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OVERBERG MARKET REPORT 
Week ending 22nd March 2013 
 
  
INTERNATIONAL 
 

 As expected the Fed left its $85 billion a month open-ended asset repurchase 

programme unchanged. Fed chairman Ben Bernanke reiterated that the current 
quantitative easing (QE) would continue until the labour market improved 
“substantially” but remained vague on the definition of substantial improvement. 
Bernanke added that the Fed “was ready to adjust the rate of flow of its purchases on 
a meeting-to-meeting basis” indicating the rate of QE may slow in the 2nd half of the 
year, especially given the Fed’s view that “labour market conditions have shown signs 

of improvement in recent months.” The Fed forecasts unemployment will reduce from 
the current level of 7.7% to between 6.7-7.0% in the final quarter of 2014 and 6.0-
6.5% in the final quarter of 2015. While the rate of QE may decline long before this 
the Fed has pledged to maintain its benchmark Fed funds interest rate at 0-0.25% 
until unemployment reduces to 6.5%, probably in mid-2015.  

 Perhaps surprisingly the growth rate of US broad money supply is currently slowing 
down in spite of the Fed’s $85 billion a month asset purchasing programme. Bank 

deposits and money market funds have actually contracted since the start of the year. 
The trend is attributed to a shift by investors from low yielding money market funds 
into mutual funds and equity based exchange traded funds (ETFs). Investors are tiring 
of ultra-low money market yields and encouraged by the return to confidence in equity 
markets. The inflow into mutual funds and ETF’s is growing at a current year-on-year 
rate of around 20%, providing substantial underlying support for equity markets. 

 The Conference Board US Leading Economic Index increased again in February, 

building on its upwardly revised 0.5 percentage point increase in January, rising from 
94.3 to 94.8 slightly above the 94.7 consensus forecast. Ken Goldstein, an economist 
at the Conference Board said “The US economy is growing slowly now, and with this 
reading increases hope that it may pick up some momentum in the second half of the 
year.”  

 The Philadelphia Federal Reserve Bank business activity index, measuring factory 

activity in the US mid-Atlantic region, increased from -12.5 in January to +2 in 
February, exceeding the -2 consensus forecast. Readings above zero indicate 

expansion. The index is traditionally a reliable barometer for the Institute for Supply 
Management nationwide report. Encouragingly the employment sub-index increased 
from +0.9 to +2.7 and the forward-looking new orders sub-index from -7.8 to +0.5.  

 The HSBC China manufacturing purchasing managers’ index (PMI) increased by more 
than expected from 50.4 in February to 51.7 in March, above the 50.8 consensus 

forecast. While PMI readings early in the year tend to be distorted by the Chinese New 
Year, the data is nonetheless encouraging, especially the forward-looking new orders 
sub-index which increased sharply from 51.4 to 53.3. Inflationary pressure is also 
abating reflected by the input and output price sub-indices both declining below 50. A 
tame inflation outlook will enable the central bank to maintain accommodative 
monetary policy. The PMI readings are consistent with GDP growth of around 7.5-
8.0%.   

 China’s new Premier Li Keqiang took office with pledges to tackle inequality, boost 
urbanization and deal with corruption. He maintained the government’s reformist 

credentials. He confirmed that economic policy would continue to be deregulated, 
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including the liberalization of interest rate and exchange rate policy, and a significant 
reduction in the number of procedures requiring central government approval. The 
number of procedures would be cut by one-third, a significant step towards 
encouraging the private sector.  

 The Eurozone manufacturing purchasing managers’ index (PMI) unexpectedly slipped 
from 47.9 in February to 46.6 in March significantly below the 48.2 consensus forecast 

increase. The services PMI also underwhelmed slipping from 47.9 to 46.5 against the 

48.2 forecast. The composite index combining manufacturing and services fell from 
47.9 to 46.5 the lowest since November, consistent with a Eurozone GDP contraction 
of around -0.3% in the 1st quarter. The poor data however includes some bright spots. 
The employment sub-index increased for a 2nd straight month to the highest level 
since June last year. The input and output price sub-indices also declined indicating a 
continued downtrend in inflation readings. A tame inflation outlook enables the ECB to 

maintain its current ultra-loose monetary policy. 
 The ZEW survey, which measures investors’ expectations for the German economy in 

6 months’ time, unexpectedly increased for a 4th straight month from 48.2 in February 
to 48.5 in March, the highest level since April 2010 when German GDP was growing at 
an annualized rate of around 5%. Encouragingly, although the survey responses came 
before the onset of Cyprus’ financial crisis, they came after and appear unaffected by 
Italy’s political impasse.  

 Ireland’s GDP was flat in the 4th quarter last year, beating the consensus forecast of -
0.3% contraction and the -0.6% contraction suffered by the Eurozone. For 2012 as a 
whole Ireland’s GDP grew 0.9%, equaling Germany’s performance and within the 17-
nation Eurozone beaten only by Slovakia and Estonia. The country managed last week 
to issue 10-year government bonds, raising €5 billion, which bodes well for plans to 
exit the EU/ IMF bailout in the 2nd half of the year. While moderate GDP growth of just 
0.5-1.0% is expected in 2013 the government estimates growth will exceed 2.5% in 

2014 and 2015.  
 The Cypriot Parliament voted overwhelmingly against the proposed bank deposit levy 

prescribed by the EU/ ECB/ IMF Troika as a prerequisite for releasing bailout funds. 
Not a single MP voted in favour of the bank levy plan, which suggests that even a 
watered-down version would not be endorsed. Cyprus will have to look elsewhere to 
raise the €5.8 billion it needs to qualify for the €11 billion bailout. Given the close 

financial ties between Cyprus and Russia, Cyprus is negotiating aid from Russia. The 
aid will need to take the form of equity investment rather than a loan as government 

debt is already too high and the main reason the Troika will not meet the country’s 
entire financing needs. Until a deal can be finalized with Russia, Cyprus is likely to 
extend the current “bank holiday” and impose emergency capital controls to prevent a 
run on the banks and funds leaving the country.  

 

 
SA ECONOMY 
 

 Consumer price inflation (CPI) accelerated from 5.4% year-on-year in January to 
5.9% in February, well above the 5.6% consensus forecast. The rise in CPI is 
attributed to sharp increases in insurance price inflation from 5% to 8.3% year-on-
year, recreation prices from 3% to 3.6%, and petrol from 11.6% to 11.9%. 

Encouragingly however the increase in food and medical prices moderated. 
Unfortunately core CPI, which excludes food and energy and tends to be less volatile, 

registered an even sharper acceleration from 4.7% to 5.3% suggesting inflationary 
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pressures are becoming more broad-based. The recent sharp depreciation in the rand, 
which has lost almost 10% versus the dollar since the start of the year, indicates 
further currency-induced inflationary pressure in coming months. CPI is likely to 
breach the upper end of the SA Reserve Bank’s 3-6% target range in the near-term 
diminishing prospects for further monetary easing.  

 As expected the SA Reserve Bank (SARB) left its repo benchmark interest rate 

unchanged at 5%. The SARB increased its CPI forecast slightly from a previous 5.8% 

to 5.9% for 2013 and from 5.2% to 5.3% for 2014, and raised its peak reading 
expected in the 3rd quarter 2013 from 6.1% to 6.3%, moderating to 5.2% in the 4th 
quarter. The SARB also slightly altered its GDP growth forecasts from 2.6% to 2.7% 
for 2013 and from 3.8% to 3.7% for 2014. While a deteriorating inflation outlook over 
the near-term diminishes the SARB’s scope for further rate cuts, rate hikes are equally 
unlikely. The peak in CPI is expected to be temporary and the SARB is aware of the 

output gap in the economy between current and full capacity utilization. The policy 
statement reports that current monetary policy remains “appropriately accommodative 
given the persistence of the negative output gap.”  

 The Quarterly Employment Statistics survey show employment in the formal non-
agricultural sector increased in the 4th quarter last year by 22,000 or 0.3%. The 
increase is attributed to gains made in the wholesale and retail sector of +19,000 and 
the storage and communication sector of +11,000. In contrast the community and 

social services sector lost -14,000 and the construction sector -5000. The rate of 
growth in nominal gross earnings decreased sharply from 9.3% year-on-year in the 3rd 
quarter to 7.8% the lowest in 3 years. Growth in real inflation-adjusted earnings 
registered 2.9% well below the 3.2% average for 2012 and the 3.7% long-term 
average. While the decline in earnings growth does not bode well for household 
expenditure which comprises around 70% of GDP, it is encouraging from an inflation 
viewpoint. The data also suggests rising productivity, enhancing the outlook for 

company earnings growth.  
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +2.72 

JSE Fini 15  +4.77 
JSE Indi 25  +7.26 
JSE Resi 20  - 4.59 
R/$   - 9.76 
R/€   - 7.83 

S&P 500  +8.39 
Nikkei   +21.55 
Hang Seng  - 1.90 
FTSE 100  +8.32 
DAX   +4.21 
CAC 40   +3.67 
MSCI World  +7.16 
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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/$ 8.80 and R/$9.00 and 
seems set to weaken further, targeting the R/$ 9.30 level during 2013.  

 The JP Morgan global bond yield is expected to make a final major downward move to 

a new low in the 2nd half of the year before the major bull trend which started in the 
early 1980s is completed.  

 The shorter dated R157 SA Gilt yield 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% but like global 
bond yields is also likely to be in the final phase of its major bull trend. 

 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, the S&P 
500 index has yet to hit a new all-time high and is forming a “rising wedge” pattern 
which often precedes a trend reversal. 

 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 needs to remain above $104 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 remains above key support levels but a break 
below $7,500 projects 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 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. A break below $1550 would raise the probability of a downside move to $1450 
marking the trend-line since 1998. 

 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. 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 
 

 In a press conference following the Fed’s monetary policy meeting Ben Bernanke 
addressed a question regarding the linkage between monetary policy and the steep 

increase in equity markets. He responded that “We’re not targeting asset prices. We’re 



 

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. 

not measuring success in terms of the stock market.” The remarks helped calm 
investor anxiety that the market’s rally would prompt the Fed to exit its QE policy.  

 Bernanke noted the market’s increase can be explained by an improvement in 
economic fundamentals, adding that while the Dow did hit record highs in nominal 
terms, it did not hit record highs after taking inflation into account.  

 The inflation adjusted record high for the Dow would be 15,731 around 10% above the 

current level. The Fed’s lack of concern at the market’s gains could be viewed as 

bullish for equities. 
 


