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OVERBERG MARKET REPORT 
Week ending 7th June 2013 
 
 
NORTH AMERICA  

 

 The Institute for Supply Management (ISM) index measuring activity in the 

manufacturing sector unexpectedly fell from 50.7 in April to 49.0 in May, well below 
the 50.7 consensus forecast and below the key 50 level, signaling contraction for the 
1st time in 6 months. The production sub-index declined the most from 53.5 to 48.6 
the lowest in 4 years, while the export sub-index also dropped sharply from 54.0 to 
51.0 suggesting weak global conditions. Unfortunately, the forward looking new orders 
index offered little respite, also falling by a substantial margin from 52.3 to 48.8. 

Although disappointing manufacturing accounts for a relatively minor 10% of US GDP, 
hence the data is unlikely to derail the US economic recovery.   

 In contrast to the manufacturing index the ISM index measuring activity in the 
services sector increased from 53.1 in April to 53.7 in May above the 53.5 consensus 
forecast and well ahead of the key 50 threshold which signals expansion. While the 
employment sub-index declined from 52.0 to 50.1 the forward looking new orders 
index increased from 54.5 to a robust 56.0. The outlook remains positive with 

improvement in housing markets and household finances likely to maintain positive 
momentum in construction and retail sectors. In combination however, the 
manufacturing and non-manufacturing ISMs are consistent with a decline in the rate of 
US GDP growth from 2.4% in the 1st quarter to below 2% in the 2nd quarter. 

 The ADP payroll survey shows US private sector employment increased in May by 
135,000 well below the 165,000 consensus forecast. Meanwhile April’s lackluster 
increase of 119,000 was revised lower to 113,000. The data may prompt economists 

to lower their forecast for May’s official non-farm payroll figure to be released today. 
The current consensus forecast of 175,000 may seem optimistic given the ADP 
reading. Mark Zandi chief economist at Moody’s Analytics which produces the ADP 
data commented that: “the job market continues to expand, but growth has slowed 
since the beginning of the year”… adding “The softer job market this spring is largely 
due to significant fiscal drag from tax increases and government spending cuts.” 

 
 

CHINA  
 

 The HSBC/ Markit purchasing managers’ index (PMI) measuring activity in the 
manufacturing sector decreased from 50.4 in April to 49.2 in May below the initial 49.6 
estimate. By contrast the official PMI reading increased from 50.6 to 50.8. The 

difference is explained by the HSBC survey placing a greater emphasis on smaller 
companies while the official survey gives small companies a weighting of just 10% 
even though the sector contributes over 30% of total output. Anecdotal evidence 
shows small businesses are struggling while larger companies are benefitting from 
continued growth in large-scale property development and infrastructure spending. 
This does not necessarily suit the government which is keen to rebalance the economy 
away from investment spending towards household consumption. However there is 

little scope for monetary easing to come to the rescue as this would fuel the potential 
bubble in property prices which government is determined to avoid. 
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JAPAN  
 

 On 14th June Prime Minister Shinzo Abe plans to announce a package of deregulation 
programmes comprising the “3rd arrow” of government’s reflationary economic policy, 
known as Abenomics. The “1st arrow” comprised aggressive monetary easing and the 
“2nd arrow” increased fiscal spending and flexible approach towards fiscal 

consolidation. He has made bold proposals so far including boosting business 

investment spending from the current ¥63 trillion to an annual ¥70 trillion over the 
next 3 years, triple Japan’s infrastructure exports and double foodstuff exports over 
the next 7 years, and double foreign direct investment in Japan over the same period. 
Abe also wants Japanese universities to comprise 10% of the world’s top 100 over the 
next 10 years.  
 

 
EUROZONE  
 

 As expected the ECB left its benchmark interest rate unchanged at 0.5%. The central 
bank lowered its Eurozone GDP forecast slightly for 2013 from contraction of -0.5% to 
-0.6% but raised the estimate for 2014 from +1.0% to +1.1%. The forecast for 
consumer price inflation (CPI) was reduced for 2013 from 1.6% to 1.4% and for 2014 

left unchanged at 1.3%. In the accompanying press statement ECB President Mario 
Draghi confirmed his forecast of a gradual recovery from prolonged recession later this 
year. However, he also pledged the ECB will “monitor incoming information very 
closely” and will “stand ready to act.” This comment left the door open for a further 25 
basis point rate cut and unconventional monetary policy. Several unconventional 
measures have been either utilized or discussed in the past including cheap long-term 
funding for banks, negative deposit rates on excess bank reserves, easing of collateral 

requirements for banks, and support for asset-backed securities markets.  
 The ECB and European Commission (EC) reported that Latvia met all the conditions for 

entry into the Eurozone currency bloc. Latvia joined the European Union in 2004 and 
for several years has wanted to join the Eurozone. In spite of the Eurozone’s woes 
Latvia’s Prime Minister Valdis Dombrovskis expects the adoption of the euro to lower 
the country’s interest rates and boost credit ratings. The final decision on whether 

Latvia will become the 18th member of the Eurozone will be made in July. Although 
basic entry conditions have been met the ECB cautioned that the economy is overly 

reliant on a non-resident bank deposit base and prone to inflationary pressures, while 
the EC cited the economy’s vulnerability to potential money-laundering risks.   

 
 
UNITED KINGDOM 

 
 As expected the Bank of England kept its benchmark interest rate unchanged at 0.5% 

and maintained its asset purchase quantitative easing (QE) programme at current 
levels. The policy meeting was the last to be chaired by Sir Mervyn King who has been 
governor of the BOE for the past 10 years. His replacement Mark Carney will take over 
in July. Being a keen advocate of QE there are expectations that Carney may increase 
the pace of asset purchases when he takes over as governor, although the necessity 

for further monetary stimulus has reduced in recent weeks following better than 
expected economic data. Moreover it may be harder to increase the scale of QE while 

the US Federal Reserve is about to taper its own QE programme. 
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 The Halfax house price index increased in May by 0.4% on the month and 2.6% in the 
3 months to end May compared with the previous year. This is up from 2.0% in April 
and the fastest yearly increase since September 2010. The rapid recovery in home 
prices is attributed to the Bank of England’s “Funding for Lending Scheme” which 
incentivizes commercial bank loans through lower central bank funding rates. The 
scheme has helped bring down mortgage interest rates to record lows. The Treasury’s 

“Help to Buy” programme has also boosted demand and home prices. The programme 

offers an interest free loan from the government for purchasing newly built properties, 
aimed at helping the consumer as well as property developers and home construction 
industry. 

 
 
EMERGING MARKETS 

 
 Poland’s central bank reduced its benchmark interest rate by 25 basis points to 

2.75%. The rate has been cut by an aggregate 2 percentage points since November in 
order to stimulate economic growth. GDP growth slowed in the 1st quarter to 0.5% 
year-on-year the lowest since 2009.  Last month the IMF urged a further reduction in 
interest rates “without delay”, citing insufficient fiscal capacity for restoring growth. 
Fortunately the most recent purchasing managers’ index (PMI), measuring activity in 

the manufacturing sector, is showing signs of recovery increasing from 46.9 in April to 
48.0 in May.  

 India’s GDP grew by 5% in the fiscal year ended 31st March compared with 6.2% the 
previous year, the slowest growth in a decade and in sharp contrast to steady 9% 
growth in the years prior to 2008. However, there are some bright spots: Quarter-on-
quarter annualized growth improved from 4.7% in the 4th quarter 2012 to 4.8% in the 
1st quarter this year. Meanwhile the government cut its budget deficit from over 8% in 

fiscal 2012 to 4.9% in the current year, below the 5.2% estimate made in February’s 
Budget. A survey by American Express shows most chief financial officers (CFO) are 
optimistic about the economy’s growth prospects. This sentiment is projected in the 
percentage of CFO’s looking to invest cash reserves in the next year, up from 32% last 
year to 58%. Among CFO’s from around the world 88% view India as the country of 
choice for business activities, compared with 41% for China and 26% for Brazil.  

 
 

SOUTH AFRICA 
 

 SA’s purchasing managers’ index (PMI) measuring activity in the manufacturing sector 
declined slightly from 50.5 in April to 50.4 in May. However, the data remained above 
the key 50 level signaling expansion, which suggests the sector may recover in the 2nd 

quarter following its steep decline in the 1st quarter. The recent decline in the rand 
should also provide a boost to external demand for SA manufactured goods. However 
the longer-term outlook remains constrained by structural issues including rigid labour 
laws and intransigent trade unions. Labour unrest has intensified again ahead of the 
upcoming wage negotiation season. Meanwhile the PMI prices paid sub-index 
increased sharply from 78.0 to 82.4 pointing to an imminent increase in inflation, 
likely to exceed the SA Reserve Bank’s 3-6% target range over coming months.  

 The RMB/ BER business confidence index fell from 52 in the 1st quarter to 48 in the 2nd 
quarter signaling that less than half the survey respondents are positive about current 

business prospects. Confidence fell in 4 of the 5 sectors measured including 
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manufacturing, retail, wholesale, and motor trade. Building confidence increased from 
30 to 45 although below the key 50 level. Manufacturing registered the lowest index 
score on 34 while both wholesale trade and motor trade sectors remained relatively 
high at 61 in spite of the recent setback. The retail index fell below 50 to 41 suffering 
a cumulative decline of 13 points over the past 2 quarters. Unfortunately the overall 
confidence index is likely to deteriorate further in the coming quarter hampered by 

labour unrest and concerns over electricity supply.  

 Vehicle sales increased but the rate of growth moderated from 19.5% year-on-year in 
April to 7.5% in May. The slowdown was more pronounced in passenger car sales 
which grew just 6.3% impacted by pressure on household disposable income from 
slowing income growth, rising administered costs, and high levels of debt. The rand’s 
recent weakness may result in imported price increases, further denting consumer 
demand. Momentum in commercial vehicle sales has been fairly strong with sales 

increasing a more robust 10.2% although additional growth is likely to be held back by 
depressed private sector investment growth.   

 SA’s trade deficit widened more than expected from R8.3 billion in March to R15 billion 
in April. Imports increased 30% year-on-year the largest increase in over a year, with 
imports of mineral products increasing 50% and machinery and electrical equipment 
imports increasing 24%. The latter may be attributed to government’s current 
infrastructure spending drive. Encouragingly exports also performed strongly rising 

25.5% on the year the largest increase in 18 months. Vehicle and transport equipment 
increased an impressive 40.3%, followed by precious stones and metals up 33.1%, 
and base metals up 25%. The cumulative trade deficit for the year to date is R57 
billion, up from R36 billion in the same period last year. While the sharply weaker rand 
should boost export competitiveness any benefit is likely to be mitigated by 
interruptions to local production from industrial unrest. Meanwhile imports of capital 
equipment are likely to remain elevated due to government’s infrastructure 

programme. 
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +2.78 

JSE Fini 15  +1.30 
JSE Indi 25  +12.13 
JSE Resi 20  - 8.26 
R/$   - 14.85 
R/€   - 15.32 

S&P 500  +13.77 
Nikkei   +24.13 
Hang Seng  - 3.61 
FTSE 100  +7.43 
DAX   +6.39 
CAC 40   +4.76 
MSCI World  +8.70 
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TECHNICAL ANALYSIS 
 

 The US dollar has again dropped below the key $/€ 1.30 level versus the euro 
suggesting a continuation in the dollar’s long-term weakening 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 recent sharp increase in the JP Morgan global bond yield suggests the major bull 

trend which started in the early 1980s may be close to exhaustion.  
 The shorter dated R157 SA Gilt yield has broken upwards from its medium-term 

trading range of between 5.00-5.50% to a new range of 5.75-6.25% raising the 
likelihood that the major bull trend may be close to an end. 

 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, caution 
may be required as the S&P 500 index is forming a “rising wedge” pattern which often 
precedes a trend reversal. 

 The Nikkei exhibits the most bullish pattern in spite of the 20% decline from recent 
highs.   

 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 
 

 The premise for investing in equities is largely based on the record high equity risk 
premium, the extent to which the average equity earnings yield exceeds the risk-free 
rate. Hence the sudden rise in the 10-year US Treasury bond yield (risk-free rate) has 
prompted anxiety in equity markets. The yield has increased sharply over the past 
month from around 1.7% to 2.1%.  

 The rise in the risk-free rate is attributed to a likely slowing in the Fed’s quantitative 
easing (QE) programme over coming months. Contrary to expectations however the 

slowing or so-called “tapering” of the Fed’s QE may actually cause Treasury yields to 
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fall rather than rise. The expiry of prior QE programmes all coincided with declines in 
yields.  

 While the current QE programme will probably taper over coming months and expire 
by year-end, Treasury yields are unlikely to rise sharply for as long as the Fed Funds 
benchmark interest rate remains at its current 0-0.25%. The Fed has pledged to keep 
the Fed Funds rate at the ultra-low rate until the unemployment rate, currently at 

7.5%, reduces to 6.5% which is unlikely to happen before 2015.  

 Treasury yields are also unlikely to rise in the context of a benign inflation outlook. 
The 10-year Treasury bond’s yield surplus over similar maturity Treasury Inflation 
Protected Securities (TIPS) measures the market’s expected annual inflation rate over 
the period. This so-called “break-even” rate has declined sharply over the past 2 
months from over 2.5% to around 2%, signaling moderating inflationary pressure. 

 


