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OVERBERG MARKET REPORT 
Week ending 1st August 2014 
 
 
NORTH AMERICA  

 

 As expected the Fed announced a further taper of its quantitative easing programme 

reducing its monthly asset purchases by $10 billion to $25 billion. The Fed stuck to its 
commitment that rates will remain at near-zero for a “considerable time” after asset 
purchases are stopped but the official statement contained more “hawkish” language: 
With unemployment falling to 6.1% in June the Fed abandoned its assessment that 
unemployment “remains elevated.” In addition the Fed acknowledged that “the 
likelihood of inflation running persistently below 2% has diminished somewhat.” Bond 

markets are continuing to price-in an eventual increase in the fed funds rate with the 
2-year Treasury yield rising over the past month from 0.46% to 0.55% in response to 
strengthening economic data. According to Capital Economics US chief economist Paul 
Ashworth the 1st rate hike will occur in March next year with the fed funds rate rising 
from the current rate of 0-0.25% to 1.25% by end 2015 and to 3.0% by end 2016. 

 US GDP grew in the 2nd quarter (Q2) by 4% quarter-on-quarter annualised well above 
the 3% consensus forecast while the -2.9% contraction in Q1 was revised upwards to 

-2.1%. according to Joseph Lake US analyst for the Economist Intelligence Unit: “The 
GDP numbers released this morning confirm what has been clear from business, 
consumer and labour market indicators over the recent months: The US economy is 
making slow but steady improvement.” Data highlights show real disposable income 
increased by a robust 3.5% in Q1 and 3.8% in Q2 which amid accelerating 
employment growth and rising wage growth indicates strengthening consumer 
expenditure in the 2nd half of the year. Consumer expenditure accounts for over two 

thirds of US GDP. Business investment, which has so far been absent from the current 
economic recovery, also increased by a solid 5.5%. Analysts are likely to raise 
forecasts for 2014 GDP growth to around 2% and upwards. 

 The ADP National Employment Report shows US private sector employment increased 
in July by 218,000 which although below June’s 281,000 increase marks the 4th 
straight month of employment gains above 200,000. According to Mark Zandi chief 

economist at Moody’s Analytics: “The July employment gain was softer than June, but 
remains consistent with a steadily improving job market. At the current pace of job 

growth unemployment will quickly decline. Layoffs are still receding and hiring and job 
openings are picking up. If current trends continue, the economy will return to full 
employment by late 2016.” 

 The Conference Board US consumer confidence index increased sharply from 86.4 in 
June to 90.9 in July well above the 85.0 consensus forecast and its highest reading 

since October 2007. The current situation index increased from 86.3 to 88.3 while the 
forward-looking expectations index gained by a greater quantum from 86.4 to 92.7 
suggesting a gathering momentum in confidence. The increase is attributed to rising 
equity markets, low interest rates and improving labour market conditions. In July 
15.9% of consumers viewed jobs as “plentiful” up from 14.6% in June while the 
percentage who expect more jobs in the next 6 months rose strongly from 16.3% to 
19.1%.  

 
 

CHINA  
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 China’s official manufacturing purchasing managers’ index (PMI) increased from 51.0 

in June to 51.7 in July the highest level since May 2012 and comfortably above the key 
50 level which demarcates expansion from contraction. The index for small businesses 
rose to 50.1 the 1st time it has topped 50 since April 2012. The recovery in PMI data is 
attributed to recent policy stimulus measures including infrastructure expenditure, 

corporate tax cuts and credit availability. Stimulus measures have been biased 

towards small businesses which have been worst hit by recent sluggish growth. 
According to Qu Hongbin HSBC chief economist for China: “Policy makers are 
continuing with targeted easing in recent weeks and we expect the cumulative impact 
of these measures to filter through in the next few months and help consolidate the 
recovery.” 

 The Shanghai Composite Equity Index has increased 7% in little more than a weak to 

its highest since December. The discount to which shares in Shanghai are trading to 
their dual-listed counterparts in Hong Kong is the widest since May 2006 indicating 
growing foreign investor interest. Equity market gains have been broad based. The 
improved investor outlook is attributed to a rebound in economic data and the pursuit 
of pro-growth policies at government level. Authorities have introduced numerous 
measures to stimulate growth with many local governments also loosening property 
market controls.  

 
 
JAPAN  
 

 Japan’s labour cash earnings increased in June by 0.4% year-on-year down from 0.6% 
in May and well below the 0.8% consensus forecast. In real terms, due to the 
inflationary impact of the April sales tax increase cash earnings contracted by -3.8% 

on the year the steepest fall since December 2009 and to the lowest level since the 
data series began in 1990. The data suggests employers are not responding 
sufficiently to government urgings that rising real incomes are a vital component of 
the economic recovery. According to Yasunari Ueno chief market economist at Mizuho 
Securities: “Exports are stagnating and corporate investment is weaker, so we cannot 
find any locomotive to power Japan’s economic recovery….. The chances of a recession 

have risen to about 20 or 30 percent.”  
 Japan’s industrial production fell in June by -3.3% month-on-month and -3.2% year-

on-year, marking the biggest decline since the 2011 earthquake and tsunami. The 
steep decline is attributed to April’s sales tax increase from 5% to 8% with pent-up 
demand ahead of the tax increase and the consequent downturn both larger than 
expected. Fortunately the tax hike effect is fading with manufacturers expecting 
month-on-month output increases of 2.5% in July and 1.1% in August according to a 

government survey.  
 

 
EUROZONE  
 

 “Flash” (initial estimate) Eurozone consumer price inflation (CPI) fell from 0.5% year-
on-year in June to 0.4% in July below the 0.5% consensus forecast. This is the lowest 

inflation since October 2009 and significantly below the 2% rate that the ECB 
considers healthy for the economy raising fears of outright deflation. The inflation 

reading is attributed to lower energy and food prices which tend to be volatile. 
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However, core CPI excluding food and energy is also low at just 0.8% with any further 
moderation likely to prompt further monetary easing by the ECB and ultimately a 
large-scale quantitative easing programme in order to tackle the risk of deflation. 

 The Eurozone Economic Sentiment Indicator (ESI) unexpectedly improved from 102.1 
in June to 102.2 in July beating the 101.8 consensus forecast despite the deepening 
crisis over the Ukraine. Backed by recent improvements in purchasing managers’ 

indices the ESI data is consistent with a pick-up in annual Eurozone GDP growth to 

around 1.8% a marked improvement on the 0.9% in the 1st quarter. Encouragingly 
July’s ESI increased in the region’s 2 major laggards, France and Italy. Meanwhile the 
ECB’s Bank Lending Survey shows that banks are starting to loosen lending standards 
with corporate lending standards easing for the 1st time since 2007.   

 The budget deficits of Eurozone member nations continues to improve. Greece 
recorded a primary surplus of €0.7 billion in the 1st half (H1) of the year beating the 

€0.6 billion deficit which had been demanded in the country’s debt bailout conditions. 
Ireland’s deficit fell from 3.8% of GDP in H1 2013 to 2.8% in H1 2014, Spain’s deficit 
fell over the same period from 3.2% of GDP to 2.5%, and France’s deficit from 3.4% 
to 3.0% with government spending finally starting to decline. The improving Eurozone 
fiscal position should help sovereign bond yields maintain their current low levels. 
 
 

UNITED KINGDOM 
 

 The Nationwide reported UK house prices increased in July by 0.1% month-on-month 
the smallest increase in 15 consecutive months of rises. The slowdown in price growth 
is attributed to the introduction of mortgage review rules in April which forced 
mortgage providers to undertake more rigorous affordability checks on borrowers. 
However, according to Robert Gardner chief economist at Nationwide: “The modest 

rebound in mortgage approvals in June adds weight to the notion that the (housing 
price) slowdown will prove temporary…. With the labour market strengthening, 
mortgage rates expected to remain low and consumer confidence rising, activity is 
likely to recover in the months ahead.”  
 

 

FAR EAST AND EMERGING MARKETS  
 

 Korea’s industrial production increased in June by a seasonally adjusted 2.9% month-
on-month more than twice the 1.2% consensus forecast. Services output also 
rebounded strongly from the slowdown which followed the ferry disaster with year-on-
year growth accelerating to 3.4% from 1.9% in May. The government meanwhile 
announced an increase in planned fiscal expenditure in Budget 2014 and additional 

loan programmes as well looser mortgage lending restrictions aimed at boosting the 
property market. Recent comments from the Finance Minister Choi Hwan suggest 
further fiscal expansion plans will be announced in the 4th quarter this year. The 
buoyant recovery since the ferry disaster combined with fiscal stimulus should help 
GDP attain 3.8% growth in 2014 rising to 4.0% in 2015.  
 
 

SOUTH AFRICA 
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 SA’s trade deficit narrowed sharply from R7.44 billion in May to R192 million in June 
well below the R6.3 billion consensus forecast. Exports increased year-on-year by 
4.2% to R80.27 billion with exports of base metals, electrical equipment, and vehicles 
and equipment rising by 25.4%, 21.7% and 15.8%. Imports increased by a subdued 
3.1% on the year to R80.46 billion. However, the cumulative deficit for the 1st half of 
2014 increased to R48.3 billion from R35.6 billion in the same period last year. While 

global demand has picked-up and the rand exchange rate has made export pricing 

more competitive local export volumes are being held back by strike activity in key 
sectors.  

 Producer price inflation (PPI) slowed from 8.7% year-on-year in May to 8.1% in June 
below the 8.4% consensus forecast. The main culprit was the “food products, 
beverages and tobacco products” category which added 2.8 percentage points. 
Pressure on the rand exchange rate should keep PPI elevated over coming months 

although the moderation in global food prices will afford some easing in inflationary 
pressure. Food products comprise 26.33% of the PPI index. Despite the slight slowing 
in PPI in June the SA Reserve Bank is likely to remain vigilant and expected to stick to 
its cycle of monetary tightening over the remainder of the year.  

 SA’s Labour Force Survey shows unemployment increased from 25.2% in the 1st 
quarter (Q1) to 25.5% in Q2. While the number of employed increased by 39,000 the 
size of the labour force grew by a far greater 126,000. Of the 10 economic sectors 7 

recorded quarter-on-quarter job losses led by the manufacturing sector with a loss of 
60,000 jobs. Job losses were also recorded by the finance, construction, utilities, and 
mining sectors. The government on the other hand created jobs during the quarter 
with 103,000 jobs added in “community and social services”. Public sector job growth 
should continue over the remainder of the year helped by the government’s 
infrastructure programme. However private sector job creation is likely to remain 
muted with business confidence crimped by lackluster domestic demand, rising input 

costs, labour-related disputes, regulatory uncertainty and electricity supply 
constraints. 

 Growth in private sector credit extension unexpectedly increased from 8.4% year-on-
year in May to 8.8% in June above the 8.1% consensus forecast. Mortgages which 
account for over 40% of total credit continued to pick-up rising by 3.4% on the year. 
The standout was corporate lending rising 13.6% on the year up from 13.0% in May. 

However, credit growth is likely to remain modest over coming months held back by 
weak consumer confidence, tight lending standards and deterioration in household 

finances due to higher interest rates and rising inflation.  
 
 

KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +11.92 
JSE Fini 15  +14.46 
JSE Indi 25  +8.73 
JSE Resi 20  +18.78 
R/$   - 2.91 

R/€   +0.99 
S&P 500  +6.58 

Nikkei   - 3.96 
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Hang Seng  +6.12 
FTSE 100  +0.36 
DAX   +0.43 
CAC 40   +0.38 
MSCI Emerging  +7.59 
MSCI World  +4.76 

 

 
TECHNICAL ANALYSIS 
 

 The US dollar has regained the key $/€ 1.34 level versus the euro suggesting a 
reversal in the dollar’s weakening trend. The yen remains above the key $/¥100 level 
signaling a continuation in the yen’s long-term weakening trend.  

 The rand remains below successive support levels suggesting a continuation in the 
rand’s depreciation. A break below the R/$ 10.50 level is needed to signal a disruption 
of the depreciation trend line which has been in place since 2011. 

 The US 30-year Treasury yield is out of its bear market and has broken below the 
“head and shoulders” neckline at 3.29% targeting a further decline to 3.11% and 
2.80%. At 2.80% the market would retrace the entire bear move post the Fed’s 2013 
“taper statement.” There is unlikely to be a major bear trend in bonds as the 

deleveraging phase is still in its early stages. 
 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 has regained key support at $110 suggesting the end of the 

weakening long-term trend. 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 is in a powerful bull market forming higher lows since the start of 

the year. Although at some point absolute faith in the bull trend must start to wane 
the upward trend will only be broken with a break below 45,100.  
 

 
BOTTOM LINE 
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 Following South Africa’s economic contraction in the 1st quarter (Q1) recent data 
suggests economic growth weakened further in Q2 on a year-on-year basis. According 
to purchasing managers’ indices and strike activity manufacturing production and 
mining output both fell sharply. 

 SA is in a classic stagflation environment with declining economic output and 
increasing unemployment at the same time as rising inflation and rising interest rates. 

 The depreciating rand is to blame for rising inflation and interest rates. The SA 

Reserve Bank will need to raise interest rates further to shore up the vulnerable 
currency: SA remains especially vulnerable to any slowdown in capital inflows resulting 
from a normalisation in global monetary policy. SA has one of the world’s highest 
current account deficits at 5.1% of GDP and its ratio of foreign exchange reserves to 
gross external funding requirements is the weakest among emerging markets with the 
sole exception of Turkey.  

 The uncertain economic environment and negative outlook for the rand is exacerbated 
by weak government policy choices: For instance President Zuma’s daughter 
Thuthukile Zuma has been appointed as chief of staff of the newly formed 
Telecommunications and Postal Services Ministry indicating a worsening in government 
nepotism and corruption. Thuthukile Zuma is only 25, with no experience except for a 
year at the State Security Agency and an unrelated degree in anthropology.  
 

 
 
 


