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OVERBERG MARKET REPORT 
Week ending 31st May 2013 
 
 
GLOBAL  
 

 The OECD cut its global growth forecasts for 2013 and 2014 from 3.4% and 4.2% 

made last November, to 3.1% and 4.0%. OECD secretary-general Angel Gurria said: 
“The global economy is strengthening gradually, but the upturn remains weak and 
uneven.” The forecast downgrade is in spite of improving momentum in the US and 
Japan, attributed instead to a deepening recession in the Eurozone, expected to 
contract by a further -0.6% in 2013. The report called on Eurozone countries to 
implement more structural reforms especially in labour markets but acknowledged 

that “reform fatigue” was mounting. The OECD was in favour of the planned slowing in 
fiscal consolidation since …  “several countries are close to stabilizing their government 
debt-to-GDP ratios and ensuring a gradual decline in indebtedness over the longer-
term.” The organization instead called on the ECB to introduce more “non-
conventional” measures to support growth. The ECB is yet to embark on full-scale 
“non-sterilised” quantitative easing.   

 

 
NORTH AMERICA  

 
 US GDP grew 2.4% in the 1st quarter a slight downward revision from the initial 2.5% 

estimate. The decline in government spending at federal, state and local levels was 
more severe than initially estimated, revised from a -4.1% annual rate to -4.9%. At 
the same time growth in consumer spending was revised upwards from 3.2% 

annualized to 3.4%, an impressive feat given the tax increases at the start of the year 
which caused personal disposable incomes to fall -8.4% annualized in the 1st quarter. 
The data illustrated the resilience of consumer spending, which accounts for over two-
thirds of US GDP. Although corporate earnings declined by -2.2% annualized in the 1st 
quarter, the cut in dividend payments was even greater leading to an annualized 
increase in internal funds available to companies of 6.2%, further boosting their 

massive cash pile.  
 The Conference Board US consumer confidence index increased sharply from 69.0 in 

April to 76.2 in May the highest since February 2008 and well above the 71.2 
consensus forecast. the strong increase is attributed to the rally in equity markets, 
rising housing prices, and the fall in gasoline prices and consumer price inflation. The 
present conditions index increased from 61.0 to 66.7 while the expectations index, 
measuring likely conditions 6 months ahead, increased even more impressively from 

74.3 to 82.4 suggesting gaining momentum in consumer confidence. Although 
encouraging, especially with consumer expenditure accounting for around 75% of US 
GDP, the headline index at 76.2 remains well below the long-term average of around 
93.0.  

 The Standard & Poor’s/ Case-Shiller home price index, measuring prices in the 20 
largest US cities, increased in March by 10.9% on the year beating the 10.2% 
consensus forecast. This marks the 12th straight month of year-on-year gains and the 

fastest rate of increase since April 2006. On a month-on-month basis home prices 
increased 1.12% above the 1.0% consensus forecast while February’s gain was 

revised upward to 1.32%. Price increases were recorded in 15 cities up from only 11 



 

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. 

the previous month. Resurgent residential property prices are providing the US 
economy with significant momentum, increasing employment in the construction 
sector and more importantly boosting household wealth, in turn stimulating consumer 
expenditure, the mainstay of US GDP.   

 
 

CHINA  

 
 The OECD cut its forecast for China’s GDP growth in 2013 and 2014 from a previous 

8.5% and 8.9% to 7.8% and 8.5%, citing weakening domestic demand amid global 
uncertainties. However, the OECD forecasts low inflation at 2% in 2013 and 2.4% in 
2014, well below the official 4% target ceiling, enabling the central bank to relax 
monetary policy. The government’s official GDP target for 2013 is set at 7.5% which it 

believes sufficient for job creation while providing necessary leeway to deliver 
economic reforms. The government has pledged to quicken economic and financial 
reforms and free-up the rigid residence registration system (“hukou”) which allows 
migrant workers to enjoy basic welfare services outside their official residence. The 
OECD noted: “A detailed time path for reform implementation is needed, notably in 
the areas of interest rate deregulation, increased labour market flexibility through the 
lowering of barriers to internal migration and expanding the supply of building land.” 

 
 
JAPAN  
 

 Japan’s industrial production increased in April for a 5th straight month by 1.7% on the 
month, well above the 0.5% consensus forecast. The strong gain is attributed to 
stronger than expected output of vehicles, semiconductors and precision machinery 

with a sharply weaker yen improving export demand. However the Ministry of 
Economy, Trade and Industry (METI) forecasts industrial production growth will be flat 
in May and decline by 1.4% in June, indicating a pause in the recovery over the next 
few months. Household spending meanwhile increased in April for a 4th straight month 
by 1.5% on the month, supported by increasing disposable income and improving 
consumer confidence. The OECD raised its forecast for Japan’s GDP growth in 2013 

and 2014 from 0.7% and 0.8%, to 1.6% and 1.4%, attributed to the government’s 
reflationary monetary and fiscal policies. 

 Japan’s remained in deflation in April with the consumer price inflation (CPI) index 
registering its 6th straight year-on-year decline, dropping -0.4% on the year. However, 
there was cause for optimism that Prime Minister Abe’s pledge to end deflation is 
meeting some success. Central Tokyo’s core CPI index, which excludes perishables but 
includes energy, increased 0.1% on the year well above the -0.2% consensus forecast 

and the 1st positive reading since March 2009. Meanwhile on a month-on-month basis 
nationwide CPI increased 0.3%. Although consumer prices are showing signs of rising 
there are concerns that living costs may increase without a commensurate increase in 
wages and salaries.   
 

 
EUROZONE  

 
 The Eurozone Economic Sentiment Index (ECI) improved slightly from 88.6 in April to 

89.4 in May. Although still in negative territory, suggesting further contraction in the 
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months ahead, all 4 sub-indices showed gains. The consumer index improved for a 6th 
straight month from -22.3 to -21.9 attributed to rising disposable income as a result of 
decelerating inflation. In turn the retail index increased sharply from -18.4 to -16.8, 
while both services and industrial indices also increased from -11.1 to -9.3 and -13.8 
to -13.0. Export orders appear to be rising in spite of recent strength in the euro. 
Perhaps most encouragingly the peripheral economies showed the greatest gains. 

Portugal’s ECI index increased by 1.8 points followed by Italy with 1.5 points, 

compared with increases of 0.9 in France and 0.6 in Germany. While the data suggests 
the pace of recession is no longer deepening it is still consistent with Eurozone GDP 
contraction of around -1% in 2013.  

 Greece has continued to make good fiscal progress. The central government registered 
a budget deficit of €2.4 billion for the 1st 4 months of the year well below the 
equivalent €9.1 billion for 2012 and €5.7 billion target. The Athens Composite Index 

has been the best performing equity index in Europe over the past year almost 
doubling since May 2012. While the media was quick to report protests and riots it 
seems less interested in reporting news that Greece’s economy appears to be on the 
mend: The Foundation for Economic and Industrial Research consumer confidence 
index is near a 2-year high, Greek companies have been able to raise debt in 
international bond markets, while the government is forecast to register a primary 
budget surplus in the current fiscal year. Following 6 years of recession the economy is 

expected to return to positive economic growth in 2014. Standard & Poor’s credit 
rating agency has upgraded Greece’s sovereign debt rating giving the country a 
“stable outlook.” Competitiveness has been boosted by austerity measures and 
supply-side reforms with average unit labour costs down 14% since the peak in 2009.  

 Swiss GDP increased in the 1st quarter by 0.6% quarter on quarter well above the 
0.2% consensus forecast, and by 1.1% year-on-year in contrast to the Eurozone’s 
contraction of -1.0%. The growth is attributed to robust consumer spending which 

increased 0.6% on the quarter in spite of consumer price inflation remaining negative 
for a 19th straight month. Negative inflation tends to cause consumers to defer 
purchases in expectation that goods and services can be bought more cheaply at a 
later stage. However, consumer confidence has been boosted by a buoyant property 
market and low unemployment of just 3.1%. With half of Swiss exports headed to the 
Eurozone, it is no surprise that exports shrank by -1.2% on the quarter. Export 

competitiveness is also being hamstrung by an unusually strong franc which may 
prompt the Swiss National Bank to impose capital controls or even negative interest 

rates as a deterrent to further currency appreciation.  
 
 
SOUTH AFRICA 
 

 SA GDP growth slowed in the 1st quarter to a quarter-on-quarter annualized rate of 
0.9% well below the 1.6% consensus forecast. This is a sharp slowdown from 2.1% in 
the 4th quarter last year and the slowest rate of growth since the 2nd quarter 2009. 
The disappointing figure is attributed to poor manufacturing output which fell by an 
equivalent 7.9% over the period subtracting about 1.2 percentage points form overall 
GDP. Agricultural output also dropped by 4.9% and the production of electricity, gas 
and water by 3.0%. Unfortunately the outlook remains bleak with the recent rebound 

in mining production, up 14.6% on the quarter, unlikely to be sustained in the context 
of wage negotiations and potential for further labour unrest. Moreover the Eurozone, 

which accounts for around half of SA’s manufactured exports, is likely to remain in 
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recession for at least the remainder of the year. At the same time electricity outages 
are likely over the winter months with unscheduled maintenance reducing Eskom’s 
total capacity by up to 25%.  

 The rand has declined by over 10% against the US dollar over the past month, taking 
the rand past the key R/$ 10.0 level well below economists’ forecasts for end 2013 
which ranged from R/$ 9.20-9.50. According to the Purchasing Power Parity (PPP) 

model which measures the theoretical fair-value of a currency based on inflationary 

differentials between economies, the rand is only slightly past its fair-value at current 
levels. In the last rand crisis in 2001 the rand overshot PPP fair-value by around 40% 
which if repeated would project the R/$ 14.0 level. Worryingly, the rand has broken its 
close long-term correlation with global risk appetite.  The rand has been closely 
correlated with the VIX index over the past 10 years but in the past few months has 
followed an uncorrelated trajectory. The diversion has increased dramatically in the 

past month suggesting the rand’s current slide is attributed solely to domestic rather 
than exogenous factors.  

 Growth in private sector credit extension (PSCE) increased from 7.8% year-on-year in 
April to 9.1% in May slightly above the 8.8% consensus forecast. However, on a 
month-on-month basis PSCE increased by just 0.3% with corporate credit declining -
1.2% while household credit increased 0.4%. On an annual basis household credit also 
remained stronger, up 9.5% versus corporate credit of 7.7%. On a year-on-year basis, 

growth in installment and leasing finance increased from 13.4% to 14.0%, and other 
loans and advances, which includes unsecured lending, from 15.0% to 16.4%. Even 
mortgage advances showed some recovery from 1.6% to 1.8%. Despite better than 
expected PSCE data, demand for credit is likely to remain pressured over the 
remainder of the year by fragile business and consumer confidence, and tight lending 
standards.  

 The registrar of banks Rene van Wyk reported in the bank supervision report for the 

year ended December 2012 that average capital adequacy of the banking system 
remained above the minimum requirement of 9.5% at 15.9%. The average liquid 
assets held by the banking sector as a percentage of required liquid assets was 
198.7% up from 193.5% the previous year. He also described as “remarkable” SA’s 
achievement of being 1 of only 11 countries that had complied with the new Basel 3 
regulations by 1st January. 

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +6.86 

JSE Fini 15  +5.94 
JSE Indi 25  +17.53 
JSE Resi 20  - 4.76 
R/$   - 16.27 
R/€   - 15.43 
S&P 500  +16.00 
Nikkei   +30.72 

Hang Seng  - 0.76 
FTSE 100  +12.87 

DAX   +10.35 
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CAC 40   +9.76 
MSCI World  +11.45 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has reclaimed the key $/€ 1.30 level versus the euro suggesting a 

potential change in the dollar’s long-term trend.  
 The rand has fallen through successive support levels at R/$9.30 and R/$9.50 and now 

R/$10.0 suggesting a potential acceleration in the rand’s depreciation.  
 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 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 has broken below key support of $7,500 
suggesting 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 broken to new highs suggesting the long-term upward trend is 

intact. Financials are likely to outperform 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 
 

 Latest figures from the Federal Deposit Insurance Corporation (FDIC) indicate on a 
range of measures the US banking system rapidly returning to full health. The expiry 

of the unlimited deposit guarantee at the end of 2012 has had no discernible effect on 
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depositors’ willingness to make bank deposits. In fact bank balance sheets show the 
deposit-to-liabilities ratio increased to 84.6% in the 1st quarter the highest in 20 years. 
Rising depositor confidence reduces the need for banks to tap interbank short-term 
funding.  

 US banks increased their aggregate net income in the 1st quarter to $40.5 billion, an 
all-time record well ahead of pre-2008 crisis levels. The increase in income is 

attributed to falling loan delinquencies with the provisions for bad loans as a 

percentage of all loans falling to 0.83% in the 1st quarter the lowest in 6 years.  
 At the same time capital adequacy has improved with the Tier 1 capital ratio at a 

record high 13.3%. Although the data suggests bank health is being restored primarily 
by contraction of balance sheets there is evidence to the contrary with loan growth 
recovering in all categories, including residential and non-residential real estate, 
consumer and business loans.  


