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OVERBERG MARKET REPORT 
Week ending 21st February 2014 
 
 
NORTH AMERICA  

 

 

 Minutes of the Federal Reserve’s policy setting (FOMC) meeting indicate a commitment 
to continued tapering of its quantitative easing (QE) programme. The level of asset 
purchases is likely to be reduced by a further $10 billion at each policy meeting, 
culminating in a final reduction of $15 billion and conclusion of QE3 at the October 
meeting. A “few” Fed officials even argued that interest rate increases might be 
needed soon to prevent the economy from overheating. A “number” of policy 

members saw the incoming data as reinforcing their confidence about their medium-
term projections. A number of members also saw the December employment report as 
anomalous, perhaps reflecting bad weather, and not indicative of a meaningful shift in 
hiring intentions. The committee viewed the bulk of housing data as consistent with an 
ongoing recovery and was positive on household balance sheets and consumer 
spending. The committee also felt that inflation was likely to return to the Fed’s 
longer-term goal over the medium-term.  

 New home construction (housing starts) fell sharply in January by 16% month-on-
month to an annual rate of 880,000 from 1.048 million in December, and well below 
the 950,000 consensus forecast. Adverse weather played a major role in the decline: 
The Midwest, which suffered especially difficult weather conditions in recent months, 
recorded a 68% month-on-month decline in housing starts. By contrast in the 
temperate Northeast housing starts increased from 84,000 to 136,000. Building 
permits, which tend to be less weather related, held relatively steady declining on the 

month by just 5.4%, suggesting housing start declines are not expected to persist. 
The housing sector remains in a recovery phase albeit at a slower pace of growth due 
to the impact of higher mortgage rates.  

 The US Empire State manufacturing index, measuring conditions in the New York area 
and widely watched as a barometer for broader-based US conditions, fell from +12.5 
in January to +4.5 in February, below the +8.0 consensus forecast. Notably, the 

shipments index fell sharply from +15.5 to +2.1 while the forward-looking new orders 
index also declined sharply from +11.0 to -0.2. The capital spending index fell from 

+12.5 to +2.5 a multi-year low. The capital spending index provides a useful insight 
into investment confidence. Although disappointing the headline index remains above 
the key 0.0 level signaling improving conditions and remains close to its 6-month 
moving average of +5.0. While it has slowed down the data suggests the upward 
trend in manufacturing activity growth remains intact.   

 US industrial production unexpectedly declined in January by -0.3% month-on-month 
well below the +0.3% consensus forecast increase. Adverse weather conditions were 
largely to blame as evidenced by the 4.1% increase in utility output in response to 
below-average temperatures. Manufacturing output fell by -0.8% the sharpest fall 
since 2009 with vehicle production falling -5.0%. Several vehicle assembly plants 
reported losing a day or more of production due to weather-related closures. Although 
the weather effect should lead to a catching-up in production in coming months, there 

is evidence that part of the slowdown was non-weather related including downward 
revisions to previous months: Manufacturing output growth was revised lower in 
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October from 0.6% to 0.4%, in November from 0.6% to 0.3%, and in December from 
0.4% to 0.3%.  

 
 
CHINA  

 

 The preliminary HSBC China purchasing managers’ index (PMI), measuring activity in 

the manufacturing sector, unexpectedly fell from 49.5 in January to 48.3 in February 
the lowest in 7 months and well below the 49.5 consensus forecast. A number below 
50 indicates contraction. The sub-indices fell across the board, including employment 
and the forward-looking new orders and new export orders indices. With 
manufacturing a major driver of China’s economic growth the data signals overall 
economic weakness in the months ahead. GDP growth slowed from an annualised 

7.8% in the 3rd quarter (Q3) last year to 7.7% in Q4, and according to Citigroup 
economist Ding Shuang: “Economic growth will continue to decline to 7% over the 
next 2 quarters.” However, Premier Li Keqiang last year announced the government 
would be comfortable with a slower economic growth rate of around 7.2%, consistent 
with manageable employment growth. The government’s acceptance of slower growth 
suggests monetary policy may not be eased as readily as in previous downward 
cycles. A weaker Chinese manufacturing sector and GDP outlook would lead to softer 

demand for commodities.  
 
 
JAPAN  
 

 Japan’s GDP increased in the 4th quarter last year (Q4) by just 0.3% quarter-on-
quarter or at a 1% seasonally adjusted annualised rate, significantly below the 2.8% 

consensus forecast. The disappointing number is attributed to a lower than expected 
contribution from net exports with import growth accelerating from 2.4% quarter-on-
quarter in Q3 to 3.5% in Q4 while exports remained sluggish with growth of just 
0.4%. The resulting trade deficit subtracted 0.5 percentage points from Q4 GDP 
growth. Fortunately both private and public domestic demand were firm implying little 
risk of a serious loss in economic momentum. Private consumption increased 0.5% 

quarter-on-quarter while private housing investment increased a robust 4.2%. 
Encouragingly capital expenditure growth, a reliable barometer of investment 

confidence, accelerated from 0.2% in Q3 to 1.3% in Q4. Private demand as a whole 
increased by 0.8% on the quarter, its strongest growth since Q4 2011. 

 In spite of weaker than expected GDP data the government left its overall economic 
assessment unchanged in its monthly report for February saying the economy is 
“recovering at a moderate pace”. There were some pockets of improvement with the 

outlook for exports revised up slightly from being “in a weak tone” to “flat”. The report 
also upgraded its view on employment with the unemployment rate declining from 
4.0% in November to 3.7% in December the lowest level since December 2007. 
Meanwhile the outlook for inflation was revised to “prices are rising moderately” an 
upgrade from last month’s statement that prices were “firm”. Consumer price inflation 
increased to 1.3% in December marking the 7th straight month of positive inflation. 

 As expected the Bank of Japan (BOJ) kept the main aspect of its quantitative and 

qualitative monetary easing (QQE) unchanged, committed to increasing the monetary 
base at an annual pace of about ¥60-70 trillion per year, equivalent to 12-15% of 

GDP. While keeping its asset purchase programme unchanged the BOJ loosened its 
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loan support programme by prolonging the deadline for new loan applicants by 1 year. 
In addition the applicable interest rate of 0.1% was extended from the current 1-3 
years to 4 years, demonstrating an increasing resolve to keep short-term rates at 
historically low levels. Although the BOJ has made solid progress so far in breaking the 
spiral of deflation there is increasing doubt as to whether the central bank will achieve 
its 2% inflation target by April 2015, which raises the likelihood of further monetary 

easing over coming months. A likely time for the BOJ to step-up its asset purchase 

programme is at the policy-setting meeting on 14-15th July to help counteract the 
effect of April’s scheduled VAT increase. 

 
 
EUROZONE  
 

 Eurozone GDP grew in the 4th quarter 2014 (Q4) for a 3rd consecutive quarter by 0.3% 
quarter-on-quarter beating the 0.2% consensus forecast. The main contributors were 
stronger than expected growth in Germany and France with 0.4% and 0.3%, while the 
Netherlands produced much stronger than expected growth of 0.7%. Notably, the gap 
between the leading and peripheral economies also narrowed with Italy finally exiting 
recession on growth of 0.1% while Portugal grew by an impressive 0.5% well above 
the 0.1% consensus forecast. However, Greece remained mired in recession due to 

ongoing fiscal consolidation. The overall data show that a rebalancing in growth away 
from export reliance towards domestic demand is underway which should gain further 
traction in coming months as fiscal consolidation is moderated.  

 Germany’s ZEW economic sentiment indicator (ESI), measuring current conditions, 
increased strongly from 41.2 in January to 50.0 in February, the highest level since 
August 2011. The number is consistent with annualised GDP growth of over 2% 
suggesting a strong improvement from the 0.4% GDP growth recorded in 2013. 

However, the ESI economic expectations, a forward-looking index measuring 
investors’ optimism over the next 6 months, unexpectedly fell from 61.7 to 55.5 well 
below the 61.7 consensus forecast and marking the 2nd consecutive monthly decline. 
For the Eurozone as a whole the forward-looking ESI fell from 73.3 to 68.5 while its 
current situation also dropped from 48.2 to 40.2 marking its 3rd consecutive monthly 
decline.  

 Matteo Renzi has accepted the appointment as Italy’s next Prime Minister after the 
center-left Democratic Party withdrew its support for Enrico Letta. Matteo Renzi, the 

39-year old mayor of Florence, known as the “Demolition Man” of Italian politics for his 
endless efforts at changing the political establishment, pledges to bring order to the 
country’s chaotic political system. His proposed electoral law reform would reduce the 
veto power which small parties currently have on structural reforms, paving the way 
for an acceleration of the reform process needed to unlock economic growth. Renzi 

said his government is committed to changing the electoral law by the end of February 
and presenting a labour market reform package in March, to be followed by public 
administration and tax system reforms in April and May. Financial markets have so far 
greeted the prospect of accelerated reforms with enthusiasm providing Italy with the 
strongest equity market gains worldwide in the past week. 

 Greece recorded its 1st current account surplus since official data began in 1948, 
recording a surplus of €1.24 billion in 2013 or 0.7% of GDP in stark contrast to the 

2008 15% of GDP deficit. The current account surplus is largely due to the economic 
depression since 2009 which has shrunk the economy by almost a quarter, curbing 

demand for imports. Goods imports have dropped 54% since 2008. Just 8 Porsche 
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luxury cars were sold in Greece in 2013 compared with 424 in 2008. At the same time 
exports have risen sharply aided by falling wages and improved competitiveness. 
Tourism receipts, the country’s biggest foreign currency earner increased in 2013 by 
15% year-on-year to a record €12 billion. Exports of non-fuel goods increased by 
2.1% to the same level as 2008. The current account was also aided by debt relief 
from Greece’s creditors which reduced interest payments by half in 2013. While a 

further current account surplus is expected in 2014, according to Eurobank economist 

Platon Monokroussos: “Sustaining the surplus in the longer-term will depend on 
whether the economy maintains its competitiveness and its capacity to increase import 
substitution with domestic production….wage growth must stay in line with 
productivity gains.” 
 
 

UNITED KINGDOM 
 

 The UK unemployment rate unexpectedly increased from 7.1% in the 3 months from 
September to November to 7.2% in the 3 months to December, above the 7.1% 
consensus forecast and marking the 1st rise in 10 months. The data indicate the pace 
of increase in employment and fall in unemployment slowed towards the end of 2013, 
and is likely to be more gradual in the months ahead than it has been since the middle 

of 2013. Encouragingly total wage growth improved from 0.9% year-on-year in the 
prior 3 month period to 1.1% in the period to December, which although still below 
the current 1.9% rate of consumer price inflation signals a slight easing in the 5-year 
squeeze on real wages. The Bank of England expects real wage growth to turn positive 
in the 2nd half of the year.  

 UK consumer price inflation fell from 2% year-on-year in December to 1.9% in 
January the 1st reading below the Bank of England’s (BOE) 2% target since November 

2009. While food price inflation increased from 1.9% to 2% recent declines in global 
agricultural commodity prices suggest it could fall to around 1% over coming months. 
Meanwhile pipeline pricing pressure remains weak with producer price inflation 
declining from 1% to 0.9%. On a month-on-month basis CPI reduced from +0.4% in 
December to -0.6% in January. Year-on-year CPI is likely to reduce further in coming 
months possibly as low as 1%, which would enable real wages to increase in real 

terms for the 1st time since 2007. At the same time declining inflation should enable 
the BOE to refrain from raising its benchmark interest rate until late 2015.  

 
 
FAR EAST AND EMERGING MARKETS  
 

 Standard & Poor’s credit rating agency cut Ukraine’s long-term foreign sovereign debt 

rating by 1 notch to “CCC”, citing the country’s worsening political situation putting the 
government’s capability to service its debt at increasing risk. The eruption of violence 
between anti-government protestors and police led the rating agency “to conclude that 
a conciliatory end to the political stand-off is now out of reach.” The report states that 
external financial support from Russia “is becoming increasingly uncertain and 
dependent on the outcome of the deteriorating political situation” and should that 
support “fall short of Russia’s commitments we expect the government of Ukraine to 

default on its foreign-currency obligations.”  
 Thailand’s GDP grew 2.9% in 2013 down sharply from 6.5% in 2012. In the 4th 

quarter (Q4) GDP growth slowed even further to 0.6% year-on-year although better 
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than the 0.3% consensus forecast. The slowdown is attributed mainly to political 
unrest, which has impacted business and consumer confidence. Private consumption 
contracted in Q4 by -4.5% on the year, the weakest growth rate since the 1997-98 
Asian crisis. Investment demand also contracted by -11.3%. In its latest forecast the 
Bank of Thailand cut its GDP growth forecast for 2014 from a previous 4% to 3% likely 
to pave the way for a cut in the benchmark interest rate at its upcoming policy setting 

meeting on 12th March. While the economic outlook remains fragile the political protest 

movement has waned in recent weeks with numbers dwindling to fewer than 100 at 
some demonstration sites.  
  
 

SOUTH AFRICA 
 

 SA’s consumer price inflation (CPI) accelerated from 5.4% year-on-year in December 
to 5.8% in January, above the 5.7% consensus forecast. On a month-on-month basis 
CPI increased sharply from 0.3% to 0.7% attributed to fuel and food price inflation. 
The petrol price increased by 38 cent/litre pushing up year-on-year transport inflation 
from 6.3% to 7.8%. Food price inflation rebounded by 1.6% the strongest monthly 
gain since October 2012, largely due to the low base which ensued as a result of 
drought-related livestock culling. While core CPI, which excludes fuel and food, 

remained flat for the 5th straight month at 5.3% there is an increasing likelihood that 
the weaker rand will eventually translate into inflationary pressure. The rand fell by 
24% against the US dollar in 2013 and 18% on a trade-weighted basis but has so far 
had little cost-push influence mainly due to weak demand. However, the SA Reserve 
Bank (SARB) at its January policy meeting highlighted rising currency related inflation 
risks. February will be a testing month with retailers introducing new stock and keen 
to put through large price increases. CPI is expected to breach the upper limit of the 

SARB’s 3-6% CPI target range in May and remain above it for the remainder of 2014.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +1.93 

JSE Fini 15  - 2.75 
JSE Indi 25  - 1.72 
JSE Resi 20  +14.05 
R/$   - 5.90 
R/€   - 4.45 

S&P 500  - 0.46 
Nikkei   - 9.36 
Hang Seng  - 3.91 
FTSE 100  +0.95 
DAX   +0.70 
CAC 40   +1.39 
MSCI World  - 0.30 
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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.   

 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 
 

 The People’s Bank of China (PBOC) undertook the sale of repurchase contracts this 

week for the 1st time since June 2013 in an effort to drain liquidity from the interbank 
market. The central bank’s emergency liquidity tightening measures are aimed at 

clamping down on the burgeoning shadow banking system. The shadow (unregulated) 



 

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. 

banking system is largely to blame for the massive increase in total debt, now 
standing at 219% of GDP. 

 As a result of the PBOC’s monetary tightening measures , broad money supply growth 
has decelerated from around 18% year-on-year in 2011 to just 13.2% currently. 

 As the world’s 2nd largest economy and the largest consumer of raw materials, China’s 
money supply growth has ramifications for global financial markets, not least on 

commodity producers. The CRB commodity index has a strong positive correlation with 

China’s money supply growth, with a 1 year lag (see graph below). Recently the CRB 
index has moved temporarily higher in line with China’s money supply a year ago.  

 However, there are significant risks to the CRB index as China’s money supply growth 
continues to decelerate in line with government’s policy to rebalance away from 
resource-led investment spending growth towards a more balanced consumer-led 
economy.  

 The SA Resource sector has outperformed strongly since the start of the year, 
attributed largely to the upward breakout of the CRB index. However, the period of 
outperformance may unravel as the prospect for CRB declines is discounted.  
 

CRB Index on a long term downtrend as Chinese M2 slows 

 

Source: Bloomberg, Nedbank 


