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 OVERBERG MARKET REPORT 
Week ending 14th February 2014 
 
 
NORTH AMERICA  

 

 The Republican-controlled House of Representatives voted to lift the US Treasury’s 

borrowing authority until March 2015. Republican conservatives had wanted to impose 
conditions but party leader John Boehner voted for the so-called “clean” bill which had 
no extraneous requests attached to lifting the debt ceiling. The vote marks a final 
capitulation to the Obama administration. The Democrat-controlled Senate which had 
insisted on a clean debt limit increase is expected to pass the bill over coming days. 
The implementation of the bill will be well ahead of the 27th February deadline which 

could technically have led to a debt default.  
 In her 1st testimony to the House Financial Services Committee newly appointed 

Federal Reserve Chairwoman Janet Yellen reported that: “My colleagues on the FOMC 
(Federal Open Market Committee) and I anticipate that economic activity and 
employment will expand at a moderate pace this year and next, the unemployment 
rate will continue to decline toward its longer-term sustainable level, and inflation will 
move toward 2% over coming years.” While expecting “ a great deal of continuity in 

the FOMC’s approach to monetary policy” she reiterated that the current quantitative 
easing exit strategy is not on a “preset course” and said a notable change in the 
outlook will be cause for a change in the tapering stance. Yellen also said that “We 
shouldn’t just focus on the unemployment rate” suggesting greater flexibility in policy 
compared with her predecessor Ben Bernanke whose forward guidance was linked to 
specific unemployment targets. 

 Total US consumer credit increased sharply in December by $18.8 billion, well above 

the $12.4 billion in November and the $12.0 billion consensus forecast. The bulk of the 
increase is attributed to non-revolving credit (including auto loans and student loans) 
which increased by $13.8 billion. Student loans have been the biggest driver of 
consumer borrowing since the recession officially ended in June 2009 increasing 
steadily from $509 billion in the first quarter 2006 to $1.23 trillion at the end of 2013. 
Revolving credit comprising credit card borrowing, which has been lackluster since 

2008/08, also showed surprising strength with an increase of $5.0 billion in January. 
Over the past year consumers have become more confident and willing to take on 

more debt. Increased borrowing helps support consumer spending which accounts for 
around 70% of US GDP.  

 US unemployment fell from 6.7% in December to 6.6% in January but non-farm 
payrolls only increased by 113,000 over the month significantly below the 180,000 
consensus forecast. The subdued number has raised concerns of a deeper slowdown in 

the US economy and that the previous month’s 75,000 increase may not have been an 
anomaly. Bad weather was less of a mitigating factor in January: January saw a 
rebound in the construction jobs which were badly hit by weather in December and 
January’s survey week was not especially cold for that time of the year. 

 After hitting a 4-year low of $34.6 billion in November the US monthly trade deficit 
increased to $38.7 billion in December. Exports fell in December by -0.8% month-on-
month while imports rebounded by 0.3%. A larger trade deficit subtracts from GDP 

growth as it implies US consumers are buying more foreign-made products and 
exporters are selling fewer US made products. The data may cause 4th quarter (Q4) 

US GDP growth to be revised downwards from the initial estimate of 3.2% to 2.9%. 



 

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. 

Encouragingly however, non-farm productivity increased by a 3.2% annualised in Q4 
lifting the productivity increase for 2013 to 1.7% a strong improvement on the 0.9% 
gain in 2012. Unit labour costs fell in Q4 by 1.6% annualised and by 1.3% over 2013.  

 
 
CHINA  

 

 China’s consumer price inflation (CPI) remained steady in January at 2.5% year-on-
year unchanged from December’s level. However, on a month-on-month basis CPI 
accelerated from 0.3% to 1.0% attributed to rising meat and vegetable prices. Fruit 
prices increased 23.0% on the year compared with 7.1% in December. January’s 
pricing pressure is largely due to the Chinese New Year holiday falling in end-January 
this year compared with mid-February last year. The holiday distortion on prices and 

high base effect in January may cause CPI to decelerate sharply in February to below 
2.0% year-on-year. Producer price inflation (PPI) data shows little sign of pricing 
pressure with the PPI index declining in January by -1.6% on the year, the biggest 
decrease since August 2013. The official China Securities Journal warned about the 
risk of deflation and growth slowdown in a front page editorial. Meanwhile the People’s 
Bank of China (PBOC) expressed a greater willingness for monetary easing in its 4th 
quarter (Q4) monetary policy report, replacing the phrase “upward pressure on prices 

remain” with “price conditions are largely stable.”  
 In its Q4 monetary policy report the PBOC blamed last June’s liquidity crunch on short-

term factors such as corporate tax payments and overstretched banks increasingly 
relying on short-term debt to fund their long-term loans. The report suggests the 
liquidity crunch was not due to a deliberate policy by the central bank to withhold 
funding to the market, raising some concern. The PBOC warned that growing bank 
assets and “off balance sheet innovations” are creating bouts of tight liquidity. Chinese 

bank assets have more than doubled since the end of 2009 to the equivalent of US $ 
24.3 trillion, largely due to off-balance sheet financing activities, prompting anxiety 
over a potential systemic financial crisis.   

 
 
JAPAN  

 
 Japan’s corporate goods price inflation (CGPI) decelerated slightly from 2.5% year-on-

year in December to 2.4% in January. The market-sensitive goods index and materials 
index, both sensitive to international market conditions, both increased by 8.5% and 
3.0% respectively, maintaining a multi-month record of rising inflation. Notably 
however, the sticky manufactured goods price index also emerged from negative 
territory for the 1st time since May 2009. This development suggests consumer price 

goods inflation could begin to rise adding to the likelihood that the Bank of Japan will 
achieve its 2% consumer price inflation target by 2015.  

 Japan’s official consumer confidence index fell from 41.3 in December to 40.5 in 
January, posting a 2nd straight monthly decline. The index is now at its lowest since 
hitting 39.9 in December 2012. Confidence deteriorated in 3 of the 4 sentiment 
categories being monitored including overall economic well-being, income growth, and 
intention to buy durable goods in the next 6 months. However, confidence about job 

prospects improved for a 3rd straight month which bodes well for a tightening in the 
labour market and pick-up in salaries and wages. Inflation expectations also increased 
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with the percentage of survey respondents saying prices would rise over the next 
year, increasing from 88.4% to 89.4% .    

 
 
EUROZONE  
 

 Eurozone industrial production declined more sharply than expected by -0.7% month-

on-month in December worse than the -0.3% consensus forecast while November’s 
gain was downwardly revised to 1.6%. On a year-on-year basis production increased 
by 0.5% compared with November’s 2.8%. The fall was broad-based with production 
declines over the month in Germany, France, Italy and Spain, although Greece was a 
bright spot with an increase of 2.6%. Although December figures were disappointing 
4th quarter (Q4) industrial production increased 0.3% quarter-on-quarter following 

zero growth in Q3. This suggests the sector may have added around 0.1% to GDP in 
the final quarter contributing to a likely pick-up in GDP growth from 0.1% annualised 
in Q3 to 0.2% in Q4. Meanwhile, forward-looking purchasing managers’ indices 
indicate a further pick-up in the pace of industrial production during the 1st half of 
2014.  

 Political tensions have been mounting in Italy over the past few days over the slow 
pace of reforms in the country. Opposition parties and coalition government partners 

have suggested the government should have been more resolute in approving reforms 
to boost job creation and economic growth. Matteo Renzi, head of the Democratic 
Party, Italy’s largest party and key coalition partner in Prime Minister Enrico Letta’s 
government, called for a new government to take over. Renzi’s effective removal of 
support for the coalition government opens up a political crisis which could lead to the 
imminent resignation of the premier. The development could be unsettling for Italy’s 
financial markets: Although Renzi’s premiership could impart fresh impetus to the 

reform programme he would be operating within the current parliament without a 
clear electoral mandate which could compromise his influence.   
 
 

UNITED KINGDOM 
 

 The Bank of England (BOE) raised its forecast for GDP growth in 2014 from a previous 
2.8% to 3.4%, significantly above the 2.7% consensus forecast. The BOE also 

abandoned its forward guidance linking interest rates to unemployment. The 
unemployment rate is currently at 7.1% already close to the 7% threshold the BOE 
previously stated would trigger a normalisation in monetary policy. BOE governor Mark 
Carney said the central bank would no longer tie its future policy decisions to any 
particular economic indicator. However, the BOE now believes the medium-term 

equilibrium unemployment rate is lower than previously estimated and more likely 
between 6.0%-6.5%. Therefore there still remains a degree of spare capacity in spite 
of the recent steep decline in the unemployment rate. The BOE is confident that 
inflation would remain under control and said interest rates might need to “remain at 
low levels for some time to come” even amid faster economic growth.  
 

 

FAR EAST AND EMERGING MARKETS  
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 Australia’s unemployment rate unexpectedly increased from 5.8% in December to 6% 
in January the highest level since July 2003. The number of people employed fell 
during the month by 3,700 in contrast with the 15,000 consensus forecast increase. 
The increase in job losses is attributed to cutbacks in the mining industry and the 
government’s policy of fiscal consolidation, which unfortunately coincides with rising 
inflation and a cycle of rising interest rates. The weak outlook was compounded 

further following recent decisions by Toyota and General Motor’s Holden unit to close 

their plants in Australia in 2017: the closures would entail the loss of about 40,000 
jobs in the car components industry.  

 India’s consumer price inflation (CPI) fell by more than expected from 9.9% year-on-
year in December to 8.8% in January, below the 9.2% consensus forecast. The decline 
is attributed to a lack of pass-through from wholesale prices into retail prices. Food 
prices also declined, in particular vegetable prices which fell by 13% on the month. 

Although core CPI which excludes food and fuel increased slightly form 8.05% to 
8.11% economists are generally agreed that inflation has reached its peak. The 
improving outlook suggests the Reserve Bank of India’s 25 basis point rate increase in 
January will be the last for some time.  

 As expected the Bank of Korea (BOK) kept its benchmark interest rate unchanged at 
2.5%, maintaining a confident assessment of the domestic economy. The BOK’s policy 
statement removed reference to the downside risk from depreciation in the Japanese 

yen indicating the economy is coping well with its deteriorating terms of trade. In fact 
the statement cited “favorable movements” in exports. Notably however the statement 
dropped its reference to the growth trend in China being maintained, suggesting a 
decline in economic prospects in the world’s 2nd largest economy. 

 While global investors fretted about emerging markets Malaysia’s GDP increased in the 
4th quarter (Q4) 2013 by 5.1% annualised beating the 4.8% consensus forecast. The 
buoyant growth is attributed to strong domestic demand with private consumption 

increasing by 7.3% on the year as strong wage growth offset the impact of rising 
inflation. Investment spending also increased steadily: While public investment fell by 
-2.7% private investment increased by 16.2% indicating considerable confidence in 
the economy’s outlook. Although consumer price inflation is rising and may peak at 
4% in mid-2014 it is expected to return to the 3.2% level by year-end which should 
coincide with the end of the current cycle of interest rate increases. Meanwhile GDP 

growth is expected to improve from 4.7% in 2013 to 5.4% in 2014.  
 

 
SOUTH AFRICA 
 

 SA’s retail sales increased in December by a stronger than expected 1.4% month-on-
month, well above the 0.3% consensus forecast and building on the 1.5% increase in 

November. The biggest contributors were hardware and textiles which grew 19.8% 
followed by clothing with an increase of 5.8%. The latest data are a welcome surprise 
with retail sales increasing in the 4th quarter (Q4) by 1.2% quarter-on-quarter up from 
0.5% in Q3 adding to the likelihood that GDP growth improved to around 3.3% 
annualised in Q4. However, the outlook for retail sales remains uncertain amid the 
slowdown in private sector credit extension and declining consumer confidence.  

 SA mining production increased in December by 12% year-on-year attributed to 

strong increases of 32.3% in iron ore, 14% in platinum group metals, and 12.8% in 
gold. By contrast coal, which contributes about a quarter of SA mining output suffered 

a -10.1% decline in production. In 2013 mining production increased by 4% the 
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fastest growth in 3 years. However, this partially reflects the weak base created in 
2012 following the Marikana tragedy and ensuing labour unrest. In spite of the 
improvement mining production remained 10% below its recent peak in 2005. 

 SA manufacturing production increased in December by 2.5% year-on-year the fastest 
pace in 5 months, attributed to increases of 5% in food and beverages, 2.5% in iron, 
steel and manufacturing, and 1.7% in petroleum and chemicals. Although 

encouraging, in 2013 manufacturing production only increased 1.3% the slowest pace 

since 2009 due to protracted strike activity in the sector. However, the outlook is more 
positive with manufacturing production expected to benefit from the pick-up in the 
global economy and a weaker rand.  

 According to the official quarterly employment report 141,000 jobs were created in the 
4th quarter (Q4) last year, with the informal sector accounting for the bulk with 
123,000. In 2013 the economy created 653,000 additional jobs marking the fastest 

annual jobs growth since the 2009 recession and the 5th straight quarter of 
accelerating employment gains. However, the job gains were not sufficient to absorb 
new entrants into the labour force which grew in 2013 by a greater 774,000. An 
additional concern is that only 124,000 jobs created in 2013 are permanent: Many of 
the jobs created during the year relate to the expanded public works programme, 
which are mainly on a part-time basis.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 0.01 
JSE Fini 15  - 4.45 

JSE Indi 25  - 3.20 
JSE Resi 20  +10.18 
R/$   - 5.73 
R/€   - 3.96 
S&P 500  - 1.00 
Nikkei   - 10.78 

Hang Seng  - 4.90 
FTSE 100  - 1.33 

DAX   +0.47 
CAC 40   +0.39 
MSCI World  - 1.08 
 
 

TECHNICAL ANALYSIS 
 

 The US dollar has dropped below the key $/€ 1.30 and $/€ 1.34 levels versus the euro 
suggesting a continuation in the dollar’s long-term weakening trend. The yen has 
declined past the key $/¥100 level signaling a continuation in the yen’s long-term 
weakening trend. 

 The rand has fallen through successive support levels at R/$10.0 and now R/$10.50 

suggesting a potential acceleration in the rand’s depreciation.  
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 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. However, there is 
unlikely to be a major bear trend as the deleveraging phase is still in its infancy. 

 The US 10-year Treasury yield is unlikely to accelerate through the major support line 
from 2007, currently at around 2.6-2.7%. Oversold and diverging momentum 
indicators suggest the yield is at a peak. The longer dated R186 SA Gilt yield has 

increased in 2 even steps from 7.8% to 8.8% since mid-July. Another step upwards is 

projected to the lower 9.00s but this is likely to mark the peak in yield.  
 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 MSCI World Equity 
index is in the 5th and final wave of a rising-wedge formation. A rising-wedge 
formation is a typical trend-ending signal. European equities are breaking out of 5-
year resistance levels and are set to outperform US markets. The Nikkei exhibits the 

most bullish pattern.   
 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 failed to remain above key support at $110 suggesting a 
weakening long-term trend. Key support is now at $105 a break below which would 
signal a likely sub-$100 price. 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 is in a protracted bear market signaled by rapid declines through successive 

support levels at $1400, $1300 and $1250.   
 The All Share index has broken to new highs suggesting the long-term upward trend is 

intact. However, the index is trying to break up through the top of a channel which 
has been in place since 1987. Since the Industrial-25 index, which has been the key 
driver of the All Share index, is beginning to lose momentum, it is doubtful the All 
Share will maintain its upward break. A return to the middle of the channel would 

bring the All Share index back to 33,300, equivalent to a decline of around 24%.  
 

 
BOTTOM LINE 
 

 Emerging market equities have underperformed developed market equities by around 
35% since November 2010. Dollar-based earnings have also underperformed but only 

by 15% indicating a substantial de-rating in emerging markets. 
 Emerging markets are discounting a severe contraction in earnings which suggests a 

commensurate contraction in exports. This is highly unlikely with the IMF, World Bank 
and majority of economists forecasting a pick-up in global GDP growth to around 3.5% 
in 2014 and 3.8% in 2015. Furthermore the depreciation in emerging market 
currencies over the past 12 months has improved the competitiveness of their 
economies.  

 Economic models suggest dollar-based growth in emerging markets earnings of 
around 15% in 2014 and 13% in 2015 in stark contrast to the earnings contraction 

being discounted.  
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 Retail investor outflows from emerging market equities have been strong but investor 
neglect has historically preceded sharp outperformance by emerging markets. 

 The difference in earnings yield between emerging and developed markets has 
increased to levels last experienced at the peak of the global financial crisis in 
2008/09. When the earnings yield gap is as high emerging markets have never failed 
to outperform developed markets over the subsequent 12 months period.  

 The price-to-book of emerging market equities has declined to just 1.4x also back to 

its level in 2008/09 and well below the recent high of 3.0x in 2007, suggesting 
significant value for long-term investors.  
 
 
 


