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OVERBERG MARKET REPORT 
Week ending 28th March 2014 
 
 
GLOBAL 
 

 The Barclays global manufacturing confidence index, based on regional “flash” (initial 

estimates) manufacturing purchasing managers’ indices (PMI) fell for a 3rd straight 
month in March to -0.15 from -0.10 in February, +0.03 in January and +0.14 in 
December. The decline is attributed to the continued decline in China’s PMI and the 
latest fall in the US PMI. The data suggests the strong global growth in the 2nd half of 
last year is losing momentum or at the very least stabilizing. The global forward-
looking new orders index fell slightly from -0.08 to -0.06 and the global inventories 

index increased slightly from 0.34 to 0.38 both indicating a further loss in momentum 
in next month’s aggregate reading.  

 
 
NORTH AMERICA  

 
 The Conference Board US consumer confidence index increased sharply from 78.3 in 

February to 82.3 in March the highest since January 2008 and exceeding all 
economists’ forecasts. The regional breakdown shows the strongest gains were along 
the Eastern Seaboard which was the hardest hit by February’s storms. While the 
aggregate index was expected to rebound following normalization in weather 
conditions the expectations index also increased sharply from 76.5 to 83.5 signaling 
further gains in mid-year consumer confidence. Consumer confidence is boosted by 
rising home and equity prices as well as strengthening labour market conditions. The 

balance of households reporting jobs as being difficult to find remained close to the 
multi-year low indicating a continued decline in the unemployment rate. The overall 
data is consistent with annualised consumption growth of around 2.6% providing a 
material boost to US economic growth. Household consumption contributes around 
two-thirds of US GDP.  

 The US Markit “flash” (initial estimate) manufacturing purchasing managers’ index 

(PMI) fell from 57.1 in February to 55.5 in March below the 56.5 consensus forecast. 
While the key new orders, new export orders, and employment indices all showed 

slight declines they remained in expansionary territory. The forward-looking new 
orders index fell from 59.6 to 58.0 but well above the key 50 level which demarcates 
expansion from contraction. The aggregate data remains in solid expansionary 
territory corroborating other indicators of manufacturing activity such as the closely 
watched Philadelphia Fed and Empire State indices. According to Chris Williamson chief 

economist at Markit: “The manufacturing PMI adds to evidence that the sector has 
shrugged off the weather-related weakness seen earlier in the year, with strong 
demand encouraging firms to expand and hire new staff at a robust pace.”  

 Durable goods orders increased in February by 2.2% month-on-month well above the 
0.8% consensus forecast. The increase is attributed almost entirely to the traditionally 
volatile transportation component and normalization of vehicle assembly lines after the 
adverse weather in January. By contrast core durable goods orders excluding 

transportation increased by just 0.2% down from 0.9% in January. Disappointingly 
machinery orders fell -1.5% and the 3-month-on-3-month annualised growth rate in 
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non-defence capital goods orders (excluding aircraft) fell from 6.0% to 1.4%. Capital 
goods orders are an accurate barometer of business investment confidence.  

 US new home sales fell in February by 3.3% month-on-month to a seasonally adjusted 
annual rate of 440,000 below the 445,000 consensus forecast while January’s strong 
gain was revised lower to 455,000. New home sales data represent a small portion of 
homes purchased but provide a crucial gauge of market conditions as they are tallied 

at the moment a contract is signed unlike existing home sales which are tallied at the 

closing. After steadily moving higher during 2012 and in the 1st half of 2013 new home 
sales have since leveled off amid increasing mortgage rates. The average sales rate 
for the 1st 2 months of the year is roughly unchanged from the average for the final 3 
months of last year. The Federal Reserve last week signaled a more aggressive than 
expected path for future interest rate increases which could further pressure mortgage 
rates.  

 
 
CHINA  

 
 The HSBC “flash” (initial estimate) manufacturing purchasing managers’ index (PMI) 

unexpectedly fell from 48.5 in February to 48.1 in March further below the key 50 
level which signals contraction. The consensus forecast had been for a slight seasonal 

increase following the Chinese New Year. Both the output and new orders indices fell 
for a 2nd straight month at an accelerating pace indicating continued weak demand as 
a result of overcapacity and restricted credit availability. The data may prompt 
economists to lower their 2014 GDP growth forecasts to below the government’s 
official 7.5% target. Meanwhile the government, via local government and state-
owned enterprises, has in the past week announced several initiatives to stabilize 
growth including approval of railway and infrastructure projects, and equity financing 

for major property developments. However, infrastructure projects are likely to be less 
pronounced than in recent economic cycles amid government’s commitment to re-
balance the economy from investment spending towards household expenditure.  

 
 
JAPAN  

 
 Japan’s core consumer price index (CPI), excluding food but including energy, 

increased in February by 1.3% year-on-year unchanged from January and December 
and still the highest since hitting 1.9% in October 2008. Core-core CPI excluding food 
and energy which provides a more accurate picture of whether deflation is fading 
increased 0.8% up from 0.7% in January and marking the 5th straight positive 
reading. While the rate of yen depreciation has lost momentum reducing the 

inflationary impact of import costs the Bank of Japan remains confident that its 2% 
CPI target will be met as planned by mid-2015. 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.  

 Japan’s unemployment rate fell from 3.7% in January to 3.6% in February the lowest 
since July 2007 and marking the 45th straight monthly decline in the number of 

unemployed. The number of payrolls increased by a robust 130,000 from the previous 
month. Japan’s labour market continues improving causing some labour shortages 

especially in the construction industry. The tightening labour market bodes well for an 
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increase a real wages. Several large companies have raised wages although smaller 
companies have not yet followed their example. Higher wages are needed to boost 
real growth in disposable household income, a key prerequisite for beating deflation on 
a sustainable basis in turn promoting consumer expenditure and stronger GDP growth. 

 
 

EUROZONE  

 
 Germany’s Ifo business confidence index fell in March for the 1st time in 5 months 

from 111.3 to 110.7 below the 110.9 consensus forecast, attributed to the Crimea 
crisis. Most business sectors suffered a decline in sentiment with the construction 
sector falling sharply from +0.7 to -3.5 although the retail sector unexpectedly 
increased again in spite of the big rise in February. The aggregate current conditions 

index continued to increase from 114.4 to 115.2 consistent with annual GDP growth of 
up to 3%. However, the forward looking expectations index fell for a 2nd straight 
month from 108.3 to 106.4 the lowest since last November suggesting the upward 
trend in the current conditions sentiment may be unsustainable and that GDP growth 
of around 1.5% is more likely in 2014.   

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI) 
for both service and manufacturing sectors edged slightly lower from 53.4 in February 

to 53.3 in March but remained at the 2nd highest point since June 2011 and well above 
50 which marks expansionary territory. The services PMI declined slightly from 52.6 to 
52.4 although the services optimism index increased from 62.4 to 65.1 the highest 
since May 2011 attributed to a better economic outlook and improved demand. 
Meanwhile the manufacturing PMI improved marginally from 55.4 to 55.4. France’s 
PMIs improved markedly with the composite PMI increasing from 47.8 to 51.6 back 
into expansionary territory and the highest reading since August 2011. The 

improvement was due mainly to the services PMI which after hitting a 9-month low in 
February recovered from 47.2 to 51.4 while the manufacturing PMI also gained from 
50.8 to 52.8.  
 
 

UNITED KINGDOM 

 
 UK retail sales increased in February by 1.7% month-on-month far stronger than the 

0.5% consensus forecast and almost reversing January’s sharp -2.0% post-festive 
season decline. The increase is attributed to a 7.9% rise in non-store sales consisting 
mainly of online sales. The wet weather in February did not deter retail spending but 
the means of spending. The current upswing in retail spending has been driven by a 
decline in the savings ratio rather than rising household incomes: Rising property 

prices have boosted consumer confidence and driven down the propensity to save. 
However, recent data shows a tightening labour market and upward pressure on 
wages at the same time as declining inflation. As a result household income should 
start rising in real terms supporting continued increases in retail spending. 

 UK consumer price inflation (CPI) fell from 1.9% year-on-year in January to 1.7% in 
February the lowest since October 2009 and significantly below the 2.7% level as 
recently as August last year. The decline is attributed to a further drop in petrol price 

inflation from -1.8% to -5.1% while food price inflation also fell from 2.1% to 1.8%. 
Producer price inflation (PPI) also eased sharply from 0.9% to 0.5% a level which may 

translate into potential CPI deflation in the months ahead. Food price inflation may 
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decline to zero based on recent declines in agricultural commodity prices and planned 
price cuts by supermarkets. The strengthening in Sterling and recent price cuts by 
utility companies also confirm a continued deceleration in CPI. CPI is expected to fall 
to around 1% by year-end which should boost the growth of household income in real 
terms. The CPI forecast is also significantly below the Bank of England’s (BOE) 2% 
ceiling suggesting the central bank is unlikely to raise interest rates soon. 

 

 
FAR EAST AND EMERGING MARKETS  
 

 Agricultural food prices have increased sharply since the start of the year with the S&P 
GSCI Agricultural Index rising from 350 to 400 in less than 3 months. There is concern 
that rising food prices could ignite inflationary pressures in emerging markets where a 

significant portion of household disposable income is spent on food. Food has a higher 
weighting in the consumer price index (CPI) baskets of most emerging countries 
ranging from 50% in the Philippines to an average of just 15% across the OECD. 
However the recent spike in agricultural prices is attributed to temporary factors such 
as adverse weather conditions and the Ukraine crisis rather than structural 
impediments, suggesting a relaxation in pricing pressure towards mid-year. 
Inflationary fears in emerging markets are therefore likely to abate: Emerging market 

CPI decelerated further from 4.6% year-on-year in January to 4.3% in February the 
lowest since 2009 driven mainly by low capacity utilization and low core CPI which 
strips out the influence of traditionally volatile food and energy prices. Among 
emerging markets emerging Asia is showing the lowest CPI averaging 3.5%. The 
inflationary outlook bodes well for more accommodative monetary policy in the region.  

 Sanctions resulting from the Ukraine crisis have been limited to visa restrictions and 
asset freezes aimed at selected Russian officials. The sanctions are unlikely to escalate 

unless Russia widens its annexing ambitions beyond Crimea to the rest of the Ukraine 
or other former Soviet states. In this event Russia may retaliate by cutting off its 
supply of natural gas, oil and coal to Europe. However, the rapidly growing supply of 
carbon fuels in the US and Africa especially through unconventional hydraulic 
fracturing should amply cover any shortfall. The inevitable oil price spike is likely to be 
short-lived and not especially disruptive to Europe. On the other hand the outlook for 

Russia is considerably worse. Russia’s dependence on foreign capital is infinitely 
greater than the West’s dependence on investment from Russia. Russia’s economy has 

already suffered: The threat of further escalation has prompted credit rating agencies 
to downgrade the country’s outlook, and economists have downgraded the country’s 
GDP growth prospects to a consensus forecast of 1% for 2014.  

 Taiwan’s industrial production rebounded strongly in February with a year-on-year 
increase of 7.0% compared with -1.8% in January and significantly above the 4.3% 

consensus forecast. Industrial production is enjoying its longest uninterrupted run of 
expansion since 2010-2011 with the increase broad-based across product categories. 
The forward-looking new orders component of the manufacturing purchasing 
managers’ index (PMI) suggests the upward trend in industrial production should be 
maintained over the next 3-6 months.  

 Standard & Poor’s credit rating agency downgraded Brazil’s long-term foreign currency 
debt rating by 1 notch from “BBB-“ to “BBB”. However it modified its outlook from 

“negative” to “stable” suggesting a further downgrade is unlikely. S&P cited a weak 
growth outlook and fiscal strains as limiting government’s ability to react to external 
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shocks. GDP growth is being constrained by weak business confidence which may be 
exacerbated in the likely event of energy rationing.  
 
 

SOUTH AFRICA 
 

 As expected the SA Reserve Bank (SARB) kept its benchmark repo interest rate 

unchanged at 5.5%. The decision not to hike the repo rate is attributed to a 
stabilisation in the rand since the last policy setting meeting in late January.  However, 
the SARB stressed that although the outlook for inflation has improved the rand 
remains vulnerable and further weakness could raise the “pass-through” effects of the 
weaker currency. The SARB also highlighted high wage settlements with SARB 
Governor Gill Marcus stressing that the “outcome of wage negotiations in an unsettled 

labour relations environment will be an important determinant of inflation.” Gill Marcus 
indicated that further rate hikes were imminent, raising the likelihood of a 25-50 basis 
point increase in the repo rate at either of the upcoming policy meetings in May or 
July. At the same time the SARB lowered its GDP growth forecast from 2.8% to 2.6% 
for 2014 and from 3.3% to 3.1% for 2015 with platinum industry strikes and 
electricity supply constraints potentially leading to further downgrades in GDP 
forecasts. 

 Producer price inflation (PPI) accelerated sharply from 7.0% year-on-year in January 
to 7.7% in February well above the 7.3% consensus forecast. On a month-on-month 
basis PPI increased by 1.3%. The main culprit is food price inflation which contributed 
0.4 percentage points, followed by strong price increases in the metals, machinery, 
equipment and computing equipment category, and strong price increases in the coke, 
petroleum, chemical, rubber and plastic products category. PPI is likely to remain 
elevated in the months ahead in response to a fragile currency and higher food prices. 

The PPI data underlines the fact that there is upward pricing pressure in the economy. 
 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +2.43 

JSE Fini 15  +5.47 
JSE Indi 25  - 0.68 
JSE Resi 20  +8.12 
R/$   - 2.13 
R/€   - 0.72 

S&P 500  +0.04 
Nikkei   - 10.24 
Hang Seng  - 6.32 
FTSE 100  - 2.38 
DAX   - 5.59 
CAC 40   - 1.93 
MSCI EM  - 2.73 

MSCI World  - 0.48 
 

 



 

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. 

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 suggesting a potential 

acceleration in the rand’s depreciation. However, a break below the R/$ 10.50 level 
may signal a disruption of the depreciation trend line which has been in place since 
2011, projecting a move to the R/$ 10.00 level. 

 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 yield is developing a textbook flag 
formation which suggests a break below 2.62% will project a move to 2.34%. The 
benchmark R186 SA Gilt yield has broken out of its recent bear trend targeting a move 
to 8.15% and potentially as low as 7.80% 

 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, apart from a recent 

short-term spike since the start of the year 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%.  
 

 
BOTTOM LINE 
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 A chief concern among equity investors is that US profit margins are at peak levels 
and will inevitably revert to the mean putting significant pressure on earnings growth. 
A tightening labour market and rising wages will eventually cause profit margins to 
reduce. 

 However, this process is likely to be counter-balanced by the rapid shift in external US 
production from developed markets to emerging markets. This is evidenced by US 

foreign owned affiliates in emerging markets almost quadrupling their profit between 

2000 and 2011 versus a mere doubling in developed markets.  
 Emerging market labour costs are far lower which translate into higher profitability. 

Between 2000 and 2011 the pre-tax profit per unit of output of US foreign owned 
affiliates increased from 28% to 41% due mainly to the cheap labour pool in emerging 
markets. 

 The increased weighting of US production in emerging markets is not only reducing 

the average labour costs of US multinationals but also exerting downward pressure on 
wages in the US.  

 The continuing internationalization of US production should lead to a secular increase 
in average (equilibrium) profit margin. The equilibrium level is likely to remain 
elevated for a considerable period, as long as labour in emerging markets remains 
cheaper than in the US.  
 

 
 


