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OVERBERG MARKET REPORT 
Week ending 14th March 2014 
 
 
GLOBAL 
 

 The recent steep decline in the copper price continued this week with the Shanghai 

traded futures price falling on Wednesday by the daily limit, down 5.4% on the day 
marking a 5th straight daily loss. The price fell to $7115 a tonne the lowest since July 
2009. The decline is attributed to a combination of weak Chinese economic data, and a 
weakening yuan. China also suffered its 1st corporate bond default last week raising 
the prospect of a disorderly unwinding of copper financing deals. The government 
remains committed to rebalancing the economy away from investment spending 

towards household consumption growth. A shift in growth emphasis would reduce the 
economy’s demand for raw materials. The copper price is traditionally viewed as a 
reliable lead indicator for other base metals prices.  

 
 
NORTH AMERICA  

 

 The Federal Reserve’s Financial Accounts show household net worth increased in the 
4th quarter (Q4) last year by a massive $2.95 trillion quarter-on-quarter. The ratio of 
net worth to disposable income is now 639% well above the low of 512% during Q1 
2009 and close to the all-time peak of 660% reached during the housing bubble in 
2006. The increase is due mainly to the rising value of real estate holdings, up 11.6% 
on the year in Q4. Home price appreciation is likely to slow over coming months but 
nonetheless forecast at around 5-8% during 2014 and 2015. Rising equity markets 

have also been beneficial with the value of household equities rising in Q4 by 34.1% 
on the year. Household liabilities on the other hand have barely increased, by a 
negligible $67 billion in Q4. Rising household net worth is boosting consumer 
confidence which due to the lagged effect should continue to be supportive of 
household spending over at least the coming 2 quarters. Household spending 
contributes around 70-80% of US GDP. 

 US non-farm payrolls increased in February by 175,000 up sharply from 129,000 in 
January and well above the 149,000 consensus forecast. At the same time the 

previous 2 months’ aggregate payroll numbers were revised upwards by 25,000. 
Average hourly earnings increased by 0.4% month-on-month and 2.2% year-on-year 
up from 1.9% in January and the biggest gain in 8 months. The data reinforces the 
view of moderate jobs growth and an improving economic outlook following weakness 
at the start of the year due to adverse weather conditions. The improving outlook 

lends greater certainty to the Fed tapering its asset purchases by $10 billion at each 
upcoming policy setting meeting. The quantitative easing programme is likely to 
conclude with a final $15 billion reduction in October.  

 The National Federation of Independent Business (NFIB) US small business confidence 
index unexpectedly declined from 94.1 in January to 91.4 in February well below the 
94.3 consensus forecast. The net percentage of respondents expecting an 
improvement in the economy fell from 27% to 19%, and the percentage expecting an 

increase in real sales fell from 15% to 3%. At the same time respondents reporting 
increased staff compensation over the past 3-6 months remained at the post-recession 

high of 19% with average hourly earnings for production and non-supervisory 
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employees rising by 2.5% year-on-year the biggest increase since the end of the 
recession. Rising wages and the tightening labour market is positive for household 
spending and GDP growth but less positive for company profit margins, and cements 
the case for continued Fed tapering.  
 

 

CHINA  

 
 China’s exports unexpectedly fell in February by a massive 18.1% year-on-year in 

contrast with a 7.5% consensus forecast increase. However, the data is distorted by 
the timing of the Lunar New Year holiday and fake invoicing which inflated export 
numbers last year. Much of the fake trade last year was disguised as exports to Hong 
Kong which in February suffered the largest export slump with -20.9% on the year. By 

comparison exports to other regions fared much better, with increases of 4.7% to the 
EU, 4.4% to Japan, 5.1% to Korea, and 4.8% to ASEAN. Exports to the US were 
however weak with an increase of just 1.3%. Meanwhile imports increased by a 
stronger than expected 10.1% on the year, up from 10.0% in January suggesting 
domestic demand remains relatively robust. 

 Growth in China’s industrial production, investment spending and retail sales slowed 
more than expected in the January/ February period. Industrial production increased 

8.6% year-on-year the slowest since 2009 and below the 9.5% consensus forecast. 
Retail sales increased 11.8% the slowest since 2004 while the 17.9% increase in 
fixed-asset investment was the lowest since 2001. The faster than expected 
deceleration in China’s economic data raises doubt whether China will meet its official 
target of 7.5% GDP growth in 2014, especially following comments by country’s 
Premier Li Keqiang that authorities would tolerate some flexibility in meeting the 
target. He added that the key concerns are jobs and livelihoods. 

 China’s consumer price inflation (CPI) decelerated sharply from 2.5% year-on-year in 
January to 2.0% in February, well below Premier Li Keqiang’s CPI target announced 
last week of 3.5%. Producer price inflation went further into negative “deflationary” 
territory from -1.6% to -2.0% the lowest since July last year. PPI has been negative 
for the past 2 years raising concerns among economists that China faces a growing 
risk of deflation. While declining inflation would normally pave the way for increased 

monetary stimulus the central bank’s options are constrained by its need to curtail 
China’s credit boom.  

 The bond default by Shanghai Chaori Solar Energy on Friday last week marks China’s 
1st corporate bond default.  Until now the country’s high-yielding debt carried the 
implicit guarantee of the state, a view which is now being reassessed amid the 
government’s intention to deregulate the country’s financial markets. While reforms 
will have positive long-term benefits the unintended short-term consequences may be 

damaging: The reassessment of risk and re-pricing of credit products may lead to a 
number of potential defaults. This week trading in the stocks and bonds of Baoding 
Tianwei Baobian was suspended after the company reported a 2nd straight year of 
losses, prompting speculation of a further bond default.  

 
 
JAPAN  

 
 As expected the Bank of Japan (BOJ) kept its Quantitative and Qualitative Easing 

(QQE) policy unchanged, aimed at growing the monetary base by ¥60-70 trillion a 
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year (12-15% of GDP). The BOJ confirmed its view that the economy is recovering 
moderately and that consumer price inflation will gradually rise to its target of 2%. 
While it downgraded its outlook for exports it upgraded its outlook for capital 
expenditure and for industrial production. However, the sales tax increase due to be 
implemented on 1st April may prompt the BOJ to lower its economic outlook at the 
next policy setting meeting on 30th April at which time it may increase the scope and 

scale of QQE policy.  

 Japan’s GDP growth in the 4th quarter (Q4) last year was revised lower from the initial 
estimate of 1.0% quarter-on-quarter annualised to 0.7%. The growth rate has 
declined steadily from 4.5% in Q1 2013, to 4.1% in Q2, and 0.9% in Q3. Growth is 
expected to rebound sharply in Q1 2014 to around 3.5% as both business and 
household sectors front-load demand ahead of the sales tax increase due to be 
implemented on 1st April. However, growth is likely to slow in subsequent quarters 

with GDP growth forecast to decline from 1.5% in 2013 to around 1% in 2014 before 
rising again to around 1.2% in 2015.  

 The annual spring wage round between Japan’s largest companies and labour unions 
(shunto) resulted in companies agreeing to raise total pay by over 2%. This is up from 
1.80% in 2013 and marks the largest increase since 2001. Press interviews indicate 
companies are responding to Prime Minister Sinzo Abe’s call for higher wages. The Abe 
administration and Bank of Japan has continuously stated that a return to positive 

inflation needs to be accompanied by an increase in real wages and salaries in order to 
defeat deflation on a sustainable basis. The higher than expected shunto increase 
should help households offset April’s scheduled sales tax increase. 

 
 

EUROZONE  
 

 Eurozone industrial production unexpectedly contracted in January by -0.2% month-
on-month although more encouragingly December’s -0.7% decline was revised 
upwards to -0.4%. Germany, Italy and Spain posted monthly increases in production 
but these were offset by a -0.3% contraction in France, and bigger declines of -6.4% 
in the Netherlands and -3.5% in Finland. France’s industrial production shrank year-
on-year by -1.4% worse than any peripheral Eurozone economy and in stark contrast 

with Germany’s 4.2% growth. While the overall data is disappointing and serves as a 
reminder that the Eurozone’s recovery remains fragile industrial surveys signal an 

improvement in production over coming months.    
 Germany’s industrial production increased in January by 0.8% month-on-month above 

the 0.7% consensus forecast while December’s figure was revised upwards from -
0.6% to 0.1%. The strength is attributed to construction activity which increased 
4.4% on the month and capital goods production which increased 0.8%. Recent 

business surveys suggest similar growth in February consistent with improving GDP 
growth of around 0.5% quarter-on-quarter in the 1st and 2nd quarters. The 
government recently raised its GDP growth estimate for 2014 from 1.7% to 1.8% 
expanding further to 2.0% in 2015.  

 Italy’s industrial production increased in January by 1.0% month-on-month above the 
0.5% consensus forecast and more than reversing the -0.8% decline in December. 
Consumption goods production increased 2.4% and capital goods output by 3.9%, 

both providing impetus for the overall improvement. The data is consistent with GDP 
growth of around 0.3% quarter-on-quarter compared with 0.1% in the 4th quarter 

(Q4) last year suggesting a continuation of the modest economic recovery. Meanwhile, 
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the structural reforms promised by the newly appointed government led by Matteo 
Renzi should help to enhance potential growth via improved competitiveness and 
increased foreign investment inflows. The proposed structural reforms are centered 
around the labour market but also include a streamlining of government bureaucracy.   

 Portugal’s GDP increased in the 4th quarter by 0.6% quarter-on-quarter up from 0.3% 
in Q3 marking the 3rd consecutive quarterly increase. The year-on-year growth rate 

recovered strongly from -0.9% in Q3 to 1.7% well above the aggregate Eurozone 

growth rate of 0.5%. Encouragingly growth was broad based with investment 
spending rising by an impressive 3.4% on the quarter and exports rising 1.0%. Based 
on current growth and budget projections Portugal is expected to exit its EU/IMF bail-
out later this year. The data, combined with Prime Minister Pedro Passos Coedlho’s 
commitment to fiscal reforms, prompted the 10-year bond yield to reduce to 4.43% 
the lowest since 2010 and significantly below the 17% peak reached in early 2012.  

  
 

UNITED KINGDOM 
 

 The British Chambers of Commerce (BCC) reported the size of the UK economy would 
exceed its pre-recession peak during the 2nd quarter, far sooner than the forecast of 
2016 given a year ago. The BCC also upgraded its forecast for GDP growth from 2.7% 

to 2.8% in 2013 and from 2.4% to 2.5% in 2015. Markit chief economist, Chris 
Williamson, reported: “The UK’s growth surge shows no sign of abating, with business 
intentions for the year ahead not only the highest seen over the past 5 years but also 
higher than any other major developed country.” He added that: “Most encouraging is 
the indication that companies are ramping up their investment spending alongside 
increased hiring.” The BCC forecasts business investment will increase 6.6% in 2014 
compared with a decline of -1.2% in 2013. However, the Bank of International 

Settlements warned that the UK economy could face another financial shock if the 
Bank of England keeps interest rates low for too long.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 Turkey’s industrial production grew in January by 7.2% year-on-year well above the 
4.4% consensus forecast, and on a month-on-month basis by 1.1% compared with 

just 0.2% in December. Meanwhile the manufacturing purchasing managers’ index 
(PMI) increased from 52.7 in January to 53.4 in February, above the expansionary 50 
threshold and adding to the positive outlook. Although one of the “Fragile Five”, also 
comprising Brazil, Indonesia, South Africa and India, due to an elevated current 
account deficits and vulnerability to the Fed’s quantitative easing taper, Turkey 

appears on the road to recovery. While consumer confidence and household spending 
will be impacted by the central bank’s shock interest rate hike from 7.75% to 12% at 
the end of January to defend the currency, GDP growth is expected to increase in 
2014 by around 2-2.5% before accelerating to around 3.5-4.5% in 2015.  

 India’s consumer price inflation (CPI) decelerated sharply from 8.8% year-on-year in 
January to 8.1% in February below the 8.3% consensus forecast. While food and fuel 
prices moderated, the less volatile core CPI measure excluding food and fuel also 

posted an encouraging decline from 8.1% to 7.9%. With CPI past its peak and on a 
downward trend the Reserve Bank of India is unlikely to raise the benchmark interest 
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rate beyond its current level of 8%. The central bank governor Raghuram Rajan 
softened policy guidance by remarking that interest rates are appropriate for now.  

 As expected the Bank of Thailand (BOT) cut the benchmark interest rate by a further 
25 basis points to 2.0%. The decision was guided by concerns over a slowing economy 
with the central bank indicating its 2014 GDP growth forecast will be lowered from the 
current 3%. The rate cut is intended to boost business and consumer confidence which 

has suffered in the aftermath of the country’s fragile political situation. The BOT’s 

monetary easing is facilitated by an easing in credit growth and inflationary pressure.  
 
 

SOUTH AFRICA 
 

 The SA Reserve Bank’s (SARB) Quarterly Bulletin shows a sharp decline in domestic 

demand with real gross domestic expenditure (GDE) declining in the 4th quarter (Q4) 
by -3.6% quarter-on-quarter annualised following contraction of -0.8% in Q3. 
Household consumption remained lackluster with growth of 2.0% compared with 2.1% 
in Q3, and is likely to remain weak in coming months due to rising interest rates and 
higher consumer price inflation. Investment slowed with gross fixed capital investment 
growth declining from 7.0% in Q3 to 3.1% in Q4. Private investment was the biggest 
culprit slowing from 8.6% to 2.4%. Inventories suffered a sharp drop with destocking 

of R22.3 billion in Q4 contributing to the contraction in GDE. A bright spot is consumer 
deleveraging with household debt to disposable income falling from 75.0% to 74.3% 
while household net wealth as a percentage of disposable income increased from 
329% to 340%. In addition the current account deficit improved to 5.1% of GDP from 
6.4% in Q3.  

 SA’s manufacturing production increased in January by 2.5% year-on-year down from 
2.8% in December but above the 1.9% consensus forecast. The food and beverage 

sector enjoyed a robust gain of 4.5% followed by the petroleum, chemicals, rubber 
and plastics sector with a gain of 3.1%. Manufacturing output is expected to rise 
modestly during the year helped by a weaker rand and improving global demand, 
although held back by power cuts and other infrastructure constraints. The low base in 
the 2nd half of 2013 due to strike activity in the vehicle manufacturing sector should 
also boost annual comparisons.  

 Growth in SA’s mining production slowed from 12.2% year-on-year in December to 
3.1% in January attributed mainly to labour unrest in the platinum sector. Production 

of platinum group metals fell in the 3 months to end January by -1.0% quarter-on-
quarter. Continued labour difficulties, infrastructure constraints and regulatory 
uncertainties are likely to weigh on mining output in the months ahead with slowing 
growth in China adding further volatility to production. 

 The RMB/ BER business confidence index fell from 43 in the 3rd quarter (Q3) last year 

to 41 in Q4, below the key 50 threshold signaling more than half of respondents have 
a negative outlook. Vehicle dealers’ confidence sank from 41 to 27 the lowest in 6 
years. Retailers’ confidence edged lower from 40 to 39 the lowest since 2012 
highlighting the weakening trend of consumer demand. Bright spots include building 
contractors’ confidence which increased from 47 to 49 the highest level since 2009, 
and manufacturers’ confidence which improved from 36 to 41 in response to the 
weaker rand. Overall, the confidence index has remained below the long-term average 

of 46.8 for over a year indicating subdued economic growth in the months ahead.  
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +1.23 
JSE Fini 15  - 0.03 

JSE Indi 25  +0.54 

JSE Resi 20  +7.00 
R/$   - 3.92 
R/€   - 3.45 
S&P 500  - 0.11 
Nikkei   - 9.06 
Hang Seng  - 6.65 

FTSE 100  - 2.89 
DAX   - 5.59 
CAC 40   - 1.06 
MSCI EM  - 5.93 
MSCI World  - 0.57 
 
 

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/$10.50 and now R/$11.00 

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. 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.   
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 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.  

 Despite recent advances Gold is in a protracted bear market signaled by rapid declines 
last year 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%.  
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BOTTOM LINE 
 

 Developments in the Ukraine and rising concerns over China’s economic slowdown 
have raised the demand for “safe-have” investments such as gold and US Treasury 
bonds. The yen remains a notable safe haven: While the yen’s safe haven status may 
seem incongruous given the country’s massive quantitative easing programme and 

burgeoning debt and trade deficits the value of Japan’s external net assets is higher 

than any other country. Heightened global risk tends to prompt repatriation of foreign 
assets resulting in an appreciation of the yen. 

 However, notwithstanding a complete collapse in global risk appetite, the yen is 
expected to revert to its declining trend. Japan’s government and Bank of Japan (BOJ) 
are determined to bring about an end to deflation via monetary easing and currency 
devaluation. The BOJ is likely to boost its Quantitative and Qualitative Easing (QQE) 

programme over coming months to offset the effect of April’s sales tax increase. 
 The yen’s value and the Nikkei index are closely correlated. The yen’s sharp 

depreciation in 2013 coincided with equity market gains last year in excess of 50%. 
The yen’s decline is likely to resume once the current bout of global risk aversion 
dissipates and the BOJ augments its QQE programme, expected to provide a further 
upward leg to the Nikkei’s bull-run. 
 

 
Yen depreciation and Nikkei index 

 
Source: Bloomberg 


