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OVERBERG MARKET REPORT 
Week ending 7th February 2014 
 
 
GLOBAL 

 

 The Barclays global business confidence indicator, which tends to be volatile at this 

time of the year due to public holidays in Asia and weather-related seasonal factors in 
the US, lost its recent positive momentum in January. The smoothed 3-month moving 
average fell from -0.01 to -0.10 attributed to particularly weak US manufacturing data 
and a slowdown in China’s manufacturing activity. However, overall US business 
confidence still improved boosted by the non-manufacturing sector. The aggregate 
decline was mostly driven by a fall in business confidence in emerging economies 

especially in the BRICs. China’s service activity is expected to be flat, India’s 
purchasing managers’ indices (PMI) remained below the key 50 level for a 7th straight 
month, and in Russia the PMI is at multi-month lows, while Brazil suffered a loss of 
confidence in the services sector. Emerging economies contribute around 40% of 
global GDP.  

 
 

NORTH AMERICA  
 

 The US purchasing manager’s index (PMI), measuring activity in the services sector, 
increased more than expected from 53.0 in December to 54.0 in January. This is 
comfortably above the key 50 level which indicates growth and beat the 53.7 
consensus forecast in spite of adverse weather conditions. The sub-indices paint a 
positive picture, with the business activity index up from 54.3 to 56.3, the 

employment index up from 55.6 to 56.4 (the highest since November 2010), and the 
forward-looking new orders index also gaining from 50.4 to 50.9. In sharp contrast 
however, the manufacturing PMI fell sharply from 56.5 to 51.3 significantly below the 
56.0 consensus forecast. While bad weather would explain part of the decline the new 
orders index should have been less affected. Disconcertingly the new orders index fell 
from 64.4 to 51.2 marking the largest monthly decline since 1980.  

 US private sector payrolls increased in January by 175,000 according to the ADP 
report, below the 227,000 in December and slightly below the 189,000 consensus 

forecast. The slight forecast miss is attributed to adverse weather conditions and may 
detract from the official employment report due out today, which according to 
consensus forecast will show an increase in non-farm payrolls of 175,000 with the 
unemployment rate remaining unchanged at 6.7%. Although the ADP and official 
Bureau of Labour Statistics (BLS) reports use different methodologies thereby limiting 

the forecasting merit of the ADP report it has on average over the past 6 months been 
36,000 per month stronger than the BLS report.  

 The Federal Reserve January Senior Loan Officer Opinion Survey on Bank Lending 
Practices (SLOOS), covering the 3 months ended December, provides the 1st insight 
since the Fed announced the tapering of its quantitative easing (QE) programme. 
While there was evidence of disruption to the residential real estate markets due to 
higher mortgage rates and tightening lending standards, the overall tone of the report 

was positive: Demand for household, commercial and industrial loans increased while 
lending standards in these categories continued to ease. Commercial real estate loans 

also experienced stronger demand and easing lending standards. On a forward view, 
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respondents generally expected improving performance for business loans and most 
types of household loans. 

 
 
CHINA  

 

 China’s official manufacturing purchasing managers’ index (PMI) fell from 51.0 in 

December to 50.5 in January the lowest level since August last year. While the 
Chinese New Year may explain some weakness the seasonal impact has been minimal 
over the past 2 years, suggesting a broader-based slowdown. The forward-looking 
new orders index fell by a greater margin from 52.0 to 50.9 which together with 
slower raw material purchases and increased inventories suggest a deteriorating 
growth outlook over coming months. The data corroborates the HSBC manufacturing 

PMI which fell from 50.5 in December to 49.6 in January. Meanwhile the HSBC 
services PMI also declined from 50.9 to 50.7 the lowest reading since August 2011. 
According to consensus forecast China’s GDP will slow from 7.7% in 2013 to 7.4% in 
2013. 

 
 
JAPAN  

 
 While the Bank of Japan appears on track to achieve 2% consumer price inflation by 

2015, thereby beating the country’s decade-long deflationary spiral, it is important 
that salaries and wages also increase in real terms. Encouragingly the latest data 
shows growth in wages per worker accelerated from 0.6% in November to 0.8% in 
December above the 0.6% consensus forecast. Meanwhile the decline in scheduled 
pay slowed from -0.6% in November to -0.2%. Although declining for a 19th straight 

month scheduled pay appears to be bottoming-out and should show positive growth in 
the current year, as indicated by December bonuses. Special pay, which reflects winter 
bonuses, increased in December by 1.4% on the year, the biggest gain since 
December 2005 and a strong improvement on the previous year’s -3.1% contraction.  

 Japan’s industrial production increased in December by 1.1% month-on-month, more 
than reversing November’s -0.1% decline. The Ministry of Economy, Trade and 

Industry (METI) raised its forecast for industrial production growth for January from 
2.8% to 6.1% due to expected front-loading ahead of the scheduled April VAT 

increase. As a result of front-loading GDP is expected to rebound strongly from 1.1% 
annualised in the 3rd quarter (Q3) to around 3.5% in Q4, building added momentum in 
Q1 2014. However, the big question is whether the economic recovery will continue 
after April: Encouragingly capital goods shipments, a reliable indicator of investment 
expenditure which tends to depend on a longer-term view, increased strongly in Q4 by 

5.6% annualised. Increased investment spending suggests the economic recovery will 
continue past the VAT hike.   

 
 
EUROZONE  
 

 Eurozone consumer price inflation (CPI) declined from 0.8% year-on-year in December 

to 0.7% in January, below the 0.8% consensus forecast and well below the ECB’s 2% 
target. CPI is widely expected to hit a low of 0.6% in February and remain below 1% 

for the remainder of the 1st quarter. The data was widely expected to prompt further 
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ECB monetary easing to contain deflationary risks. However, at its policy-setting 
meeting this week the ECB unexpectedly resisted the temptation to cut its benchmark 
interest rate or initiate any form of unconventional monetary easing. Although ECB 
president Mario Draghi acknowledged that inflation had been “lower than generally 
expected last month” he stressed that prices continued to rise. He said: “There is 
certainly going to be subdued inflation, low inflation for an extended, protracted period 

of time, but no deflation.” 

 The Eurozone Markit purchasing managers’ index (PMI), measuring activity in the 
manufacturing sector, increased from 52.7 in December to 54.0 in January the highest 
since May 2011 and comfortably above the key 50 level which indicates growth. 
Germany’s PMI jumped to a 32-month high and France to a 23-month high although 
still below 50. Most notable however were signs of further manufacturing revival in the 
peripheral economies with Spain’s PMI rising to 54.8 the highest since July 2007. The 

overall data is encouraging, suggesting a pick-up in the Eurozone economic recovery 
since the start of the year. According to Chris Williamson, chief economist at Markit: 
“The Eurozone manufacturing recovery gained significant further momentum in 
January, with final PMI readings for Germany, France and the region as a whole all 
exceeding the earlier flash estimates.” 

 According to Eurostat Spain’s unemployment rate declined in December to 25.8% by 
0.3% over the month showing the largest monthly improvement since July 2005. The 

positive trend is corroborated by government data which shows registered 
unemployment declined by 25,000 in January, falling for an 8th straight month. The 
January labour report also shows tentative signs of stabilisation in employment with 
gains across diverse sectors of the economy. Services sector employment increased by 
32,000 on the month marking the 6th straight monthly gain. Even the battered 
construction sector added 3,000 jobs over the month. Employment secretary Engracia 
Hidalgo noted the trend towards a more stable labour market was continuing.  

 
 

UNITED KINGDOM 
 

 The UK’s construction purchasing managers’ index (PMI) increased from 62.1 in 
December to 64.6 in January well above the 61.5 consensus forecast and its highest 

level since August 2007. However, the manufacturing PMI fell slightly for a 2nd straight 
month from 57.2 to 56.7 while the services PMI also declined from 58.8 to 58.3. The 

composite index of the 3 PMIs eased from 59.4 to 59.1 which although the lowest 
since last June is still well above the 50 mark which signals expansion. Chris 
Williamson the chief economist at Markit, which compiles the data, said the PMIs are 
consistent with annualised GDP growth of 3.2% during the 1st quarter. 

 As expected the Bank of England (BOE) left its benchmark interest rate unchanged at 

0.5% in line with its forward guidance announced last year, and made no change to its 
£375 billion programme of asset purchases. Minutes of the policy-setting meeting will 
be released on 19th February which together with the release of the BOE’s Inflation 
Report on 12th February should provide some insight on changes to the central bank’s 
forward guidance. The unemployment rate, currently at 7.1%, is close to the 7% 
threshold the BOE previously stated would trigger a normalisation in monetary policy, 
prompting speculation that some amendment to the current forward guidance is 

imminent. Economists expect the BOE to redefine its forward guidance based on a 
wide range of economic indicators instead of relying solely on the unemployment rate. 

According to Jonathan Lyons, chief economist at Capital Economics, the combination of 
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ample spare capacity, falling inflation, and the ongoing fiscal squeeze should ensure 
that monetary policy remains very loose for a continued prolonged period.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 Indonesia’s GDP growth rate unexpectedly accelerated from 5.6% year-on-year in the 

3rd quarter (Q3) to 5.7% in Q4 well above the 5.3% consensus forecast. The 
improvement is even more pronounced on a quarter-on-quarter annualised basis with 
GDP growth accelerating from 4.9% in Q3 to 7.0% in Q4. Exports increased 7.4% on 
the year with the contribution from net exports to GDP rising to its highest in 8 years. 
As well as boosting GDP the improving trade balance should also help address the 
central bank’s concerns over inflation and the current account deficit. Central bank 

governor Agus Martowardojo embarked on the country’s most aggressive monetary 
tightening cycle in 8 years within a month of his appointment in May last year to 
combat the depreciation of the rupiah and stem inflation. However, Bank Indonesia 
kept its benchmark interest rate unchanged for a 2nd straight month in January and 
may be close to the end of its rate hike cycle.  
 
 

SOUTH AFRICA 
 

 In line with expectations SA recorded a R2.8 billion trade surplus in December, a 
further improvement on the R700 million surplus recorded in November. While exports 
fell over the month due to a decline in mineral and base metal exports, imports fell by 
a greater margin with the rise in rand prices suppressing demand. Machinery imports 
fell by R4.2 billion month-on-month, chemical imports by R1.7 billion, plastic and 

rubber by R1 billion, and mineral imports by R1 billion. Despite the trade surpluses in 
the last 2 months of the year SA recorded a cumulative trade deficit for 2013 of R69.9 
billion, up from R34.7 billion in 2012.  

 SA’s new vehicle sales fell in January by -6.8% year-on-year, the 5th decline in the 
past 6 months. Commercial vehicle sales fell -6.3% while passenger vehicle sales fell -
7.0% the worst decline since 2009. Export vehicle sales also suffered a steep -19.7% 

fall attributed to a lack of exports from Mercedes Benz due to preparations for 
production of the new C-Class model. The overall sales declines are largely due to the 

base effect stemming from especially strong sales in late 2012 and early 2013. 
Nevertheless there is a clear loss of momentum with the outlook for 2014 clouded by 
the recent interest rate hike, rising vehicle price inflation and weak business and 
consumer confidence.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 2 
JSE Fini 15  - 7.47 

JSE Indi 25  - 5.07 
JSE Resi 20  +4.86 

R/$   - 6.18 
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R/€   - 3.79 
S&P 500  - 4.05 
Nikkei   - 13.11 
Hang Seng  - 8.08 
FTSE 100  - 2.83 
DAX   - 3.09 

CAC 40   - 2.51 

MSCI World  - 4.12 
 
 
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 2.6-2.7%. 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 
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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 decline in global equity markets since the start of the year is largely attributed to 

concerns that interest rates may start rising once the Fed completes the taper of its 
quantitative easing (QE) programme. Higher interest rates would undermine the value 
proposition for equities making earnings yields and dividend yields less attractive on a 
relative basis.  

 However, while equities are showing signs of anxiety the world’s most closely watched 
interest rate, the US 10-year Treasury yield, is showing no such concern. The graph 

below shows the yield at around 2.6-2.7%, much the same level as last June when the 
Fed first hinted at the QE taper.  

 Moreover the 10-year rate is not being suppressed due to concerns over economic 
weakness. The “yield curve”, which plots interest rates across different maturities, is 
upwardly slowing pointing to a healthy economic outlook. An upwardly sloping 
“positive” yield curve typically signals sustainable economic growth. The graph below 
and the positive yield curve suggest equity investor pessimism is misplaced.  

 
 

US 10-year Treasury yield 
 

 
 


