight ago and its lowest since June 2010 when Greece requested 

its 1st bailout. The price of the bonds increased to more than 65 cents on the euro in 

contrast to the low of 15 cents last year. The government is meeting its fiscal goals 
and therefore unlikely to need additional bailouts or incur increased austerity. While 
Greek GDP contracted in the 1st quarter by 5.3% on the year this is a slight 
improvement on the 5.7% contraction in the 4th quarter last year. Meanwhile business 
confidence surveys suggest the economy may finally be turning the corner.  
 

 
UNITED KINGDOM 
 

 Bank of England (BOE) governor Mervyn King, in his final quarterly inflation report 
before handing over to Marc Carney on the 1st July, upgraded the BOE’s outlook for 
the economy: “Today’s projections are for growth to be a little stronger and inflation a 
little weaker than we expected 3 months ago. That’s the 1st time I’ve been able to say 

that since before the financial crisis.” The report forecasts inflation will reduce from the 
current 2.8% annual rate to around 2% in 2 years’ time, below the BOE’s earlier 
forecast of 2.3%. The same report forecasts the economy is “likely to see a modest 
and sustained recovery over the next 3 years”, a more upbeat projection than the 
“slow but sustained” forecast given earlier in February.  
 

 

FAR EAST AND EMERGING MARKETS 
 

 Angola’s Economy Minister Abrahao Gourgel announced the government plans to sell 
about 33 of its 90 state-owned companies over the next 5 years in order to increase 
efficiency and cut costs. Angola is Africa’s 2nd largest producer of crude oil after 
Nigeria. The economic growth rate is forecast to slow from 7.4% in 2012 to 7.1% in 

2013 but a privatization programme would likely lift the country’s growth trajectory. 
 The African Development Bank reported that $93 billion must be spent each year in 

Sub-Saharan Africa to meet infrastructure requirements in energy, water, transport, 
and information communication technology (ICT). Only around $45 billion a year is 
currently planned according to Aurelien Mali analyst at Moody’s Sovereign Risk Group. 
The report forecasts the region’s economy will grow at an annual rate of nearly 6% 
over the next 5 years but this could increase substantially if infrastructure spending 

requirements are fully met. In this scenario the region would be the fastest growing 
region in the world.  
 

 
SOUTH AFRICA 
 

 According to the World Economic Forum’s Global Competitiveness Report: “excessive 

government bureaucracy and red tape, overregulation, corruption, dishonesty in 
dealing with public contracts, lack of transparency and trustworthiness, inability to 

provide appropriate services for the public sector and political dependence of the 
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judicial system” are undermining the level of competitiveness in SA’s business sector. 
SA slipped to 52nd place in terms of country competitiveness, down from 45th place in 
2009. Disappointingly SA ranked 5th worst in the world for the quality of its education 
system. While conditions appeared to be deteriorating at the macro-level, SA was 
placed among the best in the world for its strength of auditing and reporting 
standards, efficacy of corporate boards, protection of minority shareholders’ interests 

and the soundness of banks.  

 Net foreign equity inflows measured R8.5 billion in April more than reversing the –R1.2 
billion outflow in March and raising the net inflow for the year to date to R13.5 billion. 
This compares favourably with net equity outflows for 2012 as a whole of –R3.3 
billion. Net foreign bond inflows in April also measured R8.5 billion which although 
impressive is lower than the year-ago equivalent of R12.9 billion. For the year to date 
bond inflows are R22.5 billion compared with R85.4 billion for 2012 as a whole. 

 A report by the presidential review committee on state entities recommends “an 
overarching strategy” and “clear national framework” outlining the role of government 
as owner, executive authority, policy maker, regulator and operator of state-owned 
enterprises (SOEs). The report recommends private sector participation to deliver on 
economic and social infrastructure. Perhaps most surprisingly and encouragingly the 
report recommends the partial listing on the JSE of some SOEs and the outright 
privatization of others. 

 Growth in retail sales slowed from 3.9% year-on-year in February to 2.8% in March 
although slightly above the 2.4% consensus forecast. The strongest contributors were 
hardware, paint and glass up 4.4%, textiles, clothing and footwear up 3.8%, and 
general dealers up 3.6%. The downward trend is more pronounced on a month-on-
month basis with retail sales falling 0.9% in contrast with the 2.0% increase in 
February. Consumer confidence is likely to remain under strain over coming months 
from a combination of weak employment growth, rising indebtedness and rising 

“administered” costs. State-administered costs including fuel, electricity, school fees 
and municipal rates are expected to further impact household disposable income. 
 

 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 

JSE All Share  +5.55 
JSE Fini 15  +9.56 
JSE Indi 25  +17.49 
JSE Resi 20  - 12.13 
R/$   - 9.80 

R/€   - 7.79 
S&P 500  +15.73 
Nikkei   +44.66 
Hang Seng  +1.88 
FTSE 100  +13.39 
DAX   +9.95 
CAC 40   +9.28 

MSCI World  +12.66 
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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/$9.00 and 
seems set to weaken further, targeting the R/$ 9.50 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 
 

 The yield on the 10-year Japanese Government Bond (JGB) has increased sharply in 
the past 6 weeks from 0.45% to over 0.85% in spite of the Bank of Japan’s (BOJ) 
open-ended purchases of these bonds via its quantitative easing policy.  

 The sudden increase in yield may be attributed to rising inflationary expectations 
suggesting an early degree of success in the central bank’s pledge to end deflation and 

restore consumer price inflation to a positive 2% annual rate. This scenario is 
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supported by the yield excess of 5 year bonds over equivalent maturity inflation 
protected bonds which measures the market’s expectation of annual inflation over the 
period. This so-called “break-even” rate has increased sharply over the same period to 
around 0.4%.  

 While signaling a likely rise in inflation the upward move in bond yields also suggests a 
shift in asset allocation by investors from bonds into equities, providing a further boost 

to the strong rally in Japanese equities. 

 


