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NORTH AMERICA  

 

 

 The Conference Board US consumer confidence index fell from a downwardly revised 
79.4 in January to 78.1 in February well below the 80.0 consensus forecast. A bright 
spot is the labour market sentiment index which increased to its strongest level since 
the end of the recession. The index measuring the current outlook also increased 
strongly from 77.3 to 81.7. However, the forward-looking expectations index, which 
measures expected conditions in 6 months’ time, declined sharply from 80.8 to 75.7. 

The data signals that consumers feel the economy has improved but not necessarily 
confident that it will sustain its forward momentum.  

 The S&P/ Case-Shiller 20-city home price index increased a seasonally adjusted 0.8% 
month-on-month in December, down from 0.9% in November. On a year-on-year 
basis the increase was 13.4% below the peak of 13.7% in November and marks the 
1st slowing in the rate of growth since June. The data suggests the housing recovery 
may be losing momentum: the view is supported by housing starts falling 16% in 

January the biggest monthly decline in almost 3 years, while existing home sales slid 
last month to the lowest in 18 months. The rate of home price appreciation is 
expected to slow in 2014 as housing prices have already retraced much of the sharp 
decline which followed the recession suggesting less cyclical momentum ahead. At the 
same time mortgage rates are rising and the share of distressed transactions has 
declined sharply suggesting less scope for bargain hunting. A Reuters poll shows the 
annual increase in Case-Shiller index is expected to slow from 13.4% in 2013 to less 

than 7% in 2014. 
 Earnings for the median company in the S&P 500 index increased in the past quarter 

by 13% up sharply from 8.5% the previous quarter and a sustained improvement 
from the 3rd quarter (Q3) 2012 when earnings growth decelerated to zero amid the 
Eurozone recession. Earnings “beats” decreased slightly from the previous quarter to 
72% but remain at an elevated level. Revenue beats improved to 65% the highest 

level since Q2 2011. Companies leveraged to capital goods sectors including 
industrials, technology and materials fared especially well, with increased margins 

leading to a sharp acceleration in earnings growth. Disinflation in global capital goods 
prices appears to be lifting which bodes well for further earnings growth in these 
sectors but also has implications for tightening in monetary policy. Overall, while 
earnings growth has vindicated the re-rating in equity markets in the 2nd half of 2013, 
earnings forward guidance has been mixed. Earnings growth estimates for 2014 have 

declined by 100 basis points since the start of the year from 10% to 9%.  
 Federal Reserve Bank of Boston President Eric Rosengren, who in December was alone 

among his colleagues at the Federal Reserve against initiating the tapering of the 
quantitative easing programme said the Fed should be patient in removing monetary 
accommodation. In a speech in Boston he attributed this caution to persistent damage 
to the US labour market: “There remains significant slack in labour markets, above 
and beyond the slack usually represented by the standard unemployment rate” which 

last month fell to 6.6%. He added that: “Such conditions call for a very patient 
approach to removing monetary policy accommodation, particularly given the softness 

in recent economic data.” 
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CHINA  

 
 The yuan fell on Monday for a 6th straight day, falling against the US dollar by 0.27% 

the biggest one-day decline since May 2012. Although the move is small relative to 

daily movements of most floating currencies, it is a significant adjustment for a 

managed currency. The yuan’s recent depreciation is attributed to the People’s Bank of 
China (PBOC) attempt to break one-way positioning expectations and deter 
speculative capital inflows which are fuelling the country’s burgeoning debt. The 
introduction of two-way currency volatility is consistent with the government’s shift 
towards a more market-driven economy. The government is expected to further its 
financial liberalization and reform of state-owned enterprises at the 12th National 

People’s Congress commencing on 5th March. The rebalancing of the economy away 
from infrastructure and investment-led spending towards consumer-led spending will 
likely prompt a natural deceleration in the rate of economic growth. 

 
 
JAPAN  
 

 Speaking at Columbia University Bank of Japan (BOJ) policy committee member 
Sayuri Shirai said the BOJ might not succeed in achieving its target of 2% consumer 
price inflation by the time the quantitative and qualitative easing (QQE) programme of 
asset purchases is scheduled to expire. Although Shirai did not explicitly say the QQE 
programme would be stepped up she said: “The asset purchases may not come to an 
end after two years” in April 2015 as originally planned. She cited uncertainty over job 
creation and wage growth as the 2 biggest risks to meeting the inflation target. 

 Growth in Japan’s retail sales accelerated from 2.5% year-on-year in December to 
4.4% in January well above the 3.8% consensus forecast, posting the 6th straight 
year-on-year rise. The increase is attributed to strong demand for consumer 
electronics and electrical products with year-on-year sales growth rising from 0.8% to 
7.5%, ahead of April’s scheduled VAT increase from 5% to 8%. Encouragingly, retail 
sales enjoyed a broad-based improvement with food and beverage sales, which are 

less linked to the VAT hike, rising 2.2% from 2.1% in December and posting the 11th 
straight year-on-year increase.  

 Japan’s industrial production increased sharply in January by 4.0% month-on-month 
up from 0.9% in December and above the 3.0% consensus forecast. The January 
output index measured 104.1 the highest since October 2008. The increase is 
attributed to increased production of automobiles, semi-conductors, and machinery. 
The Ministry of Economy, Trade and Industry maintained its assessment that industrial 

production “continues to show an upward movement” but forecasts that after rising 
1.3% in February it will fall 3.2% in March due to the effect of April’s VAT increase.  

 Japan’s consumer price inflation (CPI) increased in January by 1.3% year-on-year 
slightly above the 1.2% consensus forecast and the 8th straight positive reading, 
following 1.3% in December and 1.2% in November. The increase is attributed to 
rising import costs stemming from the yen’s depreciation and rising domestic demand. 
Core-core CPI excluding food and energy, providing a more accurate measure of 

inflationary trends, increased 0.7% unchanged from December and marking the 4th 
straight positive reading. Core CPI was negative (deflationary) for the 5 years between 

October 2008 and October 2013.  
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EUROZONE  
 

 Germany’s IFO business confidence index unexpectedly increased from 110.6 in 
January to 111.3 in February its highest level since July 2011 and above the 110.5 

consensus forecast. By contrast however, like the ZEW economic sentiment index 

released last week, the forward-looking index measuring business expectations for 
activity in the coming 6 months eased slightly from 108.9 to 108.3. The latest 
business and investor sentiment surveys show growth acceleration for the German 
economy in early 2014 but the surveys’ expectations components indicate that the 
current business cycle may soon reach a peak.   

 Moody’s credit rating agency upgraded Spain’s sovereign debt rating by 1 notch to 

“Baa2” citing successful structural reforms and improved market access to credit 
markets. Spanish bond yields have declined by 60 basis points since the start of the 
year, boosted by better than expected GDP growth. Meanwhile the government has 
already completed a quarter of its annual funding plan. The 10-year yield, now at 
3.50% is less than half the crisis peak hit in 2012. Moody’s allocated a “positive 
outlook” to the new debt rating raising the likelihood of another upgrade in the months 
ahead especially if the country’s debt-to-GDP ratio starts to fall.   

 The European Commission (EC), while noting that high debt and unemployment would 
continue to hold back the Eurozone economic recovery, forecasts that unemployment 
has reached its peak and will decline slightly from 12.1% to 12% in 2014, decreasing 
in Greece and Spain, the region’s worst affected economies, to 26% and 25.7%. The 
EC raised its forecast for Eurozone GDP growth in 2014 from a previous 1.1% to 
1.2%. According to Olli Rehn, EC Commissioner for Economic and Financial Affairs: 
“The worst of the crisis may now be behind us, but this is not an invitation to be 

complacent as the recovery is still modest”, adding that “To make the recovery 
stronger and create more jobs, we need to stay the course of economic reform.” The 
EC forecasts Germany, the Eurozone’s largest economy, will grow by 1.8%.  
 
 

UNITED KINGDOM 

 
 In its February Inflation Report the Bank of England (BOE) officially abandoned its 

forward rate guidance linking monetary policy to a fixed unemployment rate. In so 
doing the BOE is the 1st major central bank to exit the “unconventional” policy 
approach that has characterized monetary policy since the global financial crisis in 
2008. The BOE has returned to its pre-2008 mode of data dependence which is likely 
to result in more volatile short-term interest rates and potentially an earlier than 

expected increase in the benchmark interest rate.  
 UK retail sales fell more than expected in January by -1.5% month-on-month more 

than the -1.0% consensus forecast, and reversing part of December’s strong 2.7% 
increase. The decline is attributed to a sharp -3.4% drop in food sales. On a year-on-
year basis however, retail sales increased by a robust 4.3% and should continue to 
maintain an upward trend over coming months helped by easing price pressure and 
rising household earnings. Consumer purchasing power is improving with wages 

expected to increase in 2014 in real terms for the 1st time since 2010.  
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FAR EAST AND EMERGING MARKETS  
 

 The MSCI Emerging Markets (EM) Index is trading on a historic price earnings (PE) 
multiple of just 11.7 compared with a PE of 18 for the MSCI World index of developed 
markets. The last time the valuation discount was so wide, in 2003, subsequent 
returns over the following 5 years were 3 times higher for emerging markets than 

developed markets. Emerging market bonds are also under-valued. Emerging market 

dollar-denominated government bonds have a much higher yield spread than 
equivalent rated US corporate bonds, over US Treasury bonds. The difference between 
the two spreads is the highest since 2005 in spite of structural improvements in a 
number of emerging economies: The average credit rating of the EM Bond Index 
constituent economies has improved since 2005  from “BB” to between “BB+” and 
“BBB-“. 

 South Korea’s President Park Geun-Hye unveiled a 3-year “Plan for Economic 
Innovation” aimed at lifting the economy’s trend growth rate from 3.7% to 4.0%. The 
plan focuses on 3 key objectives: Reform of state-owned enterprises to reduce debt 
levels; Deregulation to boost growth of small- and medium-sized enterprises; 
Rebalancing of the economy towards domestic demand. Encouragingly policy emphasis 
has shifted decisively away from short-term measures such as fiscal and monetary 
policy towards structural reform. The reforms are notable for lowering the burden of 

taxation and regulation especially for smaller companies. The measures are positive 
and likely to boost the country’s GDP growth rate from 2.8% in 2013 to around 4.0% 
in 2014 and 2015.  
 
 

SOUTH AFRICA 
 

 SA’s GDP growth rate recovered from 0.7% quarter-on-quarter annualised in the 3rd 
quarter (Q3) to 3.8% in Q4 well above the 3.4% consensus forecast. The 
manufacturing sector grew 12.3%, adding 1.8 percentage points to the final GDP 
figure although largely due to the base effect following a protracted vehicle 
manufacturing strike during Q3. The rate of manufacturing growth is unlikely to be 
maintained. Mining was also strong with Q4 growth of 15.7%. However, excluding 

mining and manufacturing, GDP growth was only 1.6% little changed from 1.5% in 
Q3. For 2013 as a whole GDP grew by 1.9% down from 2.5% in 2012. Unfortunately 

the outlook for 2014 remains uncertain. The mining sector has suffered a poor start to 
the year with a continuing strike at the 3 major platinum producers’ already costing R5 
billion in lost revenues. The manufacturing sector has so far not capitalised on the 
weaker rand and January’s manufacturing purchasing managers’ index remained 
below the key 50 level which signals contraction. Meanwhile Eskom has reported it 

may enforce its emergency agreement requiring industrial customers to cut electricity 
by 10%. Electricity is expected to remain a downside risk to manufacturing and mining 
during 2014.   

 Finance Minister Pravin Gordhan delivered a fiscally prudent 2014 Budget with the 
outlook generally improved compared with the Medium-Term Budget Policy Statement 
(MTBPS). The Budget outlines falling real expenditure growth and a narrowing fiscal 
budget, which should go a long way towards pacifying the concerns of the credit rating 

agencies. Over the medium-term (by financial year 2016/17) real growth in 
expenditure is projected to decline from 2.2% year-on-year to 1.6% , encouragingly 

with capital spending becoming the fastest growing item in the Budget, taking over 



 

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. 

from debt-servicing costs. Over the medium-term the fiscal deficit is projected to fall 
from 4.0% of GDP to 2.8%. The government’s borrowing requirement for FY 2014/15 
was revised lower from the MTBPS figure of R183.9 billion to R179.8 billion and 
expected to decline further to R151 billion by FY 2016/17. The Treasury’s GDP forecast 
for 2013 was revised lower from 2.1% to 1.8%, from 3% to 2.7% for 2014, and left 
unchanged for 2015 at 3.2%.  

 Producer price inflation (PPI) accelerated from 6.5% year-on-year in December to 

7.0% in January, above the 6.8% consensus forecast. The main contributors were 
food, beverages, and tobacco products which accounted for 2.2 percentage points of 
the annual figure. PPI is likely to remain elevated in coming months with rand 
weakness and higher food prices posing the biggest risk to the inflation outlook. While 
the rand has strengthened in recent weeks the Reserve Bank is likely to raise its 
benchmark interest rate by a further 50 basis points during the 1st half of the year. On 

a month-on-month basis PPI increased by 1.0%.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +1.65 
JSE Fini 15  - 1.09 
JSE Indi 25  - 0.64 
JSE Resi 20  +10.04 
R/$   - 4.50 
R/€   - 2.74 
S&P 500  - 0.17 

Nikkei   - 8.10 
Hang Seng  - 3.73 
FTSE 100  +0.74 
DAX   +1.15 
CAC 40   +2.35 
MSCI EM  - 4.70 

MSCI World  +0.50 
 

 
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 
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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 
 

 Shares in electric car manufacturer Tesla Motors continued to rocket higher, rising by 

almost 20% in a single day after the company announced plans to build a $5 billion 
“gigafactory” to produce more effective and affordable storage batteries.  

 Tesla was founded by South African born CEO Elon Musk, who finished his Matric at 
Pretoria Boys High. He also founded PayPal, SpaceX, and SolarCity. Both SolarCity 
which provides solar power for houses and Tesla are listed on Nasdaq and shares have 
risen by 300% and 600% over the past year.  

 The companies specialize in “disruptive technology”, which undoubtedly merit a 

premium to the market. However, in the case of Tesla the premium may have become 
over-stretched. While the company has significant growth potential the business model 
is still unproven and yet the market capitalization is already half that of General 
Motors. Tesla produced less than 30,000 vehicles in the whole of last year while GM 
sold 13,654 vehicles per day. Tesla last week reported a $16 million adjusted loss for 
the 4th quarter (Q4) while GM reported Q4 earnings of $913 million. GM trades on a 
price earnings multiple (PE) of 15.19 while Tesla trades on an incredible PE of 1200. 

 The lofty valuations of Tesla and other disruptive technology stocks are becoming 
reminiscent of the 2001 “dot.com” bubble. The current environment makes a strong 
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case for an active investment approach to investing in the technology sector, as 
passive strategies are obliged to hold relatively large stakes in over-valued companies. 

 Is it a coincidence that it is the same Morgan Stanley analyst who asked Tesla about a 
possible capital raising in Tesla’s conference call last week who this week upped the 
price target on Tesla stock from $153 to $320? 
 

 

 
 
 


