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GLOBAL 

 
 The Organisation of Petroleum Exporting Countries (OPEC), made up of Algeria, 

Ecuador, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, The United Arab 
Emirates and Venezuala, pledged at its meeting in Vienna this week to maintain its 
production target at 30 million barrels a day. However, plans by Iraq, Iran and Libya 
to boost output in 2014 have raised concerns regarding possible over-supply. The 
Iranian delegation pronounced at the OPEC meeting that the country will accept no 
impediments to its planned return to the market. Iran’s Oil Minister Bijan Zantganeh 

said: “Under any circumstances we will reach 4 million barrels a day, even if the price 
of oil falls to $20 a barrel.” OPEC’s forecast that the Brent oil price will exceed $100 a 
barrel for a 4th straight year in 2014 may be too optimistic, based on the high 
probability of over-production by its member countries. Meanwhile, OPEC’s 
contribution to world supply currently at 40%, is under pressure from surging 
production in the US and other non-OPEC producers such as Angola and Mozambique.  

 The Barclays global business confidence index fell slightly from October’s 31-month 

record high of +0.18 to 0.0 in November. In developed economies, manufacturing 
purchasing managers’ indices (PMIs) were stronger than expected but were dragged 
down by generally disappointing non-manufacturing PMIs. These economies tend to be 

primarily service-driven and as a result, the advanced economies’ business confidence 
fell more steeply than the global index from +0.47 to +0.24. Traditionally however, 
manufacturing confidence tends to lead services, which suggests an improvement and 
better overall growth in the months ahead.  

 
 
NORTH AMERICA  

 
 The US Institute for Supply Management (ISM) manufacturing index unexpectedly 

accelerated from 56.4 in October to 57.3 in November, the highest since April 20111 

and well above the 55.1 consensus forecast. The index has increased for 6 straight 
months the longest stretch of gains since 2009. The forward looking new orders index 
also increased to a 2 ½ year high from 60.6 to 63.6 indicative of growing 
manufacturing momentum in coming months. The new export orders index climbed 
from 57.0 to 59.5 reflecting a rebound in the world economy. The employment index 

increased sharply from 53.2 to 56.5, pointing to robust manufacturing payrolls of 
around 30,000 per month. Moreover, the ISM data is consistent with a pick-up in GDP 

growth to about 3.5% annualised, which suggests the Fed may be tempted to taper its 
asset purchase programme sooner than had been expected.  

 The ADP employment report shows US private sector employment increased in 
November by 215,000 well above the 173,000 consensus forecast. Meanwhile 
October’s figure was revised substantially upwards from 130,000 to 184,000. In 
theory this should be a good precursor of the official non-farm payrolls data out today. 
Last month the official data showed an increase of 212,000 up from 150,000 the prior 

month. With the Fed’s forward guidance on monetary policy hinging on substantial 
progress in the labour market, the data may provide the biggest clue yet to the timing 
of the quantitative easing (QE) taper. The ADP report prompted an increase in the 10-
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year Treasury bond yield to 2.83%: This is just 2 basis points below its peak reached 
on 17th September, days before the Fed’s Federal Open Market Committee (FOMC) had 
been expected to begin cutting its $85 billion a month bond purchases. The bond 
market seems to be discounting a December rather than March taper.  

 The Fed’s November Beige Book, an anecdotal summary of business conditions in each 
of the Fed’s 12 regional bank districts, states the US economy continued to grow at a 
“modest to moderate pace”. The Beige Book, released 8 times a year and 2 weeks 

prior to each FOMC meeting, is influential in monetary policy decision making. 
Manufacturing continued to be a bright spot, reported as expanding in most districts, 
especially in high-tech and automotive industries. The employment outlook showed an 
overall improvement with some employers having difficulty in finding seasonal 
workers. The diminished labour market slack was even more visible in higher-skilled 
industries. The outlook for consumer spending was generally positive heading into the 

holiday season, with new vehicle sales standing out as increasing at a “moderate to 
strong” pace. In the real estate sector the combination of increasing demand and low 
inventory levels were causing home prices to increase. Meanwhile the overall effects of 
the federal government shutdown and uncertainty over fiscal and regulatory policy 
appeared fairly muted.  

 The US Trade deficit narrowed from $43 billion in October to $40.6 billion in 
November. The trade deficit continues to trend lower attributed mainly to surging 

domestic crude oil production making the US less reliant on imported oil. Petroleum 
exports are up 9.3% in the year to date compared with the equivalent 2012 period 
while petroleum imports are down by 11.1%. The reduced November trade deficit 

bodes well for 4th quarter (Q4) GDP, which although slightly slower than the 2.8% 
growth in Q3 due to the partial government shutdown, should nonetheless register 
around 2%. A smaller trade deficit boosts GDP as US companies are earning more 
from sales overseas while consumers are buying fewer products from their foreign 

competitors.  
 US new home sales increased in October by 25% month-on-month to 444,000 units 

well above the 429,000 consensus forecast. This is a strong rebound from September 
when sales fell 6.6% on the month to 354,000 the lowest level since April 2012 and 
from August’s figure which was revised sharply lower from an initial estimate of 
421,000 to 379,000. October’s level of new home sales is similar to rates of sales 

observed in the 1st half of the year which took place prior to the lagged effect of higher 
mortgage rates. The data suggests that the recent volatility in new home sales in 
response to rising mortgage rates marks a pause in housing activity rather than a 
faltering recovery. While previous rising interest rate cycles coincided with a tightening 
in credit conditions, credit conditions were already tight before this cycle began and so 

should be less vulnerable to correction.  
 

 
CHINA  

 
 The People’s Bank of China (PBOC) released its “Guidelines for Financial Support for 

the Shanghai Free Trade Zone”. The document demonstrates a gradual push towards 
interest rate liberalization, reform of foreign exchange management, and opening up 
of capital markets. The PBOC is keeping to its strategy of financial reforms aiming to 

use the free trade zone as a test case for broader geographical liberalization. Reforms 
are aimed at easing the path for foreign investors entering China and for Chinese 
companies going abroad. Foreign companies can obtain business licenses in 4 days, 
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down from an average 29 days outside the zone. Rather than preferential tax 
incentives the main purpose of the zone is to provide administrative innovations.  

 China’s official purchasing managers’ index (PMI), measuring activity in the 
manufacturing sector, remained unchanged in November at 51.5 and slightly above 
the 51.1 consensus forecast. However, the detail is less encouraging. Large 
enterprises have led the rebound since the PMI bottomed-out at 50.4 in June, with the 
PMI for medium-sized enterprises remaining at 50.2 and worse still the small-sized 

enterprise PMI continuing to slide to 48.3. The aggregate forward-looking new orders 
index decreased in October by another 0.2 percentage points in November following a 
0.3 decline in October. Meanwhile the inventory index increased strongly from 45.6 to 
47.9 the highest in 5 months suggesting the strong production index may have been 
boosted by inventory restocking rather than final demand. Moreover the production 
and business expectation index has been on a downward trend since August declining 

sharply in November from 57.5 to 54.9 signaling continued cautious business 
sentiment ahead. The data suggests that GDP growth momentum has softened in Q4.  

 
 
JAPAN  
 

 The Ministry of Finance 3rd quarter (Q3) corporate survey confirms an increase in sales 

especially in non-manufacturing sectors, elevated ordinary profits, and signs of a 
bottoming-out in the capital expenditure cycle. While the Bank of Japan is promoting 
quantitative and qualitative easing aimed at restoring inflation to 2% annualized, an 

increase in inflation needs to be accompanied by rising wages. Encouragingly in this 
regard the “break-even sales ratio” at large companies has fallen sharply raising the 
prospect that profits will pass through to wages and boost the real purchasing power 
of households. If the break-even sales ratio is too high companies end up making 

losses even with a slight decline in sales and under such conditions are reluctant to 
boost wages. Currently the breakeven point at large companies is at 78.2% reaching 
its lowest level since at least 1980, which bodes well for wage increases.  

 
 
EUROZONE  

 
 Revised data shows Eurozone GDP grew in the 3rd quarter (Q3) by 0.1% quarter-on-

quarter, a slowdown from the 0.3% growth recorded in Q2. While unchanged from the 
preliminary estimate published on 14th November growth components have been 
adjusted. Encouragingly growth in investment spending accelerated from 0.2% to 

0.4% indicative of a more positive outlook from the corporate sector. Household 
spending was also constructive posting its 2nd quarterly increase. However, with 

imports rising faster than exports, net trade was a drag on GDP growth. Meanwhile, 
inventory accumulation added an upwardly adjusted 0.3 percentage points to GDP 
growth, which may easily reverse and subtract from GDP growth in Q4. The Eurozone 
composite Purchasing Managers’ Index (PMI), measuring conditions in both 
manufacturing and services sectors, was revised upwards in November from 51.5 to 
51.7 but still below October’s 51.9 reading and remained at a 3-month low. The data 
is consistent with a Q4 quarterly expansion in GDP of around 0.2%, slightly better 

than Q3 but still anemic.  
 As expected the ECB left its benchmark interest rate unchanged at 0.25%. It also left 

the overnight deposit rate it pays commercial banks on their excess reserves 
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unchanged at 0% after what ECB president Mario Draghi said was a “brief discussion” 
about whether to make it negative. Since the last ECB policy meeting in November 
there has been no deterioration in economic data. Although the recovery continues to 
be uneven and fragile, PMI and European Commission (EC) surveys point to subdued 
economic growth. Headline consumer price inflation (CPI) has also bounced back from 
a low of 0.7% year-on-year in October to 0.9% in November. Although well below its 
target of 2% the ECB forecasts an increase in CPI to 1.1% in 2014 and 1.3% in 2015. 

Nonetheless according to Draghi: “We are aware of the downside risks that a 
protracted period of low inflation for an extended period of time does imply” indicating 
the potential for further monetary policy easing.  

 Moody’s credit rating agency raised Spain’s sovereign rating outlook from “negative” 
to “stable”, citing evidence of as sustained economic rebalancing and improving 
growth prospects. Spain’s economy emerged from a 2-year recession in Q3 helped by 

household spending which grew for the 1st time in over a year. While the IMF predicts 
that Spain’s unemployment will not fall below 25% until 2018 Spain’s government 
forecasts that GDP growth will be strong enough to create jobs in 2014. Vindicating 
this more positive outlook, Spain’s services sector PMI increased sharply from 49.6 in 
October to 51.5 in November the highest since June 2010 and well above the key 50 
level which signals expansion. Encouragingly the forward-looking new orders index 
increased to its highest level since July 2007 suggesting that activity will continue to 

pick-up in coming months.   
 
 

UNITED KINGDOM 
 

 The UK Purchasing Managers’ Index measuring conditions in the manufacturing sector, 
increased from 56.5 in October to 58.4 in November, significantly above the 56.2 

consensus forecast. The output index increased from 58.8 to 61.4 while the forward 
looking new orders index increased from 61.3 to 64.6 the highest reading in over 19 
years. The data is consistent with a further acceleration in GDP growth in the 4th 
quarter (Q4) exceeding the 0.8% quarter-on-quarter growth achieved in Q3. The 
manufacturing expansion remains broad-based with domestic demand as well as 
export demand both showing solid gains. The employment index also increased 

sharply from 51.9 to 54.5 suggesting unemployment may fall faster than the Bank of 
England (BOE) is predicting. The better than expected data prompted Sterling to 
appreciate to a 5-year high against a basket of major trading partner currencies.  

 As expected the BOE kept its benchmark interest rate unchanged at 0.50% and 
maintained its asset purchase programme at £375 billion. BOE governor Mark Carney 

stressed that a decline in unemployment to the forward guidance level of 7% would 
not automatically trigger an increase in interest rates. The chance of an early rate hike 

has also been dispelled by the BOE’s willingness to use alternative macro-prudential 
tools. According to Capital Economics analyst Jonathan Loynes: “The BOE’s move to 
take some heat out of the housing market by re-directing the Funding for Lending 
Scheme has further reduced the likelihood that the Monetary Policy Committee (MPC) 
will need to raise interest rates to reduce the threat of financial stability.” Moreover, 
inflation has been falling more sharply than expected, providing added reason to leave 
interest rates unchanged. Following October’s sharp decline in consumer price inflation 

(CPI) from 2.7% to 2.2% the MPC’s November Inflation Report forecasts that CPI 
would reach the 2% target 6 months earlier than previously expected.  
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 The sterling trade-weighted index, measuring sterling’s performance against the UK’s 
main trading partners, has increased by 9% since its recent low in March and now 
stands at its strongest level since August 2009. Sterling’s rally is attributed to a 
stronger than expected economic recovery over the past 3 quarters but also to a lack 
of market confidence in the BOE’s forward monetary policy guidance. Meanwhile, a 
consequence of sterling strength is a rapid decline in inflation, based on the close link 
between import and consumer prices. Present currency levels suggest CPI will be 

around 1 percentage point lower in a year’s time than it otherwise would have been. 
Moreover, sterling is now more than 2% above levels that the BOE warned in January 
could be inconsistent with the required rebalancing of the economy. It is becoming 
increasingly likely that the BOE will consider ways to weaken sterling again, raising the 
prospect of further loosening in monetary policy.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 India’s current account deficit narrowed sharply from 5% of GDP in the 2nd quarter 
(Q2) to 1.2% in Q3, from US$21 billion to 5.2 billion the lowest quarterly deficit since 
June 2009. The improvement is attributed to strong export growth in both 
manufacturing and service sectors and markedly lower gold imports following an 

increase in the gold import tax. The Reserve Bank of India couldn’t wait to let the 
market know about progress with the country’s current account deficit, releasing the 
data almost a month ahead of schedule. Reducing the deficit is crucial to encouraging 

investor confidence and attracting inward investment. The deficit is cited as a main 
contributor to the Indian rupee being one of the worst performing emerging market 
currencies this year.  
 

 
SOUTH AFRICA 
 

 SA’s purchasing managers’ index (PMI), measuring activity in the manufacturing 
sector, increased from 50.7 in October to 52.4 in November well ahead of the 50.9 
consensus forecast and above the expansionary 50 level. Encouragingly the gain was 

broad-based with all 5 sub-indices showing an improvement. The employment index 
increased to 50.8 its highest level so far this year. The forward-looking business 
activity index remained at an elevated level of 59.8 suggesting producers are 
optimistic that conditions will improve. The prices index declined for the 4th straight 
month indicating that price pressures seem to be easing. The data is consistent with a 

modest recovery in GDP growth in the 4th quarter (Q4) following the dismal 0.7% 
growth recorded in Q3.  

 The SA Reserve Bank (SARB) Q3 Quarterly Bulletin showed gross domestic 
expenditure (GDE) growth slowed to 1.9% quarter-on-quarter annualised as a result 
of slowing government and household spending. Government expenditure growth 
slowed from 1.7% to 1.5% while household spending slowed from 2.8% to 2.3%. A 
bright spot is fixed investment growth which accelerated slightly from 2.1% to 3.1%. 
Less encouraging however is the sharp deterioration in the current account deficit from 
5.9% of GDP in Q2 to 6.8% in Q3 the worst in 4 years, exacerbated by the impact of 

automotive strikes on vehicle exports. While the strikes have since been resolved the 
deficit is likely to remain elevated for the foreseeable future and its funding will remain 
a concern in 2014.  
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 Total net foreign outflows from the SA equity market for the month of November were 
R16.9 billion, a marked increase on the R7.7 billion outflow reported in October and in 
contrast to the net inflow of R1.9 billion in November 2012. For the year to date the 
net inflow was R2.4 billion. Total net outflows from the SA bond market were R15 
billion for November following an inflow of R3 billion in October. For the year to date 
net inflows have been just R5.4 billion in contrast with net inflows for the same period 
last year of R85.4 billion.   

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +12.86 
JSE Fini 15  +9.92 
JSE Indi 25  +27.55 
JSE Resi 20  - 3.40 
R/$   - 19.67 
R/€   - 22.55 
S&P 500  +25.16 

Nikkei   +46.01 
Hang Seng  +4.66 
FTSE 100  +10.18 

DAX   +19.34 
CAC 40   +12.60 
MSCI World  +19.45 
 

 
TECHNICAL ANALYSIS 
 

 The US dollar has again dropped below the key $/€ 1.30 level versus the euro 
suggesting a continuation in the dollar’s long-term weakening trend.  

 The rand has fallen through successive support levels at R/$9.30 and R/$9.50 and now 

R/$10.0 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.  

 Ultra-loose central bank monetary policy has led to increased demand for riskier 
assets. The Leuthold risk-aversion index is trading close to 30 year lows.  

 US and 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. 



 

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. 

 The Nikkei exhibits the most bullish pattern in spite of the recent 20% correction from 
recent highs.   

 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 has broken above key resistance at $110 suggesting further 
near-term gains to $120, although the geo-political risk premium is quite high at an 

estimated $8 per barrel, suggesting recent gains are not sustainable over the longer-
term.  

 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 has reversed recent losses but needs to break back above the key $1550 level to 
restore the bull trend. 

 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 that 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 27%.  
 

 
BOTTOM LINE 

 
 A continuation of the Nikkei’s stellar rise, up around 50% since the start of the year 

will require “Abenomics” to be different from other major structural reforms introduced 
over the past 18 years. Although dangerous to hear, there is a strong likelihood that 
“this time will be different”. The deterioration in Japan’s economy has created an 
unprecedented urgency. 

 The case for a major policy shift is more compelling than ever: Deflation has changed 
substantially since 1995 the 1st year that it was experienced in Japan. At that stage 
Japan was a wealthy country with its average per capita income double the average 
advanced economy. Since then income and net worth have declined while government 
debt has surged to 200% of GDP. Japan has been in a persistent trade deficit for over 

2 years and could move into an outright current account deficit by 2018. Surging debt 
levels and declining domestic savings present an urgent threat to Japan’s economic 

equilibrium. Meanwhile China’s economic and political renaissance should not be 
underestimated. In 1995 China’s GDP was less than 1/5th the size of Japan. By 2010 
China’s GDP surpassed Japan and according to IMF forecasts should double Japan’s 
GDP by 2018. 

 Policy implementation has also been compelling. Real GDP growth rebounded to 4% 
annualised in the 1st half (H1) 2013 and after a slight slowdown in H2 should 
reaccelerate to 4% in 2014. Consumer price inflation has turned positive and running 

at 5 year highs, expected to accelerate further according to rising household inflation 
expectations. Monetary stimulus has been massive with the Bank of Japan’s (BOJ) 
balance sheet likely to reach 60% of GDP by the end of 2014. By comparison after 3 
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rounds of QE the Fed’s balance sheet is just below 30% of GDP. The BOJ is expected 
to add to its QE at the 1st sign of subsiding inflation.  

 Equity valuations remain attractive in spite of strong share price gains. With company 
earnings nearly doubling since the launch of Abenomics, price-earnings multiples are 
still close to their lows of the past 25 years. Price-to-book multiples are only slightly 
above 1.0x, less than half equivalent ratios in other developed economies. 

 So far there has been little shift in Japanese investment behavior with the optimal 

asset allocation weighted heavily towards bonds rather than equities. After so many 
false starts it is unlikely this prejudice will change quickly. However, if an investment 
shift does occur the impact on the equity market should be significant.  


