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OVERBERG MARKET REPORT 
Week ending 17th January 2014 
 
 
GLOBAL 

 

 In its bi-annual “Global Economic Prospects” report the World Bank raised its forecast 

for global growth for the 1st time in 3 years. It forecasts growth will increase from 
2.4% in 2013 to 3.2% in 2014, up from its previous forecast of 3%. The report said 
the global economy had reached a “turning point” and that “For the 1st time in 5 years, 
there are indications that a self-sustaining recovery has begun among high-income 
countries.” As a result monetary policy is expected to normalize but the bank expects 
interest rates around the world to inch up gradually, causing minimal disruption. The 

report however cautions that while the key risks to the global outlook, including a 
sharp rebalancing in China, a slow recovery in the Eurozone, and fiscal uncertainty in 
the US, have all dissipated they have not been eliminated altogether.  

 
 
NORTH AMERICA  

 

 US non-farm payrolls increased in December by an unexpectedly weak 74,000 
significantly below the 197,000 consensus forecast. However, the data is unlikely to 
derail the Fed’s continued tapering of its quantitative easing programme. Weak payroll 
additions are attributed to unseasonably severe weather: The household survey shows 
273,000 people reported not being able to work because of the weather in December 
well above the long-term average of 166,000 for that month. The upward revision to 
November’s payroll increase from 203,000 to 241,000 suggests the improving trend of 

employment growth remains intact. The unemployment rate meanwhile fell from 7.0% 
to 6.7% close to the Fed’s 6.5% threshold which was originally intended to trigger 
normalization in monetary policy.  

 The Fed’s Beige Book, an anecdotal summary of economic activity released 8 times a 
year, shows the US economy continued to expand at a “moderate” pace between late 
November and end 2013 in 9 of the 12 Federal Reserve Districts. Retail spending and 

manufacturing were cited as bright spots, and 8 districts reported increases in hiring. 
The report gives the impression that the economy ended the quarter on a solid note. 

The Beige Book is released 2 weeks before each Federal Open Market Committee (the 
Fed’s policy-setting body), and tends to play an important role in guiding monetary 
policy. The contents of the report suggest the Fed will continue to taper its 
quantitative easing programme at the next meeting on 28/29 January. 

 The Empire State manufacturing survey, a measure of activity in the New York region, 

closely watched as it is one of the 1st readings nationwide, increased sharply from 
+2.2 in December to +12.5 in January, well ahead of the +3.5 consensus forecast and 
the highest since May 2012. The data supports the view that the nationwide factory 
sector will continue to pick-up in 2014. The key sub-indices showed strong gains: 
Employment up from 0.0 to +12.2, shipments up from +4.7 to +15.5, and the 
forward-looking new orders index up from -1.7 to +11.0.  

 The National Federation for Independent Business index of small business optimism 

increased from 92.5 in November to 93.9 in December above the 93.1 consensus 
forecast. The improvement indicates an increase in the number of firms expecting 

better business conditions 6 months ahead. The lagging indicator was also positive 
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with employment increasing by an average 0.24 workers per firm the strongest 
reading since February 2006. 48% of firms hired or tried to hire over the last 3 
months but an unexpectedly high 38% reported few or no qualified applicants for the 
job suggesting there is less slack in the labour market than generally assumed. The 
overall data suggests a continued uptrend in small business confidence and hiring.  

 The US House of Representatives passed a $1.1 trillion spending bill to finance the US 

government up to 30th September. The Senate is likely to pass the bill today before it 

is signed off by President Obama. The bill removes the risk to the economy of a repeat 
partial government shutdown. Meanwhile, the US posted a federal budget surplus of 
$53.2 billion a substantial improvement on last year’s equivalent -$1.2 billion deficit. 
The cumulative deficit for fiscal 2014 is -$173.6 billion, 40.8% less than the equivalent 
year ago deficit of -$293.3 billion. According to Moody’s credit rating agency the 
shrinking federal budget deficit is a positive factor for the nation’s “Aaa” credit rating. 

Moody’s sovereign analyst Steven Hess reported that: “Assuming the spending 
authorization passes, no further action is required to produce the deficit reduction 
trend now in place.” However, the US faces another deadline on 7th February when the 
debt-limit suspension agreed last year is scheduled to end.  

 
 
CHINA  

 
 China’s export growth slowed from 12.7% year-on-year in November to 4.3% in 

December below the 5.0% consensus forecast. The slowdown is consistent with the 
recent weakening in purchasing managers’ new export orders index and the base 
effect of heightened false invoicing at the end of 2012. Nonetheless exports are 
expected to remain subdued during 2014: While global demand is improving currency 
strength and rising labour costs are diminishing China’s trade competitiveness. Exports 

growth to the US and European Union showed steep declines from 17.7% to 3.0%, 
and 18.4% to 3.9% respectively. However, export growth to Asean countries was 
resilient declining only slightly from 16.7% to 13.5% indicating a strengthening in 
domestic demand in Far Eastern economies. The biggest surprise in the overall data 
was an unexpected increase in growth of imports from 5.3% to 8.3% well above the 
5.0% consensus forecast. The data suggests China’s domestic demand is continuing to 

improve in spite of the slowdown in economic expansion.  
 

 
JAPAN  
 

 Japan’s government upgraded its overall economic assessment for the 1st time in 4 
months citing improving personal consumption and business investment. The 

assessment was raised from the economy being “in the process of recovery at a 
moderate pace” to “recovering at a moderate pace”. In its monthly economic report 
for December the government upgraded its assessment on household spending, the 
largest component of the economy, noting strong demand for luxury goods, 
automobiles and electronics ahead of the planned sales tax increase scheduled for 
April. Meanwhile the report also noted that “business investment is picking-up”. 

 Japan’s core private sector machinery orders, a reliable leading indicator of capital 

spending and closely watched barometer of investment confidence, increased sharply 
in November by 9.3% month-on-month significantly ahead of the 1.4% consensus 

forecast. Total orders measured ¥882.6 billion the highest since July 2008, indicating 
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willingness by companies to ramp up investment and potentially increase wages, both 
crucial elements of Prime Minister Shinzo Abe’s strategy to revive the economy. The 
data prompted economists to upgrade their outlook: Yoshiki Shinke chief economist at 
Dai-ichi Research Institute reported that: “We can expect capital expenditure to 
increase significantly, with the weak yen bolstering corporate profits and the economic 
outlook brightening.”  

 The government’s Economy Watchers’ Survey, which gauges respondents with jobs 

most sensitive to changes in economic conditions, showed a further improvement in 
December. The current economic climate index increased from 53.5 in November to 
55.7 the highest in 7 months. Although the index measuring expected economic 
conditions 2-3 months ahead slipped slightly from 54.8 to 54.7 the reading is 
nonetheless at an elevated level and above October’s 54.5. Sentiment on corporate 
activity and employment continued to improve. However, while consumer and 

business confidence is likely to remain on an uptrend it is uncertain how quickly 
household expenditure will recover following the implementation of the sales tax 
increase in April.   

 
 
EUROZONE  
 

 Eurozone industrial production rebounded strongly by 1.8% month-on-month in 
November beating the 1.4% consensus forecast, while October’s figure was upwardly 
revised from -1.1% to -0.8%. On a year-on-year basis production increased by a 
robust 3.0%. The increase was broad based across the region with Greece the only 
country to suffer a decline of -2.2% on the month. Germany recorded a 2.4% rise on 
the month, followed by France with 1.4%, Spain 1.0% and Italy 0.3%. Ireland 
recorded the strongest increase of 11.7% on the month and 13.2% on the year. The 

overall data suggests Eurozone production will show a positive increase in the 4th 
quarter while forward-looking components of the recent purchasing managers’ index 
and European Commission survey indicate the manufacturing sector is likely to gain 
further momentum in early 2014. Encouragingly capital goods production showed the 
strongest increase up 3.0% on the month, boding well for business confidence and the 
investment outlook. 

 
 

UNITED KINGDOM 
 

 UK consumer price inflation (CPI) unexpectedly fell from 2.1% year-on-year in 
November to 2.0% in December below the 2.1% consensus forecast and hitting the 
Bank of England’s 2.0% target for the 1st time since November 2009. CPI has declined 

significantly since its recent peak of 5.2% in late 2011 and supports the view that the 
economic recovery is not translating into pricing pressure. The decline is attributed to 
food price inflation which fell from 2.8% to 1.9%. Last year’s fall in global agricultural 
commodity prices suggest food price inflation could ease further in coming months. 
Meanwhile producer price inflation measured just 1% in December suggesting little 
pipeline inflationary pressure, with expectations for a gradual decline in oil and raw 
material prices. The benign inflation outlook, with CPI expected to ease gradually to 

about 1.5% by end 2014 indicates little necessity for the Bank of England to raise its 
benchmark interest rate from the current level of 0.5% even if unemployment 

breaches below its 7% threshold.    
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FAR EAST AND EMERGING MARKETS  
 

 Brazil’s central bank unexpectedly hiked its benchmark interest rate by 50 basis points 
to 10.5%. The rate has increased by 325 basis points since last April marking one of 

the world’s most aggressive monetary tightening cycles. The rate hike was imposed in 

spite of GDP contracting by -0.5% in the 3rd quarter. Monetary tightening has so far 
done little to stem rising inflation which approached 6% year-on-year in December, 
under pressure from a weaker local currency and heavy government spending.  

 India’s wholesale price index, the economy’s most widely watched inflation gauge, 
declined sharply to a 5-month low from 7.52% year-on-year in December to 6.16% in 
December well below the 7.0% consensus forecast. While still above the Reserve Bank 

of India’s 5% target, the steep decline suggests inflation has peaked and should 
persuade the central bank to resist a further interest rate hike at its upcoming policy 
meeting on 28th January. India has been struggling over the past year with a period of 
prolonged “stagflation” in which inflation has accelerated even while economic growth 
has slowed. GDP growth slowed from a recent peak of 9.9% annualised in the 1st 
quarter 2012 to 4.8% in the 3rd quarter 2013.  
 

 
SOUTH AFRICA 
 

 Retail sales increased in November by 1.2% month-on-month and 4.2% year-on-year, 
a marked improvement on October’s -0.2% and 1.4% and well above the respective 
consensus forecasts of 0.8% and 1.1%. The increase is attributed to the textiles, 
clothing, footwear and leather goods category which showed growth of 9.0% on the 

year, followed by general dealers with 7.1%, and paint and glass with 5.6%. By 
contrast the weakest categories were household furniture, appliance, and equipment 
with a contraction of -6.2%, followed by food, beverages, and tobacco with -0.8%.  

 SA’s Kagiso Purchasing Managers’ index (PMI) measuring activity in the manufacturing 
sector, unexpectedly declined from 52.4 in November to 49.9 in December well below 
the 52.5 consensus forecast. This marks the 1st reading below the key 50 level, which 

demarcates expansion from contraction, since last April. The current production index 
fell sharply from 54.0 to 49.3 although some relief was offered by the forward-looking 

new sales orders which strengthened marginally from 51.6 to 51.8. Unfortunately 
while activity reduced, price pressure increased with the price index rising from 77.8 
to 80.1 reversing 4 months of easing. The price index is closely correlated with 
producer price inflation and suggests rising inflation at the factory gate level in coming 
months. The overall PMI decline is mirrored by the Markit composite PMI, measuring 

both manufacturing and service sector activity, which also fell over the month from 
51.6 to 50.5.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +1.02 

JSE Fini 15  - 0.71 
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JSE Indi 25  +0.21 
JSE Resi 20  +3.84 
R/$   - 4.89 
R/€   - 2.69 
S&P 500  - 0.13 
Nikkei   - 3.34 

Hang Seng  - 1.37 

FTSE 100  +0.98 
DAX   +1.73 
CAC 40   +0.54 
MSCI World  - 0.10 
 
 

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.  
 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 2.7-2.9%. 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.   
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 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 
 

 The Fed is widely expected to announce a further tapering of its quantitative easing 
programme (QE) at the next policy-setting meeting on 28/29 January. The 
unemployment rate has reduced over the past year from 7.9% in December 2012 to 

6.7% in December 2013. This is close to the Fed’s 6.5% threshold intended to trigger 
a normalization of monetary policy from the ultra-accommodative path it has followed 
since the 2008/09 Global Financial Crisis. However, while QE is expected to be 
trimmed by a further $10 billion a month following the $10 billion reduction announced 
in December, the Fed funds rate is likely to remain unchanged at the current record 0-
0.25% low for an extended period.  

 Although unemployment is close to the Fed’s threshold the labour participation rate 

suggests there is plenty of excess labour capacity, indicating little threat of inflationary 
pressure from rising wages.  

 The labour participation rate is at its lowest level since 1978: 
 
 

 
Source: Bureau of Labour Statistics  


