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OVERBERG MARKET REPORT 
Week ending 13th June 2014 
 
 
GLOBAL 

 

 The World Bank cut its global growth forecast for 2014 to 2.8% from 3.2% earlier in 

January attributed to the harsh winter in the US, the Ukraine conflict and a slowdown 
in China. However, growth is still expected to accelerate in the US and Europe this 
year as the effect from government spending cuts recedes, labour markets improve 
and pent-up demand materializes into economic activity. The report confirmed that 
emerging markets recovered more quickly than high-income countries following the 
2008 financial crisis due to their lower dependence on real estate prices and bank 

lending. However, emerging economies need to do more restructuring in support of 
longer-term growth such as improving infrastructure and lifting regulations. The report 
warned of a potential “hard landing” in China due to the difficulties the government 
faces in rebalancing the economy and the fragile state of the real estate market. A 
hard landing in China would cut around 3 percentage points off China’s GDP growth.  

 According to a report by Boston Consulting Group the amount of private wealth held 
by households globally increased last year by more than 14% to $152 trillion, boosted 

mainly by rising stock markets. The report takes into account cash, deposits and 
shares but excludes businesses, real estate and luxury goods. The Asia-Pacific region 
excluding Japan led the gains with an increase of 31% helped by a high savings rate. 
Private wealth in China increased by over 49%. The wealth held in the region is 
expected to rise further overtaking Western Europe as the second wealthiest region in 
2014 and North America as the wealthiest region by the end of 2018 with wealth of 
around $61 trillion.  

 
 
NORTH AMERICA  

 
 The US federal budget deficit for May reduced to $130 billion a 6.3% reduction on last 

year’s $138.7 billion. For the fiscal year to date the budget deficit of $436.4 billion is 

30.3% smaller than last year’s equivalent and the narrowest for the period since 2008. 
On a 12-month rolling basis the deficit has reduced dramatically from $871 billion to 

$490 billion. While the pace of improvement is slowing the Congressional Budget 
Office forecasts the budget deficit to GDP will improve from 4.1% of GDP in 2013 to 
2.8% in 2014 confirming rapid normalisation in the economy’s fiscal position.  

 Nonfarm payrolls increased in May by 217,000 in line with the 218,000 consensus 
forecast. Private payrolls increased by 216,000 and government payrolls by 1,000. 

The gain is attributed mainly to the service sector which increased payrolls by 
198,000. The 3-month average gain in payrolls is 234,000 up from the average last 
year of 197,000. The unemployment rate remained unchanged at 6.3% with the 
labour participation rate also unchanged at 62.8%. The overall data is encouraging 
pointing to a decline in the unemployment rate to below 6% by the 4th quarter, which 
may prompt the Fed to gradually tighten monetary policy sooner than generally 
expected. 

 The Job Openings and Labour Turnover Survey (JOLTS), a key barometer of the US 
labour market, showed a significant improvement in April. The ratio of unemployed job 

seekers to job openings fell sharply from 2.51 in March to 2.19 the lowest level since 
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June 2008. The current figure is almost in line with the average between 2000 and 
2006 of 2.19 during which period the unemployment rate averaged just 5.4%. The 
data suggests there is little slack remaining in the labour market and points to an 
uptick in wage growth. Wage growth is typically negative for company profit margins. 
However, rising wages benefit the broader economy through increased consumer 
expenditure in turn prompting business investment expenditure. Business investment 

spending has so far been a missing ingredient in the current economic recovery and 

necessary to ensure a broader based and more sustainable economic cycle. 
 The National Federation of Independent Business (NFIB) small business optimism 

index increased from 95.2 in April to 96.6 in May beating the 95.8 consensus forecast. 
This marks the 3rd consecutive month of gains and places the index at the highest 
level since September 2007. Seasonally adjusted employment increased by an 
average of 0.11 workers per firm in May, the 8th consecutive positive reading and the 

longest string of monthly gains since 2006. Smaller firms are also finding it easier to 
find credit with only 5% of small businesses owners reporting an inability to meet all 
credit needs last month. Small businesses traditionally play a strong role in the US 
economy especially with regards to employment growth.  

 According to Joseph LaVorgna chief US economist for Deutsche Bank and the winner of 
the MarketWatch Forecaster of the Month award for May, the Federal Reserve needs to 
start raising interest rates soon in order to avoid another financial crisis. LaVorgna said 

the US economy is improving much faster than the Fed is willing to acknowledge: “In 
six months the unemployment rate will be below 6% and the core inflation rate will be 
at 2%... We are way ahead of schedule. We’re going to get to 5.2% or 5.4% 
(unemployment) a year ahead of schedule…. The Fed is behind the proverbial curve.”  

 While US equity indices have been hitting successive new record highs investors have 
been pulling funds out of the market. Around $4 billion was withdrawn from the 
largest S&P Exchange Traded Fund during May reducing its size from $172 to $168 

billion. Private investors appear to be following the “Sell in May and Go Away” strategy 
although the selling is being more than compensated by company share buy-backs.  
 

 
CHINA  
 

 The People’s Bank of China made a targeted cut to the Reserve Requirement Ratio 
(RRR), the portion of deposits which banks are required to keep in reserve. The 50 

basis point cut is aimed at channeling extra liquidity to the rural sector and small and 
micro enterprises (SMEs). However, the extent of monetary easing is limited 
amounting to added liquidity of just 70-80 trillion yuan compared with 540 trillion 
which would result from a broad-based RRR cut. The government is trying to avoid 
more aggressive stimulus measures and a repeat of the spending spree that followed 

previous easing measures in 2008-2009. However, the central bank is coming under 
increasing pressure to implement across the board cuts in the RRR which currently 
stands at 20% for most banks. The state-run China Securities Journal this week 
reported that: “Amid considerable downward pressure on economic growth, there has 
been a consensus that monetary policy easing is necessary.” 

 China’s consumer price inflation (CPI) accelerated to its fastest pace in 4 months rising 
from 1.8% year-on-year in April to 2.5% in May. However, this remains low by recent 

standards and significantly below the central bank’s 3.5% upper limit target. 
Meanwhile producer price inflation remains in deflationary territory at -1.4% providing 

ample room for monetary easing. Premier Li Keqiang this week gave his strongest 
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indication in recent months that officials should prioritise economic growth, adding to 
the likelihood of looser monetary policy: “We said in the past that government officials 
should not be evaluated only by GDP growth, but that doesn’t mean we don’t need to 
keep reasonable growth… The whole Communist party, central as well as local, should 
take responsibility for ensuring the government’s economic targets are achieved 
successfully.”  

 

 
JAPAN  
 

 Japan’s $1.26 trillion public pension fund is expected to raise allotments of the fund’s 
assets in domestic equities, foreign bonds, and foreign equities by 5 percentage points 
in each category. The portfolio’s weighting in each category would rise from 12% to 

17% and to foreign bonds from 11% to 16%. Domestic bonds would fall from 60% to 
40% and a new category for alternative investments such as infrastructure would also 
be included. The aim is twofold: To boost returns for Japanese retirees, and to 
stimulate risk-taking by private investors through equity market investment. Since 
taking office in late 2012 Prime Minister Shinzo Abe has exhorted the pension fund to 
rethink its long-standing conservative investment strategy. Yasuhiro Yonezawa, head 
of the Government Pension Investment Fund investment committee said: “I personally 

think that we need to complete the new portfolio in September or October. There’s no 
reason to be slow.”  

 Japan’s core orders, a reliable leading indicator of capital investment, fell in April by 
9.1% month-on-month. However, a decline had been expected following the sales tax 
increase in April, with the figure beating the -10.8% consensus forecast decline. 
Meanwhile, overseas orders for the broader non-core measure increased a massive 
71.3% on the month the largest gain since March 2009 and the 5th consecutive 

monthly gain. The data suggests capital expenditure will decline in the 2nd quarter 
(Q2) although should pick-up again in the 2nd half of the year helped by an 
improvement in company earnings and a broad-based recovery in the domestic 
economy.   

 Japan’s 1st quarter (Q1) GDP reading was unexpectedly revised upwards from 1.5% 
quarter-on-quarter to 1.6% and from 5.9% year-on-year to 6.7%. According to 

consensus forecast a downward revision to 5.5% had been expected. The upward 
revision is attributed to stronger than initially estimated private capital expenditure. 

GDP growth is likely to contract in Q2 by around -0.9% on the quarter due to the 
effect of the sales tax increase in April. However, the growth recovery is expected to 
resume in Q3 driven by strong domestic demand, in particular public investment and 
private consumer spending. 
 

 
EUROZONE  
 

 Recent data show a slowing in the pace of economic growth in Germany, the 
Eurozone’s largest economy. Industrial production increased in April by just 0.2% 
month-on-month well below the 0.5% consensus forecast. Year-on-year growth fell 
from 2.9% in March to 1.8% the slowest annual growth in 6 months. Business surveys 

corroborate the slowdown with the manufacturing purchasing managers’ index falling 
in May to its lowest in 7 months. While the Bundesbank still expects GDP growth of 
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1.9% in 2014 and 2% in 2015 this is not sufficient to support a significant recovery in 
the Eurozone as a whole or to diminish the deflationary threat facing the region.  

 Spain’s industrial production increased in April by 4.3% year-on-year and 1.6% 
month-on-month marking the 6th consecutive month of positive growth. All sectors 
recorded positive growth with durable consumer goods increasing on the month by 
2.8%. Meanwhile unemployment fell in May by a robust 112,000. These positive 

economic indicators are consistent with 2nd quarter GDP growth of 0.4% quarter-on-

quarter. The longer-term outlook remains positive with economic momentum receiving 
support from the ECB’s measures announced last week. The newly introduced targeted 
Long-Term Refinancing Operations with a fixed rate and 4-year maturity should be 
especially helpful to Spain and other periphery Eurozone economies.  
 
 

UNITED KINGDOM 
 

 The Royal Institute of Chartered Surveyors (RICS) housing market survey balance 
increased from 55 in April to 57 in May significantly above the 52 consensus forecast. 
The uptick this month is mainly attributed to other regions outside London signaling a 
broadening of the housing boom. However, there are signs corroborated by the Halifax 
and Nationwide house price indices that the pace of house price increases is slowing in 

response to tighter lending conditions and less affordable prices. The RICS survey 
shows the new buyer enquiries balance slowed from 20 to 13 while expectations of 
percentage house price growth over the next year fell from 3.9% to 3.6% the lowest 
since December. Bank of England (BOE) Governor Mark Carney has identified 
momentum in the housing market as posing “the biggest threat to the domestic 
economy.” The BOE is expected to announce new mortgage controls following the 
meeting of its Financial Policy Committee on 17th June. 

 Employment in the UK increased in the 3 months to April by a massive 345,000 by far 
the biggest increase since the data series began in 1971. Although the workforce 
expanded the unemployment rate reduced from 6.8% to 6.6%. This is below the Bank 
of England’s (BOE) 6.7% forecast which may fast track the eventual hike in interest 
rates. However, labour market slack which the BOE monitors closely, is still in 
evidence: The year-on-year growth rate in average earnings fell from 1.9% in March 

to 0.7% in April. Meanwhile, the sum of inactive job seekers wanting a job and part-
time workers wanting full-time work remains elevated, at its highest in percentage 

terms since 1998.  
 UK industrial production increased in April by 0.4% month-on-month up from 0.1% in 

March while the year-on-year rate increased from 2.5% to 3.0%. While the adverse 
effects of sterling’s appreciation have not yet been fully felt major business surveys 
suggest the momentum in industrial production will be maintained over coming 

months. The data indicates the economic recovery should remain strong and broad-
based over the remainder of the year. The National Institute of Economic and Social 
Research reported that the size of the UK economy will by May have exceeded its 
previous peak recorded in January 2008.  
 

 
FAR EAST AND EMERGING MARKETS  

 
 Mexico’s central bank unexpectedly cut its benchmark interest rate by 50 basis points 

to 3.0% a record low. None of the economists surveyed had forecast a rate cut. The 
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central bank governor Agustin Carstens cited weak economic growth with 1st quarter 
(Q1) GDP rising just 1.8% year-on-year, although an improvement on the 1.1% 
growth in 2013. The decision to cut interest rates is despite a stubbornly high inflation 
rate. Although consumer price inflation (CPI) declined to 3.44% in the 1st 2 weeks of 
May the lowest rate since October and well below the 4.48% recorded in January 
Carstens said CPI may still climb above the 4% upper target for some months in the 

2nd half of the year before reverting to below target by year-end.  

 
 

SOUTH AFRICA 
 

 The Bureau of Economic Research (BER) Business Confidence Index remained 
unchanged in the 2nd quarter (Q2) at 41 although slightly ahead of the 40 consensus 

forecast. This means 59% of the surveyed respondents indicated that business 
conditions are unsatisfactory. The manufacturing confidence index fell sharply from 41 
in Q1 to 25 the lowest reading since Q4 2009, attributed to the knock-on effect from 
the platinum strike, concerns over electricity supply, and the threat of further strike 
action in the steel and textile sectors. However, confidence in the retail sector 
recovered from 39 to 49, and in the motor vehicle sector from 27 to 39, together 
helping to stabilize the headline reading.  

 SA’s manufacturing output grew surprisingly strongly in April by 3.5% month-on-
month well above the -2.1% consensus forecast contraction and partially reversing the 
declines of -1.7% in March and -2.5% in February. The data is especially encouraging 
given the unusually high number of public holidays during the month and anecdotal 
evidence that the platinum strike is having a knock-on effect on the manufacturing 
sector. The data also seems to refute the bleak BER business confidence reading and 
the purchasing managers’ index for April released last week which showed a sharp 

drop below the neutral 50 level. The data helps allay fears of SA entering a technical 
recession in the 2nd quarter (Q2): Even if manufacturing output shows no further 
growth in May or June the April data would be sufficient to ensure Q2 quarter-on-
quarter manufacturing growth of around 6.1%.  

 Standard & Poor’s (S&P) and Fitch credit rating agencies are due to announce their 
biannual rating reviews of SA’s sovereign debt this Friday. Negative ratings 

announcements are expected given the agencies stated concerns over slowing 
economic growth, persistently wide current account and budget deficits, rising public 

debt, electricity shortages, and continued labour market disruptions. The rand has 
underperformed other emerging market currencies over the past fortnight suggesting 
the market is already discounting some form of ratings downgrade. However, there is 
a chance that the agencies may wait until year-end before making any rating changes 
giving them time to assess the 3-year fiscal plan to be unveiled at the Medium Term 

Budget Policy Statement in October and the new government’s ability to implement 
the National Development Plan. Although 40% of SA government bonds are foreign 
owned making them particularly vulnerable to a downgrade, even a larger than 
expected downgrade would still leave the rating comfortably within investment grade 
status.  
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +9.38 
JSE Fini 15  +13.78 

JSE Indi 25  +9.07 

JSE Resi 20  +9.27 
R/$   - 2.96 
R/€   - 0.23 
S&P 500  +4.42 
Nikkei   - 8.09 
Hang Seng  - 0.56 

FTSE 100  +1.39 
DAX   +4.05 
CAC 40   +6.02 
MSCI Emerging  +5.19 
MSCI World  +3.88 
 
 

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 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 
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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 all-time 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 35,000, equivalent to a decline of around 25%.  
 

 
BOTTOM LINE 
 

 Africa and Emerging Markets are an attractive option for investors with long term 
growth aspirations. A $100m portfolio invested in Emerging Markets in 1956 would 
now be worth more than 4 times the same sized portfolio invested in the S&P 500. The 
outperformance highlights the significant opportunity cost in not investing in Emerging 
Markets. 

 Africa is witnessing the emergence of its middle class, leading to greater political 
stability, higher consumer demand and balanced economic growth. 

 Africa’s demographics compare favourably to that of developed countries. The median 
age in Africa is 19 compared to 40 in the developed world. This age differential will 
have a significant positive effect on future growth for Africa compared to the 
developed world. 

 Urbanisation will lift the growth potential of the region. Africa has 52 cities with a 
population of over 1 million compared to 48 in all of North America including Canada. 

 Africans have a low dependence on real estate prices and bank lending. In Kenya for 
example only 7000 people have home loans out of a population of 43 million.  

 Africa’s Market Capitalization to GDP ratio, which serves as a proxy valuation measure, 
is significantly lower than developed markets which seems anomalous given the far 
greater economic growth rate and growth potential of the region. The latest World 
Bank report forecasts OECD GDP growth over 2014, 2015, and 2016 of 1.8%, 2.4% 
and 2.5% compared with Sub-Saharan growth of 4.7%, 5.1% and 5.1%. Moreover the 

Sub Saharan data includes SA which is only expected to grow 2.0%, 3.0% and 3.5% 
over the 3 years, thereby lowering the region’s average. By contrast Nigeria and 
Angola are expected to grow by 6.7%, 6.5%, 6.1%, and by 5.2%, 6.5% and 6.8%. 
 
  


