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OVERBERG MARKET REPORT 
Week ending 19th July 2013 
 
 
GLOBAL 
 

 Oil prices have increased steadily from their lows in mid-April with the US WTI 

benchmark rising from $86 per barrel to $105 and Brent crude increasing from $98 to 
$108. The impact on global GDP depends largely on whether the price increase results 
from a supply shock or demand pull, with the latter less damaging as it suggests 
economic growth is already enjoying positive momentum. Nonetheless even in this 
instance a $10 increase per barrel is estimated to reduce global GDP by around 0.3 
percentage points. At current levels the oil price should have a negligible effect as it is 

still around 5% below the average in 2011 and 2012. However if it rises to these 
previous levels certain economies would suffer, especially those currently experiencing 
lackluster growth or currency depreciation.  

 
 
NORTH AMERICA  

 

 A reliable lead indicator, the Fed’s Beige Book suggests economic activity will pick-up 
over the next 6 months. The anecdotal summary of regional economic conditions 
indicated a modestly improving economy driven by the housing market recovery and 
solid consumer spending. Residential real-estate activity increased “at a moderate to 
strong pace” across the country. The nationwide recovery in the home building 
industry is spilling over to other manufacturing industries: “Strong demand in 
residential construction continued to stimulate the manufacturing sector in several 

districts.” Hiring held steady or increased “at a measured pace” but there was little 
upward pressure on wages or consumer prices, an indication that inflationary 
pressures are absent.  

 The Philly Fed manufacturing survey, measuring activity along the Atlantic seaboard 
and regarded a reliable lead indicator for the nationwide Institute for Supply 
Management (ISM) survey, increased unexpectedly from +12.5 in June to +19.8 in 

July, the highest since June 2011 and significantly above the +10.0 consensus 
forecast. The sub-indices however signaled a mixed picture: The employment index 

increased from -5.4 to +7.7 a 15-month high but the new orders index decreased 
from +16.6 to +10.2. However, a large drawdown reduced the inventory index from -
6.6 to -21.6 indicating a source of likely growth in coming months as inventories are 
replenished. The survey, echoed by a similar trend in the New York Fed’s Empire State 
index, suggests manufacturing is pulling out of its recent soft patch. Expansion is likely 

in the 2nd half of the year.  
 In his semi-annual testimony to Congress Fed Chairman Ben Bernanke reiterated that 

the Fed’s quantitative easing (QE) programme of asset purchases is “by no means set 
in stone.” He added that the “economy remains vulnerable to unanticipated shocks” 
including for instance recent increases in mortgage interest rates, the potential for 
fiscal policy to be a larger than expected drag on growth, and the potential for a 
weaker than expected global economy. Bernanke also made the important distinction 

between asset purchases and interest rates, which are likely to remain low for an 
extended period after asset purchases end. The “dovish” tone of Bernanke’s testimony 

helped allay anxieties which surfaced in mid-June when the Fed first outlined its 
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“tapering” plans. Nonetheless, while incoming economic data may vary the expected 
timetable of events, the pace of asset purchases should begin tapering at the the Fed’s 
September meeting and end altogether by mid-2014, followed by the first interest rate 
hikes in 2015. These should however be gradual with the Fed Funds rate unlikely to 
exceed 1.0% by end 2015.  

 US consumer price inflation (CPI) increased in June by 0.5% month-on-month above 

the 0.3% consensus forecast and on a year-on-year basis increased to 1.8% from 

1.4% in May. However, three-quarters of the monthly increase is attributed to a 6.1% 
month-on-month increase in gasoline prices. Core CPI which excluded food and energy 
prices, and more closely watched by the Fed in determining its monetary policy, 
actually reduced on a year-on-year basis from 1.7% to 1.6% the lowest in 2 years. 
Some members of the Federal Reserve, including St. Louis Fed President James 
Bullard, believe that QE tapering may not be a good idea while core inflation is so low.  

 US industrial production, measuring output at factories, mines and utilities, increased 
in June by 0.3% month-on-month, the biggest advance since February. Meanwhile, 
the National Association of Home Builders/Wells Fargo homebuilders’ confidence index 
increased sharply from 51 in June to 57 in July the highest since January 2006. The 
index, which beat all but one forecast in a Bloomberg survey of 49 economists, has 
increased 13 points over two months, the largest back-to-back advance since 
January/February 1992.  

 
 

CHINA  
 

 China’s GDP growth slowed from 7.7% year-on-year in the first quarter to 7.5% in the 
second quarter, in line with expectations. The growth rate has slowed down in 9 of the 
past 10 quarters and prompted economists to reduce their 2013 forecasts to growth of 

between 7-7.5%. Premier Li Keqiang, keen to rebalance the economy from being 
investment-led towards more sustainable household consumption, has been pushing 
for economic reform at the expense of the growth rate. However the latest data 
suggests this rebalancing is not occurring: 5.9 percentage points of second quarter 
growth came from investment, up strongly from 2.3 percentage points in the previous 
quarter and the highest proportion since the second quarter 2011. Meanwhile the 

contribution from household consumption declined sharply over the quarter from 4.3 
to 2.5 percentage points. Household consumption only grew in the second quarter by 

5.6% on the year, indicating deterioration in China’s economic imbalances.  
 

 
JAPAN  
 

 The outcome from this weekend’s upper house elections will determine the ability of 
the Abe administration to deliver on structural reforms and its long-term growth 
strategy. If the LDP-NPK coalition wins control of the upper house with an aggregate 
vote of more than 60% this would amount to an unequivocal mandate for reform. A 
strong “third arrow” of Abenomics would propel growth prospects beyond the near 
term, and likely add a further boost to equity prices. According to opinion polls there is 
a chance Abe’s LDP party may even take control of the upper house on its own, with 

anticipated support of 59% just one percentage point off the required 60%.  
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EUROZONE  
 

 Fitch credit rating agency cut France’s long-term sovereign credit rating by one notch 
from “AAA” to “AA+”, citing a deteriorating debt outlook and an uncertain economic 
environment. The uncertain outlook is attributed to weaker economic output, rising 
unemployment, budget deficits and subdued external demand. Fitch announced that 

risks to fiscal projections “lie mainly to the downside”, adding that: “A debt ratio that 

is higher for longer reduces the fiscal space to absorb further adverse shock.” The 
downgrade follows similar downgrades by Standard & Poor’s and Moody’s rating 
agencies last year. Both have France on a “Negative” outlook, indicating the potential 
for a further rating downgrade.  

 In the wake of France’s credit rating downgrade, Fitch cut the credit rating of the 
European Financial Stability Facility (EFSF) by one notch from “AAA” to “AA+”. Fitch 

attributed the decision to its rating cut earlier in the week of the Eurozone’s 2nd largest 
economy: “EFSF’s ratings rely on the irrevocable and unconditional guarantees and 
over-guarantees provided by euro-member states.” The EFSF’s creditworthiness 
depends on the ratings of the region’s top-rated guarantors, including Germany, the 
Netherlands, Austria, Finland, Luxembourg, and France which excepting the latter all 
have “AAA” ratings. The EFSF will be replaced during 2014 by the European Stability 
Mechanism (ESM) but if the ESM’s guarantors remain the same its rating is also likely 

to be downgraded. Lower EFSF/ ESM credit ratings may lead to rising funding costs, 
which in turn would be passed onto bailout recipients.  

 The Eurozone’s exports fell in May by 2.3% month-on-month marking the second 
steep decline in a row. In an environment of rising unemployment, low wage growth 
and slack household consumption amid continued government austerity the Eurozone 
is especially dependent on an export driven recovery, so the data is particularly 
disappointing. The data confirms a continuation of the Eurozone’s recession for a 

seventh straight quarter in the quarter ended June. The IMF last week reported that it 
expects the region to contract a further 0.6% in 2013 before rebounding with growth 
of 0.9% in 2014.   

 Germany’s ZEW investor sentiment index unexpectedly fell from 38.5 in June to 36.3 
in July well below the 39.6 consensus forecast. The index is forward looking, 
measuring expectations for the German economy in 6 months’ time. More 

encouragingly the index measuring current conditions increased from 8.6 to 10.6 the 
first increase in 4 months and above the 9.0 consensus forecast. While disappointing 

the data remains consistent with a recovery in annual GDP growth to around 2.0%, a 
solid recovery from the first quarter’s -0.3% contraction. 

 Portugal’s 10-year government bond yield increased beyond 7.0% over anxiety over 
the stability of the ruling coalition government. Following the resignation of two key 
ministers President Anibal Cavaco Silva insisted that the government reach agreement 

with the Socialist opposition party. The Socialists are vociferously against further 
austerity and want the country’s bailout terms renegotiated causing a delay in 
payment of the next bailout tranche, possibly by as long as two months. The payment 
might be delayed further due to political agendas ahead of Germany’s upcoming 
general election on 22nd September.  

 A key to boosting confidence in the Eurozone bank sector lies in the ECB’s Asset 
Quality Review (AQR), a review of banks’ balance sheets planned for early 2014, 

ahead of the ECB becoming the Eurozone’s bank supervisor. The tests are likely to be 
far more strenuous and credible than earlier bank stress tests carried out by the 

European Banking Authority (EBA), as data will be collected by the ECB rather than 
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national supervisors. A credible survey may offer a solid foundation for a full banking 
union. While the survey will have positive long-term ramifications, a deeper insight 
into the health of banks may turn up some nasty surprises. The OECD forecasts a 
capital injection of around €400 billion may be needed, around 4.5% of Eurozone GDP. 
There is concern that significant capital shortfalls may be uncovered in France and 
Italy, which have so far escaped close scrutiny.  

 

 
UNITED KINGDOM 
 

 Minutes from the Bank of England’s (BOE) Monetary Policy Committee (MPC) show 
surprisingly, that the vote to keep quantitative easing (QE) unchanged was 
unanimous. Even new Governor Mark Carney voted against additional QE. Notably 

however, Carney developed consensus on the merits of providing “forward guidance” 
on monetary policy. The minutes suggest that while further QE is unlikely in coming 
months the BOE will adopt similar guidance to the Federal Reserve and link the 
continuation of historically low interest rates to an unemployment threshold.  

 UK retail sales increased in June by 0.2% month-on-month building on the 
exceptionally strong 2.1% increase in May. This marks the first consecutive increase 
since July 2012 and provides further evidence of a consumer-led recovery. For the 

second quarter as a whole retail sales increased 0.9% quarter-on-quarter, up from 
0.6% in the first quarter. The data echoes recent surveys of services, manufacturing 
and construction, which all showed gains in June. The data should boost prospects for 
second quarter GDP growth, perhaps to 0.6% quarter-on-quarter up from 0.3% in the 
first quarter, according to estimates from the National Institute of Economic and Social 
Research.  

 

 
FAR EAST AND EMERGING MARKETS  
 

 The Reserve Bank of India left its key benchmark interest rate unchanged at 7.25% as 
expected. However, the RBI surprised the markets with an aggressive 200 basis point 
increase to its marginal standing rate and bank rate from 8.25% to 10.25%. These 

rates are used when addressing a shortage of funds in the market. Although leaving 
the key rate unchanged the policy shift is aimed at helping shore up demand for the 

rupee, which has dropped steeply in the past two months, by 11% since early May.  
 Sub-Saharan Africa is likely to be one of the world’s fastest growing regions over the 

next 5 years. However there may be considerable disparity between economies 
heavily exposed to mining resources and the investment-led slowdown in China, 
including South Africa and Zambia, and others which are emerging as strong energy 

and agricultural producers, including Nigeria and Angola. Countries carrying large 
current account deficits, such as SA, will also struggle as global monetary policy 
normalizes and external funding becomes scarcer. SA is also facing structural 
impediments, especially rigid labour laws and increasing state interference, which will 
exacerbate an already challenging economic environment. SA’s economy may only 
grow an annual 2.5-3.0% over 2013-2015 in contrast to Nigeria and Angola with 
expected annual growth over the same period of around 7%. Kenya and Ghana may 

be hamstrung by large current account and budget deficits but nonetheless enjoy 
growth of 5-7.0%. Uganda, Rwanda, Tanzania and Mozambique are likely to enjoy the 
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strongest growth at 7-8.5%, boosted by sound balance of payments and rising 
investment in natural resource production.  

 
 

SOUTH AFRICA 
 

 The SARB while leaving the benchmark repo rate unchanged at 5.0% lowered its GDP 

growth forecasts from a previous 2.4% to 2.0% for 2013 and from 3.5% to 3.3% for 
2014. It left its consumer price inflation (CPI) forecast for 2013 unchanged at 5.9% 
but raised its forecast for 2014 from 5.2% to 5.5%. The SARB, which appears more 
concerned about inflation with risks increasingly broad-based, cited particular upside 
risk to its CPI forecasts from wage increases and rand weakness.  

 SA retail sales increased in May by 6.2% year-on-year the fastest pace in 9 months 

and far exceeding the 2.3% consensus forecast. The strongest performing retail 
sectors were clothing and footwear up 12.9% on the year, general dealers up 5.9%, 
and hardware up 5.6%. On a month-on-month basis retail sales increased 2.2%. The 
stronger than expected increase is attributed to the large petrol price cut in May, 
which boosted consumers’ disposable income. It is however unlikely that the 
immediate uptick will be sustained in the context of moderating employment and wage 
growth, and the upward pressure on prices from a weaker rand.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +4.83 

JSE Fini 15  +3.74 
JSE Indi 25  +17.64 
JSE Resi 20  - 11.19 
R/$   - 15.36 
R/€   - 14.98 
S&P 500  +18.45 

Nikkei   +42.46 
Hang Seng  - 5.79 

FTSE 100  +12.49 
DAX   +9.52 
CAC 40   +7.87 
MSCI World  +12.90 
 

 
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.  
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 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 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 

 
 The SA Reserve bank (SARB) left the repo interest rate unchanged at 5.0%. The 

market had expected the decision as there was little reaction in asset prices or the 
rand exchange rate.  

 Unfortunately it is unlikely that rates will be cut further due to the recent sharp decline 
in the rand, which has lost over 15% against the US dollar since the start of the year. 
There is a close correlation between the rand’s trade weighted exchange rate and 

inflation, which suggests a heightened upside risk to consumer price inflation, now 
expected to breach the SARB’s 3-6% target over coming months. Moreover, there is a 
close link between the repo rate and the US Fed Funds rate, currently at 0-0.25% but 
likely to start rising in 2015.  

 Based on the outlook for rising US rates and growing inflationary pressure the local 
Forward Rates Agreement market is predicting a 35% chance of a 25 basis point repo 
rate hike within the next 6 months and a 70% chance of one over the next 9 months. 

While poor 1st quarter GDP data, marking the weakest growth in 4 years, had initially 
raised expectations for more monetary stimulus, this scenario is now extremely 

unlikely. 


