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OVERBERG MARKET REPORT 
Week ending 7th March 2014 
 
 
GLOBAL 
 

 The Barclays global business confidence index, based on regional service and 

manufacturing sector purchasing managers’ indices (PMIs), fell in February for a 2nd 
straight month from -0.09 to -0.18. While readings for the Eurozone, UK, Japan and 
most emerging markets were stable, the global index decline is attributed to weakness 
in the US and China. The US service PMI fell in January from 54.0 to 51.6 with the 
employment component falling sharply to 47.5 the lowest in 4 years and well below 
the 50 threshold which signals contraction. Although the weak US readings are blamed 

on adverse weather conditions the full scale of the weather effect will only be 
determined when more normal data is released in early April. Meanwhile China’s PMIs 
were also weak in January and February, in this instance blamed on the Lunar New 
Year holiday. However, as in the US there is some concern that China’s recent 
weakness is not entirely due to once-off factors and may in fact be more entrenched.   

 
 

NORTH AMERICA  
 

 Federal Reserve Chairwoman Janet Yellen resumed the 2nd part of her testimony to the 
Senate Banking Committee after it was delayed by 2 weeks due to a heavy storm. 
Yellen said it was difficult to discern how much of the recent weakness in economic 
data resulted from adverse weather conditions. However, she reiterated that only a 
notable change in the economic outlook would alter the course of tapering. The 

testimony strongly suggests quantitative easing (QE) will continue to be cut by $10 
billion per month at each policy setting meeting, following reductions so far from $85 
billion to $65 billion at the 2 past Fed meetings. QE will be phased out altogether at 
either the October or December meeting if the Fed continues to slow its asset 
purchases at the current pace. 

 The outlook for core consumer price inflation (CPI) excluding food and energy supports 

the case for the Fed maintaining its tapering programme. CPI is likely to rise from the 
current level of 1.6% year-on-year to above the Fed’s target rate of 2% by year-end. 

Inflation in shelter costs, which has a 42% weighting in the CPI basket, increased in 
the past month by 2.6% year-on-year the highest rate since 2008. Shelter costs made 
up mainly of rents and owners’ equivalent rent are responding to the recovery in the 
housing market and steep decline in the apartment vacancy rate. Meanwhile average 
hourly earnings growth has increased steadily from 1.3% in late 2012 to 2.2% and 

likely to maintain its upward trajectory as the unemployment rate continues to fall. 
Rising wage growth is expected to boost core inflation as the year progresses. At the 
same time with the pace of global economic growth picking-up in 2014 there is likely 
to be less pressure on global goods prices, which will also filter through to US CPI.  

 The Institute for Supply Management (ISM) index, measuring US manufacturing 
conditions, increased from 51.3 in January to 53.2 in February. The impact of adverse 
weather conditions is noticeable in the contrast between the production index which 

fell from 54.8 to 48.2 the lowest in almost 5 years, and the new orders index which 
increased sharply from 51.2 to 54.5. The ISM data is consistent with annualised GDP 

growth of around 2%. However, since the weather still appeared to be a significant 
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constraint in February it is likely the March ISM reading will show further gains 
potentially leading to upward forecasts for GDP growth.  

 While US equities are climbing to fresh all-time record highs these moves are being 
accompanied by record levels of margin debt. Margin debt, money borrowed to 
purchase stocks, hit a new record in January according to data filed by the New York 
Stock Exchange. It now stands at $451 billion showing an increase of more than 20% 

over the past year and above the peak in 2007 of $381 billion. Traditionally peaks in 

the use of borrowed money to buy stocks have been a precursor to big bear markets 
and viewed as a useful warning signal.  
 

 
CHINA  

 

 China is facing the prospect of its 1st bond default in recent history. Shanghai’s Chaori 
Solar Energy says it will not be able to repay all its interest obligations when the bonds 
are due today. Until now high profile investment products on the brink of default have 
all been bailed out at the 11th hour. A potential default by Chaori would signal that the 
government will finally allow defaults, a key move towards letting the market dictate 
interest rates. While this would be a crucial step in deregulating financial markets, the 
ensuing re-pricing of risk may have dramatic unintended consequences. It is estimated 

that more than 43% of the 10.9 trillian yuan ($1.8 trillion) in outstanding trust 
obligations come due in 2014. According to Fitch credit rating agency a default by 
Chaori “could pressure frailer companies’ liquidity, especially in sectors challenged by 
cyclical downturns and persistent capacity surpluses.” David Cui of Bank of America/ 
Merrill Lynch warned that a default would signal a nearing of “the Bear Stearns stage” 
when “the market started to seriously re-assess (US) sub-prime debt risk.”  

 Premier Li Keqiang announced at the start of China’s annual meeting of the National 

People’s Congress that the government would target economic growth of 7.5% in 
2014, the same target as the previous 2 years. Many analysts had predicted the target 
would be lowered slightly to accommodate financial market and economic 
deregulation. The stronger than expected growth target suggests the government will 
be forced to stimulate growth over coming months via monetary and fiscal policy, if 
growth threatens to slip below the target. The last time China missed its official 

growth target was 25 years ago in 1989. However, the outlook was confused slightly 
by comments from China’s Finance Minister Lou Jiwei: “Whether GDP growth is to the 

left or to the right of 7.5% is not very important. What is important is job creation.”  
 
 
JAPAN  
 

 Japan’s employment conditions are showing continued improvement. The 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. Latest data shows scheduled pay, the core component of wages, 
increased in January by 0.1% year-on-year, the 1st positive reading in 22 months. A 
recent survey by the Nikkei newspaper suggests bonuses will show their strongest 
growth in several years, backed by solid improvement in company earnings. 

Meanwhile growth in full-time employment increased from 0.2% year-on-year in 
December to 1.2% in January, the fastest growth since 2009. A tightening labour 

market is likely to place wages and salaries on an upward trajectory.  
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 The Bank of Japan’s (BOJ) 2% consumer price inflation (CPI) target needs to be 
backed by an increase in the real purchasing power of households, in turn driven by an 
increase in real wages. A useful indicator for wage growth is a company’s break-even 
sales ratio. When the break-even is too high a company will make losses with only a 
slight decline in revenue and under such conditions will be reluctant to boost wages. 
Encouragingly the BOJ’s latest corporate survey shows the break-even ratio for large 

companies has fallen sharply to 76.8% the lowest since at least 1980 when the data 

series began. The decline in the ratio bodes well for a healthy increase in wages at the 
upcoming spring negotiations with labour unions.  

 
 
EUROZONE  
 

 Spanish and Italian 10-year bond yields have continued their sharp decline this year, 
falling below 4% for the 1st time since 2010. Spain’s 10-year government bond yield 
fell on Wednesday by 8 basis points to 3.36% the lowest since 2006. The last time the 
yield was so low Spain’s economy was growing at 4% a year, public debt was 40% of 
GDP, and the property market was in a boom. Since then, Spain has suffered 2 
recessions pushing the public debt burden to 100% of GDP and unemployment to 
more than 25%. Yet ECB President Mario Draghi said last month that the country was 

showing “remarkable progress in gaining competitiveness.” The bond market, being 
the most liquid financial market also tends to be the most efficiently priced and tends 
to lead equity markets. The rally in Spanish bonds as well as bonds of other Eurozone 
peripheral economies including Italy, Portugal and Greece, are sending a positive 
signal for the region’s equity markets.  
 
 

UNITED KINGDOM 
 

 As expected the Bank of England (BOE) left its benchmark interest rate unchanged at 
0.5% while its bond purchase plan remained at £375 billion. The benchmark rate has 
been at the record low level since 2009 and is likely to remain so until 2015. While the 
BOE has abandoned its forward guidance linking monetary policy to specific economic 

events, it has stated that interest rates would not rise while there remains 
considerable spare capacity in the economy. The BOE estimates spare capacity at 

between 1-1.5% of GDP which suggests interest rates are unlikely to rise for the 
foreseeable future. Moreover, the unemployment rate increased from 7.1% in the 3 
months to end November to 7.2% in the 3 months to end December, and consumer 
price inflation fell from 2% in December to 1.9% in January.   

 The Markit purchasing managers’ index (PMI), measuring conditions in the UK services 

sector, declined slightly from 58.3 in January to 58.2 in February but remained above 
the 57.5 consensus forecast and well above the 50 threshold, indicating solid 
expansion. The composite PMI combining the manufacturing, construction and services 
sectors also remained elevated despite edging lower from 59.1 to 58.6. The composite 
employment sub-index showed the fastest rate of jobs growth since at least January 
1998 when the data series began. At the same time both input and output price 
indices declined, pointing to an easing in inflationary pressure. According to Chris 

Williamson, chief economist at Markit: “There’s no end in sight to the good news.” The 
forward-looking services sector business expectations index increased to its highest 

level since 2009. The overall data is consistent with GDP growth of 0.8% quarter-on-
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quarter or an annual rate of around 2.4%, a significant improvement on the 1.8% 
expansion recorded in 2013.  

 According to a Hometrack survey UK house price growth accelerated in February to its 
fastest in 7 years with the rise in London prices spreading across the country. Values 
in London increased by 1.1% month-on-month while prices in England and Wales 
increased 0.7% the most since April 2007. Among different regions, 51% of postcodes 

reported price gains, the highest percentage in almost 10 years. The Halifax House 

Price Index shows UK house prices increased in February by 7.9% year-on-year the 
strongest annual increase since October 2007. Stephen Noakes, mortgages director for 
Halifax, attributes the buoyant housing market to the improving economy, falling 
unemployment, growing consumer confidence and low interest rates. However, an 
increasing number of analysts are warning of a house price bubble.  
 

 
FAR EAST AND EMERGING MARKETS  
 

 The Russian central bank raised its benchmark interest rate by 150 basis points on 
Monday from 5.5% to 7%, aimed at halting capital outflows. However the rate hike, 
the largest since 1998 shortly before the country defaulted on its foreign debt 
obligations, had the opposite effect. The rouble fell to its lowest level on record against 

the US dollar and the Russian stock market fell by 11% on the day. The market’s 
largest shares by market capitalization, Sberbank and Vontobel, fell by 17% and 20%, 
in reaction to the threat of economic sanctions. President Vladimir Putin scaled back 
his declaration of Russia’s right to invade Ukraine, helping restore stability to the 
country’s financial markets during the latter half of the week.  

 Potential financial sanctions would be devastating for Russia but the global impact 
would be relatively insignificant. The country’s assets and liabilities are tiny in the 

global context: Russia’s external debt falling due this year is only $123 billion, a 
relatively small amount which would mitigate the fallout from a potential debt default. 
Meanwhile Russia’s holdings of US and EU government bonds are estimated at around 
$470 billion which if sold should be easily accommodated especially in the event of 
further escalation in the Ukraine crisis. The West also has ample supplies of oil and 
natural gas so even a termination of Russia’s energy supply would have moderate 

lasting impact. 
 

 
SOUTH AFRICA 
 

 SA’s trade balance recorded a deficit of R17.1 billion in January far worse than the 
R12.2 billion consensus forecast deficit. The deficit was driven by a sharp 27.9% 

month-on-month increase in imports, with purchases of machinery and electronics 
rising 27.9%, mineral products comprising mainly crude oil rising 27.8%, and vehicle 
components rising 71.2%. By contrast total exports increased by just 0.1% on the 
month. Although November and December recorded successive trade surpluses the 
data highlights that the weak rand has had negligible impact on SA’s trade activity. As 
a result the current account deficit is likely to remain under pressure signaling further 
rand depreciation in coming months. Unfortunately the boost to competitiveness from 

a weaker currency is being undermined by other domestic challenges and 
infrastructure constraints. The platinum strike for instance is currently in its 6th week: 
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With platinum accounting for 16% of total exports, the continued strike poses 
significant risks to the trade balance.  

 Growth in private sector credit extension (PSCE) accelerated from 6.1% year-on-year 
in December to 8.2% in January, well above the 6.4% consensus forecast. The data 
however shows household lending remained lackluster: Credit extension to households 
increased only slightly from 5.5% to 5.6%, while general loans and advances to 

households comprising mainly unsecured lending slowed from 6.1% to 5.0% the 

slowest since February 2005. The rebound in PSCE is attributed to a sharp increase in 
corporate lending from 6.9% to 11.1%. While rising corporate lending bodes well for 
business confidence and investment spending the expected 100 basis point increase in 
the SA Reserve Bank’s benchmark interest rate by year-end should depress household 
credit extension over coming months.  

 SA’s vehicle unit sales declined in February by 3.1% year-on-year following a fall of 

6.8% in January. Passenger vehicle sales fell 5.4% recording a 5th consecutive decline. 
The decline is partly attributed to stock shortages at certain suppliers but is also 
largely due to the SA Reserve Bank’s 50 basis point interest rate increase at the end of 
January. More encouragingly passenger vehicle sales increased 1.8% on the year to 
the highest level in 7 months, signaling a divergence in household and business 
spending trends.  

 The BER/ Kagiso manufacturing purchasing managers’ index (PMI) increased from 

49.9 in January to 51.7 in February regaining the key 50 threshold which demarcates 
growth from contraction. The improvement is attributed to the new sales orders index 
which increased from 50.2 to 53.4 its highest level since August 2013. However, other 
sub-indices are less encouraging: The employment index fell back below 50 to 48.2 
maintaining a weak outlook for the labour market. The prices index soared from 89.3 
to 95.1 its highest level since 1999 signaling rising inflationary pressure from the 
weaker rand. The forward looking business expectations index unfortunately declined 

from 61.4 to 55.7 reflecting dwindling optimism.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +3.38 

JSE Fini 15  +1.63 
JSE Indi 25  +0.94 
JSE Resi 20  +11.40 
R/$   - 2.44 
R/€   - 1.94 

S&P 500  +1.55 
Nikkei   - 7.10 
Hang Seng  - 2.59 
FTSE 100  +0.58 
DAX   - 0.10 
CAC 40   +2.80 
MSCI EM  - 3.23 

MSCI World  +1.51 
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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 
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 
 

 Eurozone equities should outperform US equities over the next 12 months as 

companies in the region are at a much earlier stage in the profit cycle. As such 
Eurozone companies are likely to expand profit margins this year whereas in the US 

profit margins have already reached the pre 2008/09 peak.  
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 The cyclically-adjusted price earnings multiple of US equities (excluding financials) is 
currently above 25x compared with the Eurozone on a much lower multiple of around 
16x.  

 Meanwhile, the Fed is committed to tapering its quantitative easing (QE) programme. 
At the current pace QE should be phased out altogether by the Fed’s October or 
December FOMC meeting imposing a headwind for US equities. By contrast in the 

Eurozone the ECB is widely expected to provide further monetary easing over the next 

few months, cutting interest rates and/or introducing QE to stem the risk of deflation. 
 
 
 
 


