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OVERBERG MARKET REPORT 
Week ending 26th April 2013 
 
 
GLOBAL  
 

 The outlook for global oil demand has deteriorated since the start of the year, 

corroborated by downward revisions to forecasts from OPEC, the International Energy 
Agency (IEA) and US Energy Information Administration (EIA). Meanwhile non-OPEC 
production forecasts have been rising due mainly to rising North American production. 
The volume of US oil and gas extraction has increased since 2009 by over 24%. As a 
result US oil imports have declined to just 8.5 million barrels a day from a peak of 
10.5 million in 2004 the lowest level since 1998.  OPEC oil inventories have been 

above the 5-year average for 6 straight months suggesting little respite for the Brent 
oil price which was range-bound between US$ 105-115 per barrel between January 
and March but since the beginning of April has remained below $100. While 
discouraging for oil producers and suppliers, the weaker oil price is positive from an 
inflationary viewpoint, reducing pressure on businesses and households.  

 
 

NORTH AMERICA  
 

 US economic data has generally weakened since the Federal Reserve’s last FOMC 
policy-setting meeting at which suggestions were made that quantitative easing (QE) 
may slow towards the end of the year. Disappointing data on jobs creation, retail sales 
and durable goods sales in addition to slowing inflation since mid-March suggest the 
next policy meeting on 1st will pay less attention to the “QE exit strategy”. GDP growth 

is likely to slow from an expected annualized rate of 3% in the 1st quarter to 2% in the 
2nd quarter which will lower the risk of an imminent cutback in QE. The outlook for 
continued QE should be supportive of equity markets for a few months yet.  

 US durable goods orders fell in March by 5.7% month-on-month the biggest decline in 
7 months, in contrast to the 4.3% increase in February and far exceeded the 2.8% 
consensus forecast decline. Most of the decline is due to lower transportation orders 

especially aircraft. Boeing’s aircraft orders reduced from 179 in February to just 39 in 
March. Core capital goods orders made up of non-defence capital goods excluding 

aircraft, a good proxy for business confidence, increased slightly by 0.2% on the 
month. However this is less than the 0.4% consensus forecast and nowhere near 
reversing the previous month’s 4.8% decline.  

 Markit’s US initial Purchasing Managers’ Index (PMI), measuring conditions in the 
manufacturing sector, fell from 54.6 in March to 52.0 in April the lowest in 6 months 

marking the sharpest decline since June 2010. Chris Williamson chief economist at 
Markit commented the decline “raises concerns that the US manufacturing expansion 
is losing momentum rapidly as businesses and households worry about the impact of 
tax hikes and government spending cuts.” Worryingly the forward looking new orders 
sub-index declined particularly steeply from 55.4 to 51.8 and the employment sub-
index also fell from 54.6 to 52.7. While disappointing the indices remain well above 
the key 50 threshold which demarcates expansion from contraction.  

 
 

CHINA  
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 HSBC’s China initial Purchasing Managers’ Index (PMI) measuring conditions in the 

manufacturing sector unexpectedly declined from 51.6 in March to 50.5 in April well 
below the 51.5 consensus forecast. The finished goods sub-index increased from 50.5 
to 51.0 suggesting firms are accumulating goods at a faster pace than they can sell 
them. The increase in inventories signals a further deceleration in activity ahead. The 

forward looking new orders index fell from 53.3 to 51.7 while export orders dropped 

from 50.6 to 48.6 the lowest since October and below the key 50 level which signals 
contraction. Indices measuring input prices and output prices both fell, to 44.1 and 
42.9, indicating a sharp reduction in inflationary pressure. Although providing the 
central bank added leeway in its monetary policy, government appears more 
concerned with excess investment spending than weak economic growth. Central bank 
governor Zhou Xiaochuan said the country should “sacrifice” short-term growth for 

economic reform and that monetary policy would remain “prudent”.  
 
 
JAPAN  
 

 In its annual survey the OECD raised its Japanese GDP growth forecasts for 2013 and 
2014 from a previous 0.7% and 0.8% to 1.4% in both years. It also raised its 

consumer price inflation (CPI) forecasts for the 2 years from -0.5% and +1.3% to -
0.1% and +1.8%. The OECD reported that “The Bank of Japan’s new commitment to a 
2% inflation target and quantitative and qualitative monetary easing is welcome.” It 
added that “Aggressive monetary easing will boost growth and inflation, in part 
through a weaker yen, although Japan is not targeting the exchange rate.” However 
the report cautioned that monetary easing may not be enough and that bold structural 
reform is equally imperative. Credit rating agency Standard & Poor’s recently reported 

that of the 3 pillars comprising Prime Minister Shinzo Abe’s economic plan (Abe-
nomics), including bold monetary easing, fiscal stimulus, and reforms to stimulate 
private sector investment, only the 1st had been implemented so far.  

 
 
EUROZONE  

 
 The aggregate Eurozone budget deficit decreased from 4.2% of GDP in 2011 to 3.7% 

in 2012. Among the 17 Eurozone members Germany’s deficit was the most impressive 
reducing from a 0.8% deficit to a surplus of 0.2%. At the other end of the spectrum 
Spain’s deficit worsened from 9.4% to 10.6% the worst in the Eurozone. Ireland 
improved markedly with its deficit shrinking from 13.4% to 7.6% in a single year even 
beating the strict EU/IMF target of 8.6%. Slovenia which is rumored to be on the brink 

of requiring a bailout for its troubled banks showed a strong improvement from 6.4% 
to 4.0%. The readings are encouraging and compare favorably with equivalent deficit 
figures of over 8% in the US and UK and over 10% in Japan.  

 Markit’s composite Eurozone Purchasing Managers’ Index (PMI) measuring conditions 
in both manufacturing and services sectors remained unchanged in April at 46.5 the 
same as March’s level. Although in line with forecasts and showing no further 
deterioration the reading is well below the key 50 level which signals contraction in 

activity. Worryingly the data was undermined by Germany’s PMI which fell to 48.8 a 6-
month low. Chris Williamson chief economist at Markit commented “Although the PMI 

was unchanged in April, the survey is signaling a worrying weakness in the economy 
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at the start of the 2nd quarter, with signs that the downturn is more likely to intensify 
further in coming months rather than ease.” The data suggests Eurozone GDP will 
contract in the 2nd quarter for a 7th straight quarter by around -0.4% quarter-on-
quarter.  

 Germany’s Ifo Institute Business Climate Index, based on a survey of 7000 
executives, fell from 106.7 in March to 104.4 in April, well below the 106.2 consensus 

forecast marking the 2nd straight monthly fall. Measures of both current and future 

business conditions suffered declines from 109.9 to 107.2 and 103.6 to 101.6. With 
the economic outlook deteriorating in the Eurozone’s largest economy the likelihood is 
increasing that the ECB will loosen monetary policy at the next policy meeting in the 
1st week of May. ECB President Mario Draghi hinted at the last meeting that the 
benchmark interest may be cut if the recovery faltered.  

 Investor anxiety caused by Italy’s inconclusive elections in February is gradually 

lifting. The nomination this week of Enrico Letta as Italys’ next prime minister has 
helped restore confidence. Letta is acceptable to both sides of the political spectrum 
and likely to engender political compromise in an unprecedented left-right coalition. 
Italy’s 10-year sovereign bond yield fell on the news of Letta’s nomination to below 
4% from around 5% immediately after February’s election. The yield is now well below 
the 6% peak which prompted the ECB’s Outright Monetary Transactions (OMT) pledge 
to make unlimited purchases of distressed Eurozone sovereign bonds.  

 
 
UNITED KINGDOM 
 

 UK GDP grew in the 1st quarter by 0.3% quarter-on-quarter well above the 0.1% 
consensus forecast, confounding some forecasts that the economy would fall into a 
“triple-dip” recession. The rebound is attributed to the services sector which grew 

0.6% over the quarter while manufacturing output increased 0.2%. While providing 
short-term relief economic output remains depressed by historic standards, still 2.6% 
below the peak in the 1st quarter 2008. By contrast the US and Germany have already 
recovered the lost ground they lost during the 2008-09 financial crisis.  

 
 

SOUTH AFRICA 
 

 Producer price inflation (PPI) unexpectedly increased from 5.4% year-on-year in 
February to 5.7% in March, above the 5.4% consensus forecast. The acceleration is 
attributed to year-on-year price increases of 9.2% in petrochemicals and plastics, 
7.1% in wood and paper products, and 6.3% in food products. On a month-on-month 
basis PPI increased 0.9%. However, PPI is likely to moderate in the months ahead in 

response to lower commodity prices and weak global economic growth although this 
benign inflationary outlook may be disrupted by further rand depreciation. 

 Consumer price inflation (CPI) remained unchanged in March at 5.9% year-on-year, 
slightly below the 6.0% consensus forecast. The lower than expected reading is 
attributed to food prices which declined 0.1% on the month. On a month-on-month 
basis however CPI increased at a rapid 1.2% pace with the main culprit being a 6.7% 
month-on-month increase in the petrol price. Education, alcoholic beverages and 

tobacco, and housing and utilities also contributed to the steep monthly CPI increase.  
The annual CPI rate is expected to remain within the SA Reserve Bank’s 3-6% target 

for most of the year although break-above it temporarily in the 3rd quarter due to base 
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effects. While further rand depreciation may inflict added inflationary pressure this is 
likely to be offset by the oil price which has been declining in recent weeks.  

 The year-on-year rate of growth in retail sales increased from an upwardly revised 
2.2% in January to 3.8% in February well ahead of the 1.7% consensus forecast. The 
increase is attributed to a 14.3% rise in the textiles, clothing and footwear category. 
Some sectors showed sharp declines, including food and beverages down 2.1% and 

household furniture and appliances down 7.0%. On a month-on-month basis total 

retail sales increased 2.7% more than reversing the 1.7% contraction in January. 
Although encouraging the rebound is unlikely to be maintained hampered by the weak 
economic outlook and weak consumer confidence. The latest FNB/ BER Consumer 
Confidence Index fell from -3 in the last quarter 2012 to -7 in the 1st quarter of this 
year, the lowest level in 9 years. Consumers expect the economic outlook to worsen in 
the next 12 months and that their financial situation is unlikely to improve over the 

period. Household debt levels are high, the jobs market is weak and high inflation is 
eroding disposable income.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share   
JSE Fini 15  +2.95 
JSE Indi 25  +5.85 
JSE Resi 20  - 11.63 
R/$   - 7.40 
R/€   - 6.43 

S&P 500  +11.15 
Nikkei   +33.97 
Hang Seng  - 1.13 
FTSE 100  +9.24 
DAX   +2.90 
CAC 40   +5.48 

MSCI World  +9.02 
 

 
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.  
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 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 has broken below $104 signaling 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 has broken below the key $1550 level suggesting the end of the 11-year bull 

trend.  
 The All Share index has consolidated from its recent record highs but remains in a 

long-term upward 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 
 

 Quantitative easing (QE) has undeniably had a strongly positive effect on equity 
markets causing investors to fret over the Fed’s inevitable exit strategy. While some 

consolidation in equity markets is likely to follow the eventual exit from QE, the fallout 
for equities is unlikely to be as bad as feared.  

 The exit by the Fed is likely to be gradual with asset purchases only halted completely 
in 2015. Moreover quantitative tightening will be even further off with the Fed more 
likely to hold its Treasury bonds until maturity than sell them on the open market.  

 At the same time traditional monetary easing in the form of ultra-low interest rates 
may remain in place for a considerable period, at least until US unemployment 

reduces to the pre-stated target of 6.5%, which may only be achieved in 2016.  
 The boost to equity prices generated by QE is largely attributed to the resulting decline 

in long-term interest rates making equity yields and dividend yields especially 
attractive by comparison. Contrary to expectations long-term interest rates are 
unlikely to rise after QE is halted. Treasury bond yields have actually risen during each 
of the 3 QE programmes since 2009, as investors switched from bonds into higher risk 
asset classes and in response to raised economic growth and inflationary expectations. 

Based on previous experience the eventual exit from QE may actually prompt Treasury 
yields to subside, further enhancing the yield attraction of equities. In many cases 
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equity dividends are higher than bond yields. This rare privilege is likely to continue 
for some time even after the Fed exits QE. 
 


