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OVERBERG MARKET REPORT 
Week ending 24th January 2014 
 
 
GLOBAL 

 

 According to the Bloomberg Global Poll 59% of respondents said the economic outlook 

is improving, up sharply from 33% as recently as November and the most optimistic 
since the poll began in July 2009. 53% said equities will offer the best returns in 2014, 
while just 3% picked bonds. The improved confidence is attributed to recovery in 
developed economies, with 72% saying the US is improving, up from 53% a year ago, 
and 49% said the same of the Eurozone a three-fold improvement on last year, similar 
to Japan’s 48%. By contrast the outlook for emerging markets has deteriorated: Only 

13% said China’s economy is improving while 36% said it is worsening. China’s 
slowing economy is cited as the biggest concern among global investors with a 3rd of 
respondents citing it as a major risk, up from 26% in November.  

 In its “World Economic Outlook” the IMF raised its forecast for global economic growth 
in 2014 from a previous 3.6% to 3.7%, and forecasts a further acceleration to 3.9% 
growth in 2015. Among the major economies the IMF forecasts the US will grow 2.8% 
in 2014 followed by 3.0% in 2015, the Eurozone 1.0% rising to 1.4%, and Japan 1.7% 

this year but only 1.5% in the following year. Among the largest emerging economies 
the IMF forecasts 2014 growth of 7.5% for China, 5.4% for India, 2.0% for Russia and 
2.3% for Brazil. The IMF urged central banks to avoid raising interest rates too soon 
while growth remains fragile, and called in particular on the ECB to boost credit 
growth, citing low inflation in the Eurozone as a key risk to economic activity. The 
report warned that below full capacity growth in developed economies risked the 
Japan-style deflation of the past 20 years. Deflation weakens demand by making cash 

more valuable over time thereby discouraging consumption. It also increases the value 
of debt, posing a risk for the highly indebted countries of the developed world.  

 
 
NORTH AMERICA  

 

 The University of Michigan US consumer confidence index unexpectedly fell from 82.5 
in December to 80.4 in January in contrast with the 83.5 consensus forecast. The 

decline was broad-based with both the current conditions and economic outlook 
indices declining, from 98.6 to 95.2 and from 72.1 to 70.9. While upper-income 
households benefited from continued strong gains in equity market and home values, 
low- and middle-income households were concerned about lackluster employment and 
income growth, especially amid the expiry of the federal Emergency Unemployment 

Compensation programme. However, the percentage of respondents who expected a 
lower unemployment rate in the coming year held steady at 22% and the percentage 
who felt better off financially improved slightly from 34% to 35%, suggesting 
consumer confidence remains in an upward trend in spite of the unexpected monthly 
decline.  

 Housing starts, measuring the construction of new homes, fell from an annual rate of 
1.091 million in November to 0.999 million in December, which although marking a 

decline of 9.8% month-on-month was above the 0.985 million consensus forecast. A 
slowdown had been anticipated following the sharp 23.1% increase in November to 

the highest rate in 5 years. Although encouraging there is scope for further 
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improvement in housing starts. According to David Berson, chief economist at 
Nationwide Insurance, if younger Americans were leaving parents’ homes and creating 
new households at the historic average, housing starts would have to be around 1.5 
million per year in order to meet demand. Mortgage interest rates remain 
accommodative and should facilitate continued growth in the market. The average rate 
on a 30-year fixed rate mortgage increased slightly from 4.29% in late November to 

4.48% at the end of December but has not risen further since then.  

 The Federal Housing Finance Agency (FHFA) index of US home prices increased in 
November by 0.1% month-on-month, below the 0.4% consensus forecast and the 
0.5% growth in October. Despite the slowdown the national index remains 7.6% 
above year-ago levels showing solid growth over the year. Fitch ratings agency 
forecasts most of the US will see continued home price growth reflecting market 
momentum, the effects of inflation, improving economy, and the return of buyers 

amid market stabilisation. However, Fitch forecasts the pace of home price gains will 
slow due to rising mortgage interest rates and concerns over short-term 
overvaluation. According to its Sustainable Home Price Model, national home prices 
are estimated to be around 15% overvalued, which could prompt a build-up in the 
inventory of homes for sale.  

 The Conference Board’s index of US leading economic indicators increased in 
December by 0.1% month-on-month. This is slightly below the 0.2% consensus 

forecast but follows an upward revision in November’s increase to 1.0%. The gain was 
largely driven by financial conditions, including strong equity markets, widening 
spreads between short- and long-dated interest rates, and improved credit conditions. 
These positive signals were however undermined by a jump in jobless benefit claims 
attributed to volatility around the holiday season and harsh weather conditions. The 
index is 6.1% higher than the same time last year, signaling a pick-up in the rate of 
economic expansion compared with the year-ago period.  

 
 
CHINA  

 
 The 7-day Shanghai Interbank Offered Rate (SHIBOR), a gauge of interbank borrowing 

costs, surged 155 basis points on Monday to 6.33%. The rate normally rises ahead of 

the Chinese New Year (31st Jan- 6th Feb) but the magnitude of the recent spike cannot 
be explained solely by seasonal factors. The spike prompted the Peoples’ Bank of 

China (PBOC) to extend its Special Lending Facility (SLF) to small- and medium-sized 
banks as well as the large commercial banks, signaling its concern at the recent rise in 
money market rates. The unusual intervention brought the SHIBOR rate sharply lower 
back to the 5.0% level. The SLF is a tool created by the PBOC in early 2013 to provide 
large volumes of funding to banks in the event of a liquidity squeeze.  

 China’s GDP increased in 2013 by 7.7% slightly above the 7.6% consensus forecast. 
However, recent data suggests a slowing in economic momentum: While retail sales 
growth held up well at 13.6% year-on-year in December, industrial production 
reduced to 9.7% from 10% and 10.3% in the previous 2 months. Fixed asset 
investment slowed more than expected to 19.6% its lowest since 2003, and export 
growth fell sharply to 4.3%. GDP growth is likely to slow in 2014 to between 7.0-7.5% 
in line with the decline in China’s potential growth rate. Demographics are changing: 

the population aged between 16 and 60 fell in 2013 by 2.4 million, the 1st decline 
since 1978. The economy also faces key risks, including overcapacity, property 

bubbles, high local government debt, a surge in the shadow banking system, and 
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environmental degradation. Meanwhile the government’s policy of economic 
liberalization entails greater risk and volatility. For instance, interest rate liberalization 
may prompt the bankruptcy of smaller financial institutions.  

 China’s HSBC manufacturing purchasing managers’ index declined more sharply than 
expected from 50.5 in December to 49.6 in January below the 50.3 consensus 
forecast. This marks the 4th straight monthly decline taking the index below the key 50 

level which demarcates expansion from contraction. The output index held up at 51.3 

barely changed from the previous month’s 51.4 but the forward-looking new orders 
index fell below 50 to 49.8 its 1st contraction in 6 months. While January and February 
are normally weak months due to the slowdown associated with the Chinese New 
Year, the data suggests a broader slowdown. Anecdotal reports from a Reuters visit to 
southern China’s manufacturing heartland showed many factories have closed earlier 
than usual for the upcoming new-year festivities due to weak orders and rising costs.  

 
 
JAPAN  
 

 At its policy-setting meeting the Bank of Japan (BOJ) left its quantitative and 
qualitative monetary easing (QQE) policy unchanged, as expected, aimed at increasing 
the monetary base at an annual pace of 60-70 trillion yen (12-15% of GDP). This 

would continue via the purchase of Japanese government bonds, corporate bonds, and 
exchange traded funds. The BOJ left its assessment of the economy unchanged, 
forecasting GDP growth of 2.7% in financial year 2013, 1.4% in 2014, and 1.5% in 
2015. It forecasts consumer price inflation (CPI) of 0.7% in 2013, rising to 3.3% in 
2014 but only 1.3% excluding the effects of the planned consumption tax increase, 
and 2.6% in 2015. The BOJ has pledged to achieve CPI of 2% by 2015 but its QQE 
programme is set to expire at the end of 2014, which suggests further easing is likely 

to be announced prior to year-end. The most likely time for further easing is around 
April to coincide with the government’s planned consumption tax increase.  

 
 
EUROZONE  
 

 The German ZEW investor confidence index unexpectedly fell from 62 in December to 
61.7 in January contrary to the consensus forecast increase to 64. However, the 

decline only reversed a fraction of December’s gain which had raised the ZEW index to 
its highest since April 2006. While the forward-looking economic expectation index 
declined the current situation index improved markedly from 32.4 to 41.2 which is 
consistent with GDP growth in excess of 2%. This is in stark contrast with the 
Eurozone-wide current situation index which improved from -54.4 to -48.2 but 

remained in deep negative territory, although the Eurozone economic expectation 
index climbed strongly from 68.3 to 73.3 indicating a brightening outlook. The ECB 
forecasts Eurozone GDP will grow in 2014 by 1.1% compared with an estimated 
contraction of -0.4% in 2013.  

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI), 
measuring activity in both manufacturing and services sectors, increased from 52.1 in 
December to 53.2 in January. This is the highest since June 2011, above the 52.5 

consensus forecast and well above the key 50 threshold which denotes growth. The 
manufacturing PMI recorded a 5th straight increase from 52.7 to 53.9 and the services 

PMI increased from 51.0 to 51.9. The data is consistent with quarterly GDP growth of 
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around 0.4%. However, some of the data was less encouraging: The composite 
employment index fell back below the key 50 level suggesting employment growth in 
the region still remains very weak. Among individual countries Germany’s PMI 
increased to a 31-month high but the French PMI remained below 50 indicating 
continued contraction.  

 Moody’s credit rating agency followed the example set by Standard & Poor’s and Fitch, 

the 2 other major rating agencies, and upgraded Ireland’s sovereign debt status from 

“junk” to “investment grade”. Moody’s cited “the growth potential” of the economy, 
the exit last month from the EU/IMF support programme, and the end of the bank 
guarantee programme. Moody’s also forecasts the government will need to provide 
very little if any of the capital which Irish banks may need following the upcoming EU 
bank “stress tests”. As well as providing the upgrade Moody’s also changed the 
outlook to “positive” indicating the potential for a further upgrade in coming months.  

 The 1st half of 2014 may be a high risk period for Greece. Although recovering and 
beating expectations Greece’s economy remains alone in the Eurozone still mired in 
recession. Building on encouraging macro-economic data and falling bond yields in 
other peripheral Eurozone countries, Greece is discussing the possibility of tapping the 
bond markets this year. This would enable Greece to avoid a 3rd economic bailout and 
allow the country to pursue more growth-friendly economic policies. While most EU 
officials are against any easing in fiscal austerity they may have to adjust their view 

amid the diminishing support for the Greek government. In recent polls Prime Minister 
Samaras’ New Democracy party is now behind the extreme left Syriza party, with the 
moderate Pasok party falling further behind with only 5% support. The extreme-right 
neo-nazi Golden Dawn party meanwhile has 11.5% support.  
 
 

UNITED KINGDOM 

 
 The CBI Industrial Trends Survey for January and the 1st quarter (Q1) 2014 suggest 

the manufacturing sector has had a strong start to the year fuelling optimism that the 
economic recovery is broadening and reducing its reliance on household expenditure 
and the housing market. While the monthly total orders balance fell from +12 in 
December to -2 in January, this should be taken in context as December’s balance was 

the highest since February 1995 and January normally suffers a seasonal decline. The 
business optimism balance also eased slightly from +24 to +21 but nonetheless 

remains consistent with an annual growth rate in manufacturing output of over 5%. 
Encouragingly the investment intentions balance, which has remained weak 
throughout the recovery, showed surprising strength. Meanwhile the export orders 
balance gained from +7 to +14 in spite of the sharp appreciation in Sterling, and 
exporter’s optimism remained buoyant at +8 compared with -11 a year ago.  

 The UK headline unemployment rate fell sharply from 7.4% in October to 7.1% in 
November significantly below the 7.3% consensus forecast. This is almost at the Bank 
of England’s (BOE) 7.0% threshold at which it will consider tightening monetary policy 
and raise the benchmark interest rate from its record low 0.5%. The BOE had forecast 
reaching the threshold in early 2015 but now expects the “forward guidance” 
benchmark to be met “materially earlier than previously expected”. However, minutes 
from the BOE’s recent policy setting meeting show that the labour market may not be 

as strong as it appears citing higher than expected labour market slack and 
disappointing productivity growth. Meanwhile inflation has returned to the 2% target 

and cost pressures are subdued making it unlikely the BOE’s base rate will rise in the 
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near-term even if the 7% unemployment threshold is reached. There is a strong 
likelihood the BOE will respond to signs that inflationary pressures are easing by 
lowering the unemployment threshold.  
 

 
FAR EAST AND EMERGING MARKETS  

 

 The Argentinian peso is suffering its steepest fall since the country’s economic crisis in 
2002. The currency lost 16% against the US dollar over Wednesday and Thursday. 
The free-fall is attributed to the absence of central bank currency intervention, due 
largely to a lack of sufficient foreign exchange reserves. The central bank’s recent 
inactivity suggests it is favouring a once-off sudden devaluation rather than gradual 
depreciation. Neil Shearing, chief emerging market economist at Capital Economics, 

said: “The sharp drop will aggravate inflation, although the impact may be mitigated 
by the fact that some imports will already be purchased at the much weaker black 
market exchange rates.” He added: “The bigger picture, though, is that the economic 
mismanagement of the past decade has once again pushed the country to the brink of 
a balance of payments crisis.” Argentina has been unable to tap global credit markets 
since defaulting on its sovereign debt during its 2001-2002 financial crisis, and in spite 
of the law against exchanging pesos for dollars, the central bank’s foreign exchange 

reserves have depleted to just $29 billion, the lowest in over 7 years.  
 
 

SOUTH AFRICA 
 

 SA’s consumer price inflation (CPI) quickened slightly from 5.3% year-on-year in 
November to 5.4% in December but below the 5.6% consensus forecast. The month-

on-month increase in CPI was moderate at just 0.3%. The slight increase in annual 
CPI is attributed to higher fuel prices with an increase of 17 cents/ litre during the 
month. However, food prices were disinflationary: Following an average monthly 
increase of 0.8% per month in the 3 months to November, food price inflation 
decreased -0.1% in December resulting in the year-on-year rate of change declining 
from 3.8% to 3.5%. Across the different CPI components there is little sign so far of 

pass-through from the weaker rand. However, the planned fuel price increase of 39 
cents/ litre in January and the steepening in currency depreciation may exert greater 

inflationary pressure next month and during the current quarter. The weaker rand 
remains a key risk to the inflation outlook 

 
 

KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
 
JSE All Share  +1.71 
JSE Fini 15  - 1.16 
JSE Indi 25  +0.40 
JSE Resi 20  +6.41 

R/$   - 5.81 
R/€   - 4.08 

S&P 500  - 1.08 
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Nikkei   - 3.65 
Hang Seng  - 1.37 
FTSE 100  +0.36 
DAX   +0.83 
CAC 40   - 0.35 
MSCI World  - 0.64 

 

 
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.   

 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 
 

 With the exception of Japan which has purposefully targeted an end to deflation, 
developed economies have experienced a recent combination of increasing growth at 

the same time as falling inflation. Contrary to conventional wisdom, inflation is likely 

to reduce even further over the short- to medium-term as a result of improving 
economic momentum. 

 Due to the slowdown in economic growth in China and other resource-hungry 
emerging economies commodity prices are likely to remain subdued for some time. 
Low commodity prices should continue to boost household purchasing power while at 
the same time maintaining downward pressure on prices. 

 Faster growth will promote normalisation in the banking system and recovery in bank 
lending, which in turn will foster the emergence of new businesses and enhance the 
survival of existing businesses, thereby boosting competition in the market place. 
Extra competition will ease the pressure on inflation.  

 Faster growth will allow businesses to increase output which should facilitate increased 
economies of scale, thereby lowering the cost of production. 

 While increased demand will eventually translate into rising inflationary pressure, this 

scenario is still a long way off. Increased globalization of trade, mobility of capital and 
labour, combined with sub-trend global economic growth, and significant spare 
production capacity indicate the enviable combination of falling or stable inflation and 
accelerating growth will continue for some time. 

 


