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OVERBERG MARKET REPORT 
Week ending 1st February 2013 
 
  
INTERNATIONAL 
 

 US GDP shrank in the 4th quarter 2012 at a -0.1% quarter-on-quarter annualized rate, 

the 1st decline since the 2008/09 recession and a sharp slowdown from the 3.1% 
growth recorded in the 3rd quarter. However, the detail is more encouraging: The 
underlying trend shows recovery, with economic growth of 2.2 for 2012 as a whole up 
from 1.8% in 2011. Most of the quarter’s contraction is due to a 22.2% decline in 
military spending and sharp reduction in inventories, each subtracting 1.3% from 
overall GDP growth. The inventory drawdown is attributed to uncertainty over the 

“fiscal” cliff, and disruption caused by Hurricane Sandy. In the absence of these once-
offs, GDP growth measured 2.6%, which is up on a like-for-like basis from 1.8% in the 
3rd quarter. Positive contributors were consumer spending with growth of 2.2% up 
from 1.6% in the 3rd quarter, and business investment growth of 8.4% up strongly 
from -1.8% in the 3rd quarter. Business investment has been the missing link in recent 
years with cash balances on company balance sheets rising to record highs, estimated 
at around $2 trillion. The temporary reprieve from the fiscal cliff of automatic tax 

increases and spending cuts should help unlock pent–up investment spending over 
coming quarters.  

 US personal income increased in December by 2.6% month-on-month, the largest 
increase since December 2004 and significantly ahead of the 0.8% consensus forecast. 
The big rise is however explained by dividend and bonus payments being brought 
forward ahead of anticipated year-end tax increases. Without these effects, personal 
income would have increased by a more subdued 0.5%, while a corresponding decline 

in dividends and bonuses in January and increased payroll tax rates, should largely 
reverse December’s increase.   

 The Conference Board US Consumer Confidence Index fell sharply from 66.7 in 
December to 58.6 in January, the lowest since November 2011. The decline is 
attributed to the 2% increase in the payroll tax, implemented from 1st January. As a 
result income expectations were lowered, with the balance between households 

anticipating an increase in incomes compared with those anticipating a decrease 
declining over the month from -3.5 to -9.3 the lowest in nearly 4 years. Meanwhile, 

the number of households reporting jobs being hard to find compared with those 
reporting jobs as plentiful, increased to a 4-month high, consistent with a slight rise in 
the unemployment rate from the current 7.8%. The data adds to the argument 
presented by the Federal Reserve for continued quantitative easing.  

 US durable goods orders, for items designed to last at least 3 years, increased sharply 

from growth of 0.7% month-on-month in November to 4.6% in December, also well 
above the 2.0% consensus forecast. The jump is attributed to large once-off orders for 
military and commercial aircraft, each increasing by 56.4% and 10.4% on the month. 
Core orders excluding transport nonetheless increased 1.3% on the month, marking 
the 4th consecutive monthly gain in excess of 1%. The trend in durable goods orders is 
encouraging and with the “fiscal cliff” now out of the way, suggests pent-up 
investment spending will add further momentum in the months ahead.  

 The ADP National Employment Report shows US private employers added 192,000 
jobs in January, up from 185,000 in December and well above the 165,000 consensus 

forecast. The data precedes today’s Labour Department Report, expected to show 
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overall payrolls increased 150,000 with the private sector contributing 165,000 and 
the public sector reducing by 15,000, although the ADP report suggests these 
forecasts may be exceeded. Due to new entrants into the labour force, a larger 
increase than 150,000 is required to reduce the unemployment rate below the current 
7.8% level.  

 China’s Official Purchasing Managers’ Index (PMI) measuring conditions in the 

manufacturing sector unexpectedly decreased from 50.6 in December to 50.4 in 

January, below the 51.0 consensus forecast. However, the HSBC/Markit PMI shows a 
different picture rising over the same period from 51.5 to 52.3 the highest level in 2 
years and beating both the initial estimate of 51.9 and the 52.0 consensus forecast. 
The contradiction between the two data is attributed to seasonal volatility associated 
with many workers heading home in late January for Chinese New Year. More 
meaningfully, the official PMI’s forward-looking new orders index increased from 51.2 

to 51.6 and its finished goods inventory index fell from 49.4 to 47.4 suggesting final 
demand is healthy.  

 Japan’s industrial output increased in December by 2.5% month-on-month following a 
decline of -1.4% in November, and marking the highest monthly increase since June 
2011. Output of general machinery increased 8.7% on the month, the 1st increase in 4 
months, while output of transportation equipment increased 6.9%, the 1st increase in 
2 months. The data suggests the world’s 3rd largest economy is stabilizing following a 

recovery in global demand and in anticipation of government’s pro-growth economic 
policies. Since Shinzo Abe took over as Prime Minister on 26th December his 
administration has pushed ahead with a $220 billion equivalent stimulus package, and 
central bank commitment to unlimited quantitative easing.  

 Japan’s government has upgraded its economic growth forecast for Financial Year 
2013 from a previous 1.7% to 2.5%, attributed to expected stimulus from fiscal 
spending and monetary easing. In addition, the hike in the sales tax from 5% to 8% 

planned for April 2014 is likely to accelerate spending on durable goods. The 
government forecasts consumer price inflation (CPI) will measure +0.5% in FY 2013, 
the 1st positive inflation since 2008, in response to government’s recently adopted 2% 
CPI target.  

 The European Commission Eurozone Economic Sentiment Index (ESI) increased for a 
3rd consecutive month, from an upwardly revised 87.8 in December to 89.2 in January, 

above the 88.0 consensus forecast. The improvement was broad-based with 
confidence rising in construction, services, industrial and retail sectors. Consumer 

sentiment recorded its largest monthly increase since August 2010. Nonetheless all 
sectors are recovering from depressed levels and remain in negative territory, 
consistent with contraction in GDP in 2013 in excess of -1%. Encouragingly Spain’s 
ESI increased for a 5th straight month, suggesting the economy may bounce-back 
from its -0.7% 4th quarter contraction. Financial conditions in the Eurozone continue to 

improve, shown in decreasing bond yields, rising bank deposits, and early repayment 
by several banks of ECB LTRO (Long-Term Refinancing Operation) funding provided 
last year. Speaking at the World Economic Forum in Davos, ECB President Mario 
Draghi reported that “All the indices point to substantial improvement of financing 
conditions.”  

 Germany’s Ifo Business Climate Index increased by more than expected from 102.4 in 
December to 104.2 in January, exceeding the 103.0 consensus forecast and marking 

the 3rd consecutive monthly increase. The Current Assessment Index increased from 
107.1 to 108.0 while the Business Expectations Index increased by a wider margin 

from 98.0 to 100.5. The data is consistent with annual GDP growth of around 1% in 
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the Eurozone’s largest economy, signaling a robust recovery from the 4th quarter 
slowdown.  

 Taiwan’s GDP growth accelerated from 1.0% year-on-year in the 3rd quarter 2012 to 
3.4% in the 4th quarter, above the 3.0% consensus forecast. The strong recovery, 
from a slight contraction in growth in the 2nd quarter, is attributed to rapid expansion 
in private consumption and exports. Taiwan is heavily dependent on exports, which 

contribute 70% of GDP. Exports increased in December by 9% year-on-year, in 

contrast to the -1.0% contraction in November. The data provides a useful barometer 
of the state of Taiwan’s export markets, especially China and other Far Eastern 
economies. Encouragingly, investment spending also turned positive after being 
negative for the remainder of the year. The data prompted the government to raise its 
forecast for economic growth in 2013 to 3.53%, a marked improvement from 1.25% 
growth in 2012.  

 Thailand’s consumer price inflation slowed from 3.63% year-on-year in December to 
3.39% in January, below the 3.5% consensus forecast. Core inflation which excludes 
food and fuel measured 1.59%, well below the central bank’s 3% target. With little 
sign of inflationary pressure and the baht currency trading at its highest in 17 months, 
the Bank of Thailand has scope to cut its benchmark interest rate, currently at 2.75%. 
The economy has a positive outlook with a strong currency, subdued inflation, the 
prospect of further interest rate cuts and forecasts for GDP growth of 4.9% in 2013.  

 
 
SA ECONOMY 
 

 The trade deficit decreased from R7.9 billion in November to R2.7 billion in December. 
The data however is disappointing, marking the 1st ever December trade deficit. 
December is traditionally a strong month with seasonal tourism inflows contributing 

towards a trade surplus. The trade deficit for 2012 measured R117.7 billion compared 
with R16.9 billion in 2011, causing the current account deficit to deteriorate from 
3.3% of GDP in 2011 to an expected 6.2% in 2012. Unfortunately the outlook for both 
trade and current account deficits remains bleak due to domestic supply disruptions in 
conjunction with weak external demand from Europe, SA’s main trading partner. 
Rising inflationary pressures stemming from the rand’s depreciation are likely to 

prevent the SA Reserve Bank from providing support via lower interest rates. 
 Producer price inflation (PPI) remained unchanged in December at 5.2% year-on-year, 

for a 3rd straight month in spite of the depreciating rand. In a welcome development 
agricultural food price inflation slowed from 10.1% on the year in November to 7.1% 
in December. Also helping consumers and businesses, utility input cost inflation 
including electricity gas and water, slowed from 12.6% to 11.9%. The data is likely to 
be neutral from a policy perspective, with the SA Reserve Bank expected to maintain 

its benchmark interest rate unchanged over the foreseeable future.  
 Private Sector Credit Extension (PSCE) accelerated from 9.6% year-on-year in 

November to 10.1% in December, the fastest rate in 45 months. While household 
credit extension slowed from 10.4% to 9.9%, corporate credit extension rebounded to 
a 9-month high from 9.2% to 10.0%. The “other loans and advances” category, 
comprised mainly of unsecured credit, increased by a staggering 2.9% month-on-
month and 20.4% on the year the fastest rate in over 4 years. Disappointingly 

mortgage loans showed nil growth over the month and just 1.9% growth over the 
year. While credit growth was strong in December, the outlook is less certain due to 
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easing consumer and business confidence in response to current economic 
uncertainty.  

 The SA Reserve Bank (SARB) Monetary Policy Committee left its benchmark repo 
interest rate unchanged at 5.0% in line with expectations. Although economic growth 
prospects have weakened the likelihood of any near-term rate cuts has been reduced 
by a slight increase in the SARB’s inflation projections, attributed to rising food prices, 

the impact of the weaker rand as well as rising unit labour costs. The consumer price 

inflation (CPI) projection for 2013 was raised from a previous 5.5% to 5.8%, and for 
2014 from 5.0% to 5.2%. CPI is expected to peak at 6.1% in the 3rd quarter of 2013 
before moderating to 5.1% in the 3rd quarter of 2014. The SARB meanwhile lowered 
its GDP forecast for 2013 from a previous 2.9% to 2.6% but raised it for 2014 from 
3.6% to 3.8%. A key concern is the recent spate of high wage settlements with the 
SARB arguing that further job losses are likely should “unaffordable real wage 

demands be granted while economic growth remains constrained.” Growth in nominal 
remuneration per worker increased in the 3rd quarter by 8.1% annualized, up from 
7.2% in the 2nd quarter.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +3.14 
JSE Fini 15  +3.61 
JSE Indi 25  +3.39 
JSE Resi 20  +3.73 
R/USD   - 6.27 

S&P 500  +5.04 
Nikkei   +7.15 
Hang Seng  +4.73 
FTSE 100  +6.43 
DAX   +2.15 
CAC 40   +2.51 

MSCI World  +5.00 
 

 
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.   
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 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 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 
 

 In spite of strong equity market gains over the past 3 months, the equity risk 

premium, measuring the excess return provided by the equity market over the risk-
free rate (Treasury bond yields), remains close to its all-time record high. This 

situation results from the accumulation of extreme pessimism towards equities since 
2008/09, at the same time as bond yields have been driven ever-lower by market 
fears of deflation and central bank quantitative easing (QE).  

 The equity risk premium is likely to remain elevated as the recovery in the global 
economy filters through to corporate earnings growth, at the same time as central 

banks increase the stakes in their QE policies.  
 Central banks are all-in. Mark Carney will take over as new Bank of England governor 

this year. He is likely to be more proactive and is in favour of adopting a nominal GDP 
target, where monetary policy is based on both inflation and growth as opposed to just 
inflation as has been the case for the past 20 years. Additional QE is likely from the 
BOE. 

 The US Federal Reserve reiterated this week that it will continue with its $85 billion a 

month open-ended QE for “at least as long as the unemployment rate remains above 
6.5%, inflation between 1 and 2 years ahead is projected to be no more than a half 
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percentage point above the Committee’s 2% long-run goal, and longer-term inflation 
expectations continue to be well anchored”.  

 Japan has fired its own bazooka, with the Bank of Japan pledging the “Open-Ended 
Asset Purchasing Method” committed to purchasing securities equivalent to around 
$150 billion a month, until consumer price inflation rises to 2%. 

 Unprecedented “open-ended” central bank buying of sovereign bonds is likely to keep 

respective risk-free rates at their current low levels until at least mid-2015. As a result 

the equity risk premium should remain high and therefore extremely attractive for a 
prolonged period, making equities the winning asset allocation choice in 2013.  
 

 


