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OVERBERG MARKET REPORT 
Week ending 20th April 2012 
 
  
INTERNATIONAL 
 

 In its twice yearly World Economic Outlook the IMF upgraded its 2012 global economic 

growth forecast from 3.3% to 3.5%, and for 2013 from 4.0% to 4.1%, attributed to 
recent policy efforts by eurozone leaders and a stronger US economic outlook. 
Forecasts for US growth were raised from 1.8% to 2.1% this year and 2.2% to 2.4% 
for 2013. The eurozone is expected to contract 0.3% this year but grow by 0.9% the 
following year. China is forecast to deliver 8.2% growth, accelerating to 8.8% in 2013. 
The report cites the eurozone funding crisis and a potential oil price spike as the key 

risks to recovery: “If disruptions in the euro area worsen, access to funding is likely to 
tighten everywhere.” Meanwhile prolonged oil supply disruptions emanating from Iran 
could cause a 20-30% price increase, potentially creating another depression.  

 The IMF aims to raise an additional $400 billion in new funding to deal with the 
eurozone debt crisis, which it describes as the “epicentre of potential risk.” So far $320 
billion has been raised, mainly from European economies and Japan. Contributions 
from emerging economies including China, Brazil and Russia are contingent on greater 

voting power at the IMF. The US has declined to provide further funding. US Treasury 
Secretary Timothy Geithner said Europe “has to play the dominant financial role” and 
needs to strike the right balance “between growth and austerity”.  

 US retail sales increased in March by 0.8% on the month, a slight slowdown from 
February’s 1.0% increase but well above the 0.3% consensus forecast. Sales were 
strong across the board posting gains of 0.9% for autos, 1.0% for electronics, 1.1% 
for furniture, and 3.0% for building materials. Robust retail sales, accounting for 

around 70% of GDP, support 1st quarter GDP growth forecasts in the 2.5-3.0% range. 
 The Reuters/University of Michigan US preliminary consumer sentiment index 

decreased from 76.2 in March to 75.7 for the 1st half of April, below the 76.2 
consensus forecast. The measure of how consumers view current conditions fell from 
86.0 to 80.6 its lowest level since last December. More encouragingly the measure of 
expectations of future conditions increased sharply from 69.8 to 72.5 its highest level 

since September 2009, while consumers’ 12-month economic outlook showed an even 
stronger improvement increasing increased from 79.0 to 87.0.  

 The National Association of Realtors reported US sales of previously owned homes fell 
in March by 2.6% on the month. However, the 1st quarter registered the strongest 
sales in 5 years helped by unusually mild weather, so some slowdown had been 
expected. Encouragingly, the inventory of homes on the market fell by 1.3% on the 
month to 2.37 million while homes at risk of foreclosure made up 29% of sales down 

from 34% the previous month. These positive trends should encourage price increases 
in coming months.  

 The closely watched Philadelphia Federal Reserve Bank index of business activity, a 
reliable barometer of US manufacturing, fell in April for the 1st time in 5 months. The 
index declined from 12.5 in March to 8.5 its lowest since January and below the 12.0 
consensus forecast. The new orders sub-index fell from 3.3 to 2.7 its lowest since 
September last year.   

 US initial jobless benefit claims reduced slightly in the past week from 388,000 to 
386,000 but far above the 365,000 consensus forecast. The less volatile 4-week 
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moving average, considered a better measure of labor market trends, increased by 
5,500 to 374,750 above the 370,000 consensus forecast.  

 China’s house prices fell in March for a 6th straight month, falling by 0.47% on the 
month accelerating from a 0.13% decline in February. The National Bureau of 
Statistics shows price declines are also becoming more widespread with prices in 38 
cities experiencing year-on-year declines in March, compared with 27 cities in 

February, 14 in January and 8 in December. In spite of the risk to the economy posed 

by falling house prices, the State Council remains committed to housing market 
restrictions imposed last year. These include requirements for deposits and mortgages 
as well as the number of homes each family is allowed to buy.  

 Japan’s consumer confidence increased from 39.9 in February to 40.3 in March its 
highest level since February 2011, although below the key 50.0 level which indicates 
pessimism continues to outweigh optimism. All 4 key components of the index showed 

improvement, including economic wellbeing, income growth, employment conditions 
and planned purchases of durable goods. The Cabinet Office maintained its 
assessment that “consumer confidence continues to pick-up.” 

 Germany’s Ifo business climate index unexpectedly increased from 109.8 in March to 
109.9 in April its highest level in 9 months and well above the 109.5 consensus 
forecast. Meanwhile the ZEW Center for European Economic Research investor 
confidence index, which aims to predict economic developments 6 months ahead, 

unexpectedly increased from 22.3 in March to 23.4 in April, its highest level since June 
2010 and well above the 19.0 consensus forecast. Stronger than expected data in 
spite of renewed anxiety over Italy and Spain suggests Germany will avoid recession. 
The data is attributed to 20-year low unemployment and strong domestic consumption 
as well as improving exports to faster growing Asian economies.  

 Italy’s government raised its forecast for economic contraction in 2012 from -0.4% to 
-1.2%, although still below the IMF’s -1.9%. It also raised its budget deficit target for 

2013 from 0.1% of GDP to 0.5%, but within new EU Fiscal Compact treaty limits. The 
deficit would fall to 0.1% in 2014 and zero in 2015. The IMF is more circumspect, 
forecasting a deficit of 2.4% this year, 1.5% in 2013, rising again to 1.6% in 2014.   

 Spain raised 2.54 billion euro in an auction of 2 and 10 year government bonds, above 
the 1.5-2.5 billion euro target. However, the interest rate on the 10-year bond was 
5.7% well above the 5.3% achieved at the previous auction on 4th April. Demand was 

also lower at just double the amount sold compared with a previous three-times bid to 
cover ratio. Following the auction, the market yield on 10-year bonds increased to 

5.81% but well below the 6.16% yield it briefly touched earlier in the week.  
 UK retail sales increased in March by 1.8% on the month and 3.3% on the year, both 

well above consensus forecasts of 0.4% and 1.4%. Retail sales may have increased in 
the 1st quarter by 0.8% quarter-on-quarter also well above the 0.3% consensus 
forecast. The data reinforces forecasts of positive economic growth in the 1st quarter 

following a mild contraction in the 4th quarter last year. 
 
 
SA ECONOMY 
 

 The IMF raised its forecast for SA economic growth in 2012 to 2.7% from its previous 
forecast in January of 2.5% while keeping its forecast for 2013 unchanged at 3.4%. 

The IMF report cites abating inflationary pressure as a result of lower food prices, 
which in turn could facilitate additional monetary easing. Interest rate cuts may be 

needed to address a sub-par economic growth rate and high unemployment levels. 
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Budgetary discipline is also recommended with a need to refocus spending on the 
priority areas of infrastructure, health and education.  

 Consumer price inflation (CPI) decelerated slightly from 6.1% on the year in March to 
6.0% in April. Month-on-month CPI registered 1.1%, attributed to higher fuel prices, 
increased excise duties on alcohol and tobacco, and rising housing costs. Food prices 
increased a relatively modest 0.3% on the month, helped by lower meat prices. CPI is 

expected to remain above the Reserve Bank’s 6% target limit for much of the year, 

likely to peak at 6.4% around August before declining to below the target limit 
sometime in the 2nd half of 2013. The Reserve Bank’s Monetary Policy Committee 
(MPC) has to balance its mandate of reducing stubbornly high inflation with its need to 
support fragile economic growth in an uncertain global economic environment. The 
MPC is likely to maintain an accommodative monetary policy keeping interest 
unchanged at least until risks to economic growth dissipate.  

 Retail sales increased in March by 7.2% on the year, well up from 4.2% in February 
and the 4.8% consensus forecast. All major retail sectors recorded sales growth with 
“general dealers”, “household furniture, appliances and equipment”, and “other 
retailers” showing especially strong growth of 8.7%, 7.9% and 11.4%. Although better 
than expected, retail sales are likely to slow in coming months under pressure from 
fuel costs and rising administered costs such as electricity and municipal rates. 
Momentum is already slowing with month-on-month sales recording a 2.2% decline. 

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +6.63 

JSE Fini 15  +12.43 
JSE Indi 25  +12.52 
JSE Resi 20  -3.15 
R/USD   +2.91 
S&P 500  +9.49 
Nikkei   +13.40 

Hang Seng  +13.89 
FTSE 100  +3.09 

DAX   +13.10 
CAC 40   +0.45 
MSCI World  +8.04 
 
 

TECHNICAL ANALYSIS 
 

 The US dollar has weakened after hitting resistance at $1.27 versus the euro, and 
likely to loose further ground over coming weeks.  

 The rand has restored the key R/$8.00 level suggesting further strength in the near-
term.  

 In spite of recent increases, US Treasury and UK Gilt yields remain near to all-time 

lows and are still in bull trends. 
 SA gilt yields have fallen steeply. The shorter dated R157 has broken below its 7% 

target suggesting a new trading range of between 6.5-7% over the medium term. 
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 US and global equity markets have enjoyed a powerful rally since the start of the year, 
continuing the positive trend initiated in late November. The outlook remains positive 
for most markets.  

 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 convincingly held above key support at $108 which 

restores its long-term bull trend.  
 Copper has regained its key support levels defining the medium-term bull trend. The 

copper price is traditionally a reliable barometer of global economic growth.  
 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 broken to a new all-time record high above 34,000 thereby 
restoring the bull trend. After a prolonged period of under-performance Financials are 
likely to outperform 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 2012. In 2011 the Alt-X index of small cap stocks increased 
42.6% compared with less than a 0.4% loss for the JSE All Share index. 

 

 
BOTTOM LINE 
 

 Citigroup announced that SA bonds are likely to be included in the benchmark 
Citigroup World Government Bond Index (WGBI) by October: The WGBI currently 
comprised of 22 countries, is expected to allocate SA government bonds a 0.44% 
weighting. The announcement prompted a significant decline in bond yields, falling 

around 25 basis points across all maturities beyond 6 months. The news is positive in 
terms of widening the investor base for the $88 billion equivalent SA government bond 
market, in turn reducing borrowing costs.   

 


