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OVERBERG MARKET REPORT 
Week ending 18th January 2013 
 
  
INTERNATIONAL 
 

 Ground-breaking to build new US homes (housing starts) increased sharply in 

December by 12.1% month-on-month to an annualised rate of 954,000 units, the 
fastest rate since June 2008. The reading more than reverses the previous month’s 
3% decline and is significantly above the 4.5% consensus forecast increase. Although 
permits for future home construction increased by a far more subdued 0.44% to an 
annualized rate of 903,000 the upward trend remains intact, attributed to 
undemanding housing valuations, record low mortgage rates, and growing demand for 

new homes. Meanwhile supply is shrinking due to the reduction in home loan 
foreclosures. The housing market is poised to provide a significant boost to the US 
economy in 2013.  

 US retail sales increased in December by 0.5% month-on-month beating the 0.2% 
consensus forecast. Sales were up 4.7% year-on-year and up 5.2% for the whole of 
2012. Core sales which strip out the more volatile automobile, gasoline and building 
material categories increased 0.6% after advancing 0.5% in November. The 2nd 

successive month of gains in core sales suggests consumer spending picked-up in the 
4th quarter and may prompt economists to raise their 4th quarter GDP forecasts. 
Consumer expenditure accounts for nearly 80% of US GDP.  

 US money supply is rising rapidly providing strong support to financial asset prices. 
The year-on-year rate of growth in the M3 broad money measure increased sharply 
from 5.4% in November to 6.4% in December, the highest in 3 ½ years. The 
acceleration in money supply is to be expected following the Fed’s doubling of its 

quantitative easing (QE) programme in November, committing to purchase $85 billion 
per month of US Treasuries and government agency mortgage backed securities. 
Equity markets are likely to remain buoyant for as long as the Fed’s QE programme 
remains in place.  

 The Philadelphia Federal Reserve Bank business activity index, a key measure of the 
US Atlantic region’s manufacturing outlook, unexpectedly contracted from +4.6 in 

December to -5.8 in January. The reading is well below the +5.8 consensus forecast 
and suggests the nation-wide Institute for Supply Management (ISM) manufacturing 

index due later this month may fail to meet expectations. Sub-indices fell sharply, 
including the new orders index from +4.9 to -4.3, the employment index from -0.2 to 
-5.2 and the shipments index from +14.7 to +0.4.  

 US industrial production increased in December by 0.3% month-on-month. Although 
well below the previous month’s 1.0% increase November’s activity was given a once-

off boost by backlog recovery following Hurricane Sandy. December’s data is also 
better than it looks as unseasonably warm weather caused a 4.8% decline in utilities 
output which subtracted nearly 0.5% from overall production. Manufacturing output 
actually increased 0.8%, following a 1.3% gain in November. Encouragingly 
manufacturing gains were broad-based, spread across most manufacturing categories 
with an especially strong 2.6% increase in motor vehicle output. Business equipment 
production increased 1.3% suggesting a long-awaited recovery in business 

investment, likely to gain further momentum this year following recent compromise 
over the “fiscal cliff”. The outlook for industrial production is positive, helped by 

rebounds in housing, the auto industry and business investment and stabilisation in 
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global demand. At the same time there is an absence of inflationary pressure, 
indicated by the industrial capacity utilization rate rising only slightly from 78.7% to 
78.8%.  

 The US Congress has until the end of February to raise the government’s debt ceiling 
from the current level of $16 trillion. It is likely the Republican-led House of 
Representatives will demand cuts in healthcare and social benefit spending in return 

for agreeing to raise the debt ceiling. Although a last minute compromise is likely, 

hence enabling the US to meet its obligations, the uncertainty over fiscal policy is 
likely to remain a continuing theme over the next 2 years, up until the Congressional 
mid-term election in 2014. Congress never passed a budget for the current financial 
year to end September 2013, relying instead on temporary appropriation bills but 
these need to be renegotiated every time. Meanwhile, the budget ceiling may only be 
raised by a nominal amount, a temporary solution which will need to be readdressed 

on a regular basis. While a US technical default is only a remote possibility, a further 
US sovereign debt downgrade is less far-fetched. 

 The cumulative Eurozone trade balance, which improved from a trade deficit of €28.6 
billion for the 1st 10 months of 2011 to a trade surplus of €61.8 billion for the same 
period in 2012, improved further in November. The trade surplus increased from €7.4 
billion in October to €11 billion in November, the highest on record and better than 
expected. The improved data suggests the region’s competitiveness is improving and 

may have boosted 4th quarter GDP. Italy, the Eurozone’s 3rd largest economy, 
recorded an impressive trade surplus of €2.4 billion, about the same as October and 
puts the country on course to deliver a trade surplus for the whole of 2012 of around 
€8-10 billion, the highest in 10 years. A central objective of Eurozone structural 
reforms is to boost GDP growth via improved export competitiveness.  

 Eurozone industrial production unexpectedly declined in November by 0.3% month-
on-month, well below the 0.2% consensus forecast increase. This marks the 3rd 

successive monthly decline and follows a sharp 1.0% decline in October. Production 
has fallen 3.5% since August and is now at its lowest level since April 2010. Italian 
and Spanish production was especially weak, each declining year-on-year by over 7% 
compared with an aggregate Eurozone decline of 3.7%. France and Germany managed 
small monthly production gains but over the year both are showing declines of around 
3%. Industrial output’s negative contribution to GDP will be partially offset by the 

trade surplus but on balance the Eurozone seems likely to remain in recession over the 
current quarter. The European Central Bank forecasts the Eurozone contracted 0.5% 

in 2012 and will contract a further 0.3% in 2013.  
 China’s economic growth accelerated from a year-on-year rate of 7.4% in the 3rd 

quarter to 7.9% in the 4th quarter, above the 7.8% consensus forecast and marks the 
1st year-on-year acceleration since the 4th quarter 2010. Retail sales increased 15.2%, 
slightly above the 15.1% consensus forecast and industrial output increased 10.3%, 

also slightly above the 10.2% consensus forecast. Fixed investment growth of 20.6% 
was in line with expectations. The data supports the view that China’s economy is 
rebounding from its 2-year slowdown prompting economists to raise their growth 
forecasts for 2013 to around 8%.  

 China’s house prices increased in December for a 7th straight month, gaining 0.47% 
month-on-month following November’s 0.33% increase. On a year-on-year basis 
prices increased 0.29%, marking the 1st year-on-year increase since February. House 

prices are rebounding in spite of government policy to cool the property market via 
restrictions on the number of homes that can be owned and tighter lending regulations 

as well as potential increases in property taxes. The government is anxious that 
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reduced housing affordability may spark social unrest and is keen to avoid a 2008-US-
style housing bust. The trend in house prices may restrict the central bank from 
further easing in monetary policy.  

 Japan’s machinery orders increased in November by 3.9% month-on-month, well 
above the 0.3% consensus forecast. The data is especially encouraging as it marks the 
period prior to the re-election of the Liberal Democratic Party and Prime Minister 

Shinzo Abe and the change in government policy towards aggressive monetary and 

fiscal stimulus. Moreover, machinery orders from overseas increased 17.0% month-
on-month, the largest gain since August 2011 attributed to large orders for power 
generators, chemical machinery and trains. Japan’s economy contracted at an 
annualized rate of 3.5% in the 3rd quarter after contracting in the 2nd quarter, meeting 
the official definition of a recession with 2 successive quarters of negative growth. 
However, the recession is likely to be short-lived with the recent weakening in the yen 

and surge in the equity market expected to improve export competitiveness and 
business sentiment.  

 Japan’s Nikkei 225 index increased today by 2.9% its largest daily percentage gain in 
22 months. Today’s gains cap 10 straight weeks of gains, the longest winning streak 
for the index since 1987. The Nikkei has increased 25% in just 2 months since Prime 
Minister Shinzo Abe’s election, prompting overseas investors to take notice. Credit 
Suisse is the latest investment bank to upgrade Japanese equities, raising its year-end 

target for the index to 12,000. In its report Credit Suisse states that: “Fiscal and 
monetary policy is increasingly proactive. The Bank of Japan’s (BOJ) balance sheet is 
set to expand in 2013 by more than those of other central banks, even before the 
potential change in the BOJ inflation target.” 

 India’s consumer price inflation (CPI) accelerated from a year-on-year rate of 9.90% 
in November to 10.56% in December. However, wholesale price inflation (WPI) is 
decelerating, suggesting the longer-term outlook for inflation is moderating. WPI, 

which is India’s most closely watched inflation gauge, eased from 7.24% to 7.18%, 
well below the expected increase to 7.44%. The less volatile non-food manufacturing 
inflation also declined from 4.50% to 4.24%. The data suggests India may have 
reached its inflation peak and supports more aggressive easing in monetary policy in 
the months ahead to assist a recovery in economic growth. GDP growth has slowed 
from over 8% in the 2 years to end March 2011 to between 5.2-5.5% in the 1st 3 

quarters of 2012, but should pick-up as the central bank lowers its key interest rate, 
currently at 8.0%.  

 
 
SA ECONOMY 
 

 Year-on-year growth in retail sales recovered from a subdued 0.9% in October to 

3.4% in November, above the 1.5% consensus forecast. The improvement is 
attributed to especially strong sales of textiles, clothing and footwear, which increased 
8.0%. However, momentum in retail sales is likely to taper off in coming months: 
Sales by general dealers which have the biggest weighting in the data series, 
contracted for the 1st time since January 2010. Consumer confidence will be affected 
by increased inflationary pressure, which is picking-up in response to the rand’s recent 
depreciation and rising global food prices. Anxiety over job security, stemming from 

industrial unrest and layoffs in the gold and platinum mines, is also likely to dampen 
consumer confidence. With household spending being the mainstay of economic 

growth over the past 2 years, the loss in retail sales momentum suggests a lackluster 
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recovery in GDP growth in the 1st half of 2013, potentially prompting a further interest 
rate cut over the same period.   

 The Purchasing Managers’ Index (PMI) measuring conditions in the manufacturing 
sector fell from 49.5 in November to 47.4 in December. This marks the 4th successive 
month below the 50 level which demarcates expansion from contraction. The 
employment sub-index fell sharply from 52.0 to 44.7 and the new orders sub-index 

from 47.7 to 44.9. Meanwhile the outlook remains uninspiring with the PMI lead 

indicator, which expresses new sales orders as a ratio of inventories, remaining below 
1. Readings below 1 suggest companies are overstocked limiting the chance of a quick 
rebound in production. At the same time the prices paid sub-index increased from 
79.5 to 79.9 indicating a build-up in inflationary pressure in spite of sluggish activity, 
which reduces the SA Reserve Bank’s ability to assist via further interest rate cuts.  

 Mining production increased in November by 10.6% month-on-month, reversing the 

8.1% decline in October. The year-on-year decline slowed from 8% in October to 
4.5% in November. While showing a slight improvement the outlook remains uncertain 
following the decision by Anglo Platinum to temporarily shut 4 shafts and retrench 
14,000 miners. Harmony Gold’s Kusasalethu mine may follow a similar path, 
potentially retrenching an additional 6,000 miners. Unfortunately the Reserve Bank’s 
monetary policy has little influence on operating conditions in the mining sector, with 
the latest data unlikely to sway SARB policy at its upcoming policy setting meeting on 

24th January.  
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +1.82 
JSE Fini 15  +3.82 
JSE Indi 25  +2.40 
JSE Resi 20  +0.46 
R/USD   - 4.71 
S&P 500  +3.84 

Nikkei   +2.06 
Hang Seng  +3.01 

FTSE 100  +3.98 
DAX   +1.62 
CAC 40   +2.83 
MSCI World  +3.56 
 

 
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.  
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 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A 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 5.5-6.0% to a new trading range of 5.25-5.75%. 

 US and global equity markets have broken above key moving averages in the past 

month suggesting further potential 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 is clinging onto the key $108 support level, preserving its 

long-term bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It is struggling to remain above the key 
medium-term uptrend which if broken could signal a strong directional change and 
significant additional downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 
has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

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

 

 
BOTTOM LINE 

 
 The Federal Reserve is committed to purchasing $85 billion of Treasury bonds and 

mortgage-backed securities until unemployment reduces from the current 7.8% to 
below 6.5%. A pre-condition is that consumer price inflation (CPI) remains below 
2.5%, making CPI a key data point. Fortunately the inflationary outlook remains 

constructive as indicated by most recent data.  
 CPI remained unchanged in December on a month-on-month basis and for 2012 as a 

whole increased just 1.7%, the 3rd lowest rate in 10 years and significantly below the 
3% reading in 2011. Core CPI, which excludes the volatile food and energy categories, 
increased just 0.1% month-on-month, in line with consensus forecast while for the 
whole year remained benign at 1.9%. A key risk is the impact of the severe drought in 
the Midwest on food prices which increased 0.2% month-on-month for a 3rd straight 

month. However, elevated food price inflation is being counter-balanced by lower 
energy prices. The price of gasoline has declined -10% in the last quarter, reducing 

the 2012 increase to just 0.5%.  
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 The US producer price inflation (PPI) index fell in December by 0.2% month-on-
month, by more than the 0.1% consensus forecast attributed to a 1.7% decline in 
gasoline prices. Producer prices have dropped for 3 successive months, adding to 
evidence that inflationary pressures remain muted. Year-on-year PPI decelerated from 
1.5% to just 1.3%.  
 

 


