
 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07.  

Directors: Nick Downing, Gielie Fourie, Brett Birkenstock. 

OVERBERG MARKET REPORT 
Week ending 1st March 2013 
 
  
INTERNATIONAL 
 

 The Standard & Poor’s/ Case-Shiller 20-city home price index increased in December 

by 6.8% year-on-year, up sharply from 5.5% in November. Nationwide the home price 
index increased 7.3% in 2012 but still remains 29% below the 2006 peak. The 
stabilizing market should help fuel the housing recovery as potential buyers move their 
purchasing plans forward before prices rise further. Sales of single family homes 
increased in January by 15.6% month-on-month to a seasonally adjusted annual rate 
of 437,000 well ahead of the 381,000 consensus forecast. The inventory of homes for 

sale at the end of January was 150,000, equivalent to just 4.1 month’s supply at the 
current rate of demand, marking the lowest inventory ratio since March 2005. Besides 
buoyant home prices, rising sales are also attributed to record low mortgage interest 
rates and an improved labour market.  

 The Conference Board US Consumer Confidence Index increased for the 1st time in 4 
months from 58.4 in January to 69.6 in February, attributed to the safe passage of the 
fiscal cliff in December, a recovery in the housing market and strong rally in equities. 

The forward looking expectations index increased even more impressively from 59.9 to 
73.8. Confidence in the labour market also improved with the gap between households 
describing jobs as hard to find versus being easy to find, decreasing from 28.1 to 26.5 
substantially better than the year ago figure of 31.6.  

 US durable goods orders fell in January by 5.2% month-on-month more than 
reversing the revised 3.7% gain in December. The slowdown is due solely to a sharp 
decline in aerospace orders which are notoriously volatile. Commercial aircraft orders 

fell 34.0% on the month and defence aircraft orders by 63.8%. Core orders, excluding 
transport related orders, increased a robust 1.9% on the month, up significantly from 
1.0% in December and 1.2% in January. Non-defence capital goods orders increased 
an impressive 6.3% on the month, compared with -0.3% in December and 3.3% in 
November, attributed to a substantial 13.5% increase in machinery orders. The data 
illustrates a release of pent-up investment spending following the safe passage of the 

“fiscal cliff” in December.  
 China’s purchasing managers’ index (PMI) measuring conditions in the manufacturing 

sector unexpectedly decreased from 50.4 in January to 50.1 in February below the 
50.5 consensus forecast. The decline is attributed to a sharp decline in the forward 
looking new orders index from 51.6 to 50.1 the lowest since September. The HSBC/ 
Markit China manufacturing PMI released earlier in the week also fell unexpectedly 
from 52.3 to 50.4 well below the 52.2 consensus forecast. The decline in both PMI 

readings, although disappointing, may not necessarily indicate the start of a new 
downward trend. February is a notoriously volatile month due to the impact of the 
Chinese New Year. It is likely the March PMI numbers will rebound as manufacturing 
plants return to normal production. 

 Prime Minister Shinzo Abe nominated Haruhiko Kuroda to take over as Governor of the 
Bank of Japan (BOJ). Kuroda, the current President of the Asian Development Bank, is 
an advocate of aggressive policy action likely to accelerate the pace of the BOJ’s asset 

purchasing programme. Two BOJ deputy governors were also nominated, Kikuo Iwata 
who supports unconventional monetary policy and Hiroshi Nakaso who has hands-on 

knowledge of the BOJ’s inner workings. These nominations suggest the BOJ will pursue 
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with enthusiasm the government’s recently implemented 2% consumer price inflation 
(CPI) target and open-ended asset repurchase programme, while some market 
commentators forecast even more “dovish” central bank policy. The nominations still 
need to be approved by both houses of parliament before appointments can be 
confirmed with support from the opposition party to be announced as soon as the 5th 
March. The prospect of aggressive quantitative easing has prompted a sharp decline in 

the yen to its lowest level in 3 years. Asset repurchases are to remain open-ended 

until CPI hits 2%, which according to consensus forecast is unlikely to be achieved 
within the next 5 years.  

 The European Commission’s Eurozone Economic Sentiment Index (ESI) surveying both 
business and consumer confidence, gained for a 4th straight month from 89.5 in 
January to 91.1 in February. The improvement is attributed to a sharp increase in 
business sentiment with the industrial index rising from -13.8 to -11.2 compared with 

-18.2 as recently as October, and the services index rising from -7.7 to -5.4 compared 
with October’s -9.9. On the other hand the consumer index remained depressed 
showing only a mild improvement over the month from -23.9 to -23.6. The ESI for the 
Eurozone’s 2 largest economies increased strongly, for Germany from 99.5 to 102.0 
and for France from 88.8 to 90.1, compared with respective October readings of 94.7 
and 86.2. Italy’s ESI increased only slightly from 83.6 to 83.9 and from 81.2 over the 
4 month period. Notwithstanding a general improvement the data is consistent with a 

contraction in Eurozone GDP of around -1.0% in 2013, which may be revised lower in 
March as the ESI surveys were made prior to the inconclusive Italian election.  

 Italy’s centre-left gained control of the Lower House of the senate but failed to win an 
absolute majority in the Upper House, meaning that it must form a coalition with one 
of the other well supported parties. Unfortunately this seems unlikely as Berlusconi’s 
centre-right party is critical of Eurozone austerity prescriptions, while the comedian-
cum-politician Beppe Grillo is flatly against any coalition. Moreover his Five Star 

Movement proposes a referendum on euro membership. The stage is set for 
protracted political uncertainty with the 2 most likely scenarios being a coalition which 
concedes to a watering down of austerity policy or on the other hand another general 
election. The political uncertainty in Italy is likely to delay the Eurozone’s plans for 
closer fiscal union and explains the 4% depreciation of the euro over the past fortnight 
from €/$ 1.365 to €/$ 1.305. 

 Germany’s headline inflation rate unexpectedly eased from 1.9% year-on-year in 
January to 1.8% in February, its lowest rate since November 2010 and comfortably 

below the ECB’s 2% Eurozone ceiling. The inflation rate is likely to continue trending 
downwards due to slowing economic growth momentum and rising spare capacity in 
the economy. The data encouragingly provides the ECB with ample leeway to maintain 
its current course of ultra-accommodative monetary easing.   

 India’s economic growth rate fell sharply from 5.3% year-on-year in the 3rd quarter 

last year to 4.5% in the 4th quarter, well below the 4.9% consensus forecast. The 
slowdown is attributed to widespread weakness in agriculture, mining and 
manufacturing output, showing respective growth of 1.1%, -1.4% and 2.5%. More 
encouragingly construction spending grew by 5.8% and financing, insurance, real 
estate and business services grew by 7.9%. In his Budget speech Finance Minister 
Palaniappan Chidambaram, describing the economy as running well below the 
country’s 8% potential growth rate, forecasts a pick-up in growth to 6.1-6.7% in the 

2013-14 fiscal year.   
 Thailand’s consumer price inflation (CPI) slowed for a 2nd straight month, decelerating 

from 3.39% year-on-year in January to 3.23% in February, well below the 3.30% 
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consensus forecast. Core CPI which excludes fresh food and fuel costs was just 1.57% 
and substantially below the central bank’s 3% target. Permanent Secretary for 
Commerce Vatchari Vimooktayan reported in his formal statement that: “Inflation is at 
an appropriate level and it’s quite stable….. Price pressure is not high because of the 
government’s policy to control product prices and energy.” In spite of the benign 
inflation outlook the central bank has resisted any easing in interest rates due to 

higher than expected GDP growth data, in turn contributing to the baht’s strong rally. 

The baht has been the strongest currency this year out of the 10 Asian currencies in 
the Bloomberg-JPMorgan Asia Dollar Index. The strong baht has not deterred exports 
from rising in January by 16.1% year-on-year well ahead of the 13.5% consensus 
forecast.  

 Nigeria’s economic growth rate accelerated from 6.5% year-on-year in the 3rd quarter 
last year to 7.0% in the 4th quarter, above the 6.8% consensus forecast. Contrary to 

expectation the rapid growth rate is based on non-oil sectors. Non-oil GDP grew by 
8.2% on the year while oil-related GDP shrank by -0.8%. Growth in household 
consumption accelerated over the same periods from 9.5% to 11.0%, based on rising 
private sector credit extension and a healthy rebalancing of the economy away from 
oil related investment spending. At the same time inflation is decelerating, slowing 
from 12.0% year-on-year in December to 9.0% in January offering the prospect of 
monetary easing. Given the current growth trajectories, Nigeria’s economy is likely to 

exceed South Africa’s by 2020 making it the biggest on the continent.  
 

 
SA ECONOMY 
 

 In his Budget speech Finance Minister Pravin Gordhan raised his forecast for the 
budget deficit for the next 3 years from his earlier forecast given in October’s Medium 

Term Budget Policy Statement. The forecast budget deficit as a percentage of GDP for 
the current financial year ending March 2013 was raised from 4.8% to 5.2%, for 2014 
from 3.9% to 4.6% and for 2015 from 3.0% to 3.1%. The deterioration is due to a 
slowdown in economic growth rather than rising expenditure. The ministry lowered its 
GDP growth forecasts for the next 2 years, form 3.0% to 2.7% in 2013 and 3.8% to 
3.5% in 2014.  

 Encouragingly Pravin Gordhan pledged to slow growth in public expenditure in real 
terms, reducing his earlier forecast of 2.9% growth given in October’s Medium Term 

Budget Policy Statement to 2.3%. The reduction is made possible by the multi-year 
wage agreement with civil service unions signed last year. He also reduced the 3-year 
infrastructure budget from a previous R845 billion to R827 billion, a decline from 7.9% 
to 7.0% of GDP. As a whole the budget avoided any tax increases while displaying 
fiscal prudence, which should help to avert the credit rating downgrade which many 

had feared.  
 Growth in Private Sector Credit Extension unexpectedly decelerated from 10.1% year-

on-year in December to 8.6% in January well below the 10.3% consensus forecast. 
The slowdown is attributed to a decline in corporate lending growth which decreased 
from 10.0% to 7.5%. The other loans and advances category comprised largely of 
unsecured lending moderated to its lowest growth in 5 months but at 17.2% still 
remains elevated. In contrast mortgage lending growth remained depressed at just 

1.8%. Growth in household credit is likely to remain subdued over the year due to the 
poor economic outlook and weak consumer confidence, high existing debt levels and 

strict lending standards. As a result the SA Reserve Bank is likely to maintain the 
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benchmark interest rate at its current record low level for an extended period. A 
reversal in easing policy is only expected in 2014.   

 The trade deficit deteriorated from R2.7 billion in December to R24.5 billion in January 
the highest on record. Imports increased 15.3% year-on-year, attributed to a 31% 
increase in mineral imports and 13.7% increase in machinery imports, which together 
comprise half of total imports. At the same time exports declined by -1.3% on the 

year, marking a year-on-year decline for the 5th straight month. The poor exports data 

was exacerbated by declines of -7.9% in base metal exports and -6.4% in precious 
metal exports.  

 GDP growth increased from 1.2% quarter-on-quarter annualized in the 3rd quarter last 
year to 2.1% in the 4th quarter. The fastest growing sectors were agriculture which 
grew 10.0%, manufacturing by 5.0%, finance, real estate and business by 2.9%, and 
general government by 2.6%. In contrast mining production suffered a -9.3% 

decrease in production, shaving 0.8 percentage points from 4th quarter GDP growth. 
For 2012 as a whole GDP grew by 2.5% the slowest pace since the 2009 recession. In 
spite of an expected slowdown in household consumption GDP growth is likely to 
improve slightly in 2013 to around 2.7% helped by increased government 
infrastructure spending, private sector investment spending and a moderate pick-up in 
exports.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +1.17 
JSE Fini 15  +2.56 

JSE Indi 25  +3.50 
JSE Resi 20  - 2.89 
R/USD   - 6.97 
S&P 500  +6.20 
Nikkei   +11.20 
Hang Seng  +1.60 

FTSE 100  +7.85 
DAX   +1.70 

CAC 40   +2.55 
MSCI World  +4.98 
 
 
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 
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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 5.25-5.75% 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 has broken above the key $115 support level, suggesting a 

continuation of the bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It remains above key support levels which 
indicate a continuation of the bull trend.  

 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 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 catalyst for the 2008-09 financial crisis was excessive household debt. Since then 
through a combination of increased household savings, reluctance by banks to lend 

and mild inflation, household balance sheets have recovered significantly.  
 US household debt as a percentage of disposable income has reduced from 138% in 

2007 to its current level of 112%, the lowest since 2003. In the UK the ratio has 
dropped from 178% to 142%, also the lowest since 2003. Encouragingly, the ratio in 
financially distressed Eurozone economies is comparatively low with Spain below the 

UK at 135%, Greece at 90% and Italy at a modest 80%.  
 In most developed economies household spending contributes in excess of two-thirds 

of GDP. Since 2009 household expenditure in developed economies has been low due 
to a desire to deleverage household balance sheets and increase savings, putting a 
brake on economic recovery. However, with household finances on the mend, the 
outlook for the missing two-thirds of GDP has greatly improved. 
 


