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OVERBERG MARKET REPORT 
Week ending 22nd February 2013 
 
  
INTERNATIONAL 
 

 US consumer price inflation (CPI), closely watched by the US Federal Reserve in its 

formulation of monetary policy and a key precondition for its quantitative easing 
programme, remained unchanged in January for a 2nd straight month. The flat month-
on-month reading is attributed to a decline in gasoline prices of -3.2% on the month. 
On a year-on-year basis CPI has moderated to 1.6% from 2.9% a year ago. Core CPI 
which excludes food and energy prices due to their added volatility, increased month-
on-month by 0.3%, which although above the 0.1% consensus forecast and the 

largest monthly rise in 20 months, is nonetheless benign on a year-on-year basis 
registering 1.9% compared with 2.3% a year ago. The hefty monthly increase is 
attributed to large increases in traditionally volatile categories including hotel prices 
and airfares which gained 1.2% and 1.1% on the month and unlikely to be repeated, 
suggesting core CPI readings will decelerate in coming months.   

 The Philadelphia Federal Reserve index of business activity, closely watched as a 
barometer of US economic health, unexpectedly declined from -5.8 in January to -12.5 

in February. The reading is the lowest in 8 months undermined by a sharp decline in 
the new orders sub-index from -4.3 to -7.8. However, the employment sub-index 
improved from -5.2 to +0.2, while the shipments sub-index also gained from +0.4 to 
+2.4. The inventory sub-index fell sharply from -6.5 to-10.0 which although signaling 
a lack of confidence in demand indicates potential for a rebound in production when 
inventories normalize. Other regional indices also point to a brighter outlook. The New 
York Federal Reserve Empire State business activity index increased from -7.78 to 

+10.04 boosted by equally strong gains across most sub-indices including new orders 
from -7.18 to +13.31, shipments from -3.08 to +13.08 and employment from -4.30 
to+8.08. 

 The National Association of Realtors reported US existing home sales increased again 
in January in spite of the high base, rising by 0.4% month-on-month to a seasonally 
adjusted annualized rate of 4.92 million units, well ahead of the -0.8% consensus 

forecast decline. More importantly the nation’s inventory of existing homes for sale fell 
to 1.74 million, down 4.9% on the month and 25.3% on the year. The current 

inventory is at its lowest since December 1999 representing less than 5 months 
demand at the current sales rate. The rapid improvement in the housing market is 
attributed to record low mortgage interest rates, an increasing propensity by banks to 
lend, and steep reduction in the number of distressed home sales. A housing recovery 
is key to a sustainable broad based economic recovery.  

 The Thomson Reuters/ University of Michigan consumer sentiment index increased 
sharply from 73.8 in January to 76.3 in February, well ahead of the 74.8 consensus 
forecast. A rising equity market and rising property values combined with improving 
employment prospects has more than compensated for the hike in the payrolls tax. 
Consumer sentiment is good lead indicator of consumer expenditure, which accounts 
for around 70-75% of US GDP. 

 The People’s Bank of China (PBOC) drained the equivalent of $145.89 billion from the 

interbank market this week, the most in any single week and the central bank’s first 
monetary tightening in 8 months. The operation caused the Shanghai Composite 

equity index to drop 3% on Thursday amid concern the current monetary easing cycle 
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has ended. From forecasting further interest rate cuts in 2013 as recently as last 
week, economists are focusing on the increasing likelihood of rate increases in the 2nd 
half of the year.  

 The Eurozone composite purchasing managers’ index (PMI) measuring activity in both 
manufacturing and services sectors unexpectedly decreased from 48.6 in January to 
47.3 in February, well below the 49.0 consensus forecast. Although disappointing a 

closer analysis reveals a largely positive outlook with the decline only partially 

reversing the large PMI increases over previous months. The manufacturing new 
orders sub-index increased from 46.9 to 47.7 the highest in nearly 2 years while the 
new export orders index increased even more from 49.5 to 51.7 suggesting little 
impact so far from the strong euro on the region’s level of competitiveness. The PMI 
data is consistent with GDP contraction in the 1st quarter of around -0.3%, an 
improvement on the -0.6% registered in the 4th quarter.  

 The European Commission’s Eurozone consumer confidence index increased for a 3rd 
straight month, rising from -23.9 in January to -23.6 in February, its highest in 7 
months. Although moving in the right direction the index remains deep in negative 
territory consistent with an annual decline in consumer spending of around -1.0%. 
With consumer spending accounting for more than half of Eurozone economic output, 
the data confirms the strong likelihood of a continued Eurozone recession in 2013.  

 Germany’s ZEW investor sentiment “expectations” index increased sharply from31.5 in 

January to 48.2 in February, significantly above the 35.0 consensus forecast and its 
highest level since April 2010 when the economy was expanding at an annual rate of 
5%. In contrast the index measuring sentiment towards “current conditions” 
decreased from 7.1 to 5.2. A large and widening divergence between the indices is 
traditionally associated with turning points in the economic cycle, encouragingly in this 
case signaling an economic upturn rather than downturn. The data supports the recent 
statement from the Bundesbank that Germany’s economy will return to positive 

growth in the 1st quarter. The ZEW indices for the Eurozone as a whole show a similar 
widening divergence between current conditions and expectations sentiment, with the 
former deteriorating over the past month from -75.3 to -75.6 while the expectations 
index improved strongly into further positive territory from 31.2 to 42.4.  

 Silvio Berlusconi’s centre-right coalition is gaining support ahead of Italys’ general 
election next week on the 24-25th February. Although the centre-left coalition with the 

help of outgoing President Mario Monti remains the favourite to win, the risk of a hung 
parliament is increasing and with it the prospect of political and policy uncertainty. The 

financial markets are hoping for a smooth transition allowing the new government to 
build on Monti’s structural reforms and avoid a re-escalation of the Euro-zone crisis. 
The OECD estimates that the labour and product reforms introduced so far by the 
previous technocrat government will eventually raise the country’s productivity by 
0.4% per year.  

 Minutes from the Bank of England’s (BOE) Monetary Policy Committee meeting 
revealed that 3 members including BOE Governor Mervyn King voted to increase the 
level of asset purchases by £25 billion to £400 billion. Only 1 committee member 
voted in favour at the previous policy setting meeting, suggesting an increasing 
likelihood of additional quantitative easing in spite of the BOE raising its inflation 
forecast. The BOE warned consumer price inflation would hit 3% this year and only 
decline to its 2% target in early 2016. The extent to which the central bank is willing 

to tolerate an inflation overshoot was unexpected, prompting the pound to extend its 
recent slide. The pound has depreciated by nearly 9% against the US dollar since the 
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start of the year, from £/$1.60 to a low of £/$1.51 its lowest level against the dollar 
since July 2010.  

 The European Union Commission forecasts the UK economy will pick-up this year from 
recent quarters of flat to negative growth and achieve a gentle recovery with GDP 
expected to increase by 0.9% in 2013 and 1.9% in 2014. The anticipated recovery is 
attributed to increased investment spending helped by the boost from government’s 

Funding for Lending Scheme which rewards banks with lower funding costs provided 

they on-lend their subsidized funds. Investment spending has been negative in 4 of 
the past 5 years and is viewed as crucial to achieving sustainable economic recovery. 
Household spending is also expected to increase helped by by solid wage growth. 
Meanwhile a depreciating pound should boost the competitiveness and demand for UK 
exports.  

 Thailand’s GDP increased in the 4th quarter last year by a massive 18.9% year-on-

year, well ahead of the 15.0% consensus forecast and even the highest forecast of 
17.0%. The growth, due largely to the low base caused by the devastating floods in 
2011, is attributed to a 31% increase in public investment and 22% increase in private 
investment while household consumption also increased by an impressive 12%. 
Manufacturing output increased by 37% boosted by record vehicle production. 
According to Thailand’s National Economic and Social Development Board: “The 
economy has recovered fully from the flood disaster”, which suggests the growth rate 

will normalize to around 5-6% this year and over the next 3 years, helped by robust 
domestic demand a gradual recovery in export markets.  

 Malaysia’s GDP grew in the 4th quarter last year at its fastest pace in over 2 years by 
6.4% year-on-year, up from 5.3% in the previous quarter and above the 5.8% 
consensus forecast. For 2012 as a whole the economy grew by 5.6%, which the 
government is confident of achieving again in 2013 based on robust domestic 
investment and household spending. Economists are forecasting economic growth will 

average between 5-6% over the next 3 years, driven by domestic demand and 
gradual recovery in export markets.  

 
 

SA ECONOMY 
 

 Consumer price inflation (CPI) unexpectedly decelerated from 5.7% year-on-year in 
December to 5.4% in January, below the 5.7% consensus forecast. On a month-on-

month basis CPI increased 0.3%, below the 0.4% consensus forecast helped by a 
milder than expected increase in food prices of just 0.9%. Although better than 
expected CPI is expected to increase toward the 6.0% level towards mid-year in line 
with the SA Reserve Bank’s (SARB) most recent forecast given in January that it may 
reach a peak of 6.1% in the 3rd quarter. The outlook for gradually rising inflation 

towards the upper end of the SARB’s 3-6% target, coupled with a deteriorating current 
account deficit and a vulnerable rand, diminishes the likelihood of any additional 
interest rate cuts in the current monetary easing cycle. Interest rates are likely to 
remain on hold during 2013 and start rising in 2014 as the economic recovery gains 
traction.  

 The World Economic Forum global competitiveness report ranks SA 1st out of more 
than 140 countries for its quality of auditing and reporting standards, compared with 

the US which ranked 37 and the UK which ranked 13. SA also ranked 1st for the 
efficacy of its corporate boards. The JSE meanwhile in its latest monitoring report 

shows that the number of companies contravening international financial reporting 
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standards has dropped sharply, with only 3.8% of companies reviewed required to 
reissue statements compared with 13% in 2011.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  

 
JSE All Share  +1.07 
JSE Fini 15  +1.91 
JSE Indi 25  +3.44 
JSE Resi 20  - 2.43 
R/USD   - 5.56 

S&P 500  +5.35 
Nikkei   +8.79 
Hang Seng  +1.10 
FTSE 100  +6.68 
DAX   - 0.38 
CAC 40   - 0.45 
MSCI World  +4.00 

 
 
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.   

 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.  
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 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 
 

 Following an almost uninterrupted ascent by global equity markets since the start of 
the year, markets went into rapid reverse this week. The catalyst for the sell-off was 
provided by the minutes from the latest policy setting minutes of the Federal Reserve. 
The Federal Open Market Committee (FOMC) minutes indicate a growing rift between 

members over the scale of the Fed’s quantitative easing (QE) programme, comprising 
monthly asset purchases of $85 billion a month.  

 Market concerns that the Fed might scale back on its QE sooner than previously 
thought prompted a sharp sell-off in US and global equities. According to the minutes 
“Many participants expressed some concern about the potential costs and risks arising 
from further asset purchases”. However, while equity markets fell on the release of 
the minutes Treasury bond prices unexpectedly increased.  

 The rally in the bond market is attributed to favourable disclosure in the minutes on 
the subject of the Fed’s QE “exit strategy”. There is growing support by members for 
the Fed to hold its now sizeable portfolio of Treasury and mortgage-backed bonds until 
maturity rather than selling them into the market, thereby making the exit (when it 
happens) more gradual while also lowering the risk of the Fed incurring a capital loss 
on its bond holdings.  

 Although ignored by the equity market the traditionally more efficient Treasury bond 
market celebrated this positive prospect, providing cause for optimism that equities 

will follow the lead and regain their positive momentum in coming days.  


