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OVERBERG MARKET REPORT 
Week ending 23rd May 2014 
 
 
NORTH AMERICA  

 

 Minutes from the Fed’s 28-29 April policy setting committee meeting confirm the Fed’s 

view that softness in economic activity during the 1st quarter (Q1) was due to adverse 
weather conditions and that a growth recovery is expected over the remainder of the 
year. At the same time the committee remains unconcerned by inflationary pressures 
with inflation only likely to return to target “within the next few years.” The lack of 
inflationary pressure is attributed to substantial slack in the labour markets, which 
persists in spite of falling unemployment. The minutes suggest that while quantitative 

easing will continue to be phased out and expire altogether by October there is 
unlikely to be any increase in the benchmark Fed Funds interest rate before mid-2015. 

 The University of Michigan US consumer confidence index unexpectedly declined from 
84.1 in April to 81.8 in May well below the 84.5 consensus forecast. The current 
conditions index fell from 98.7 to 95.1 and the forward looking economic expectations 
index from 74.7 to 73.2. The decline was broad-based with the percentage of 
respondents reporting being better off financially than a year ago declining from 38% 

to 34% while the percentage expecting to be better off in the coming year fell from 
32% to 24%. However, labour market sentiment provided a bright spot with the 
percentage expecting a decline in unemployment in the year ahead increasing 
markedly from 21% to 29%. While the data is slightly disappointing the continued 
recovery in housing and labour markets should ensure consumer confidence maintains 
its upward trend over coming months. 

 US house building starts increased sharply in April by 13.2% month-on-month to a 

seasonally adjusted annual pace of 1.07 million units the highest level since November 
2013 and well above the 980,000 consensus forecast. The key driver was multi-family 
home starts which increased 39.6% on the month. The current stock of apartments is 
insufficient to satisfy demand, sending rental rates soaring and making multi-family 
units an attractive investment for developers and landlords. The overall data confirms 
that the housing market is recovering from the temporary impact of mortgage rate 

increases last year and adverse weather conditions at the start of this year.  
 

 
CHINA  

 
 China’s HSBC “flash” (preliminary estimate) manufacturing purchasing managers’ 

index (PMI) increased strongly from a final reading of 48.1 in April to 49.7 in May well 

above the 48.1 consensus forecast. Although slightly below the key 50 threshold which 
demarcates growth from expansion some of the key sub-indices were in expansionary 
territory. According to Qu Hongbin chief China economist at HSBC: “The improvement 
was broad-based with both new orders and new export orders back in expansionary 
territory. Disinflationary pressures also eased over the month and output prices 
increased for the first time since November 2013.” The new export orders index, a 
proxy for foreign demand, showed the biggest turnaround up from 49.3 to 52.7 the 

highest level in over 3 years. The output index also showed a healthy increase from 
47.7 to 50.3.  
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JAPAN  
 

 As expected the Bank of Japan (BOJ) left its monetary policy unchanged. The BOJ 
maintained its “operating target” aimed at increasing the monetary base at an annual 

pace of ¥60-70 trillion, equivalent to 12-15% of GDP. The BOJ has 2 tools for 

achieving this target, via the asset purchasing programme and the loan support 
programme. In February the loan support programme was expanded and extended 
but no change has been made to either programmes since then. The BOJ also 
maintained its forecast that consumer price inflation (CPI) will reach 2% by mid-2015, 
citing a tightening labour market and rising wages. However, the fading effect of yen 
depreciation is already dampening the imported inflation component in recent data 

and may prompt the BOJ to increase its asset repurchase programme at the monetary 
policy meeting on 14-15th July.  

 Significant changes are expected in the management of Japan’s massive $1.26 trillion 
Government Pension Investment Fund (GPIF). The proposed reforms would help the 
GPIF shift away from low-yielding Japanese government bonds towards riskier 
investments such as equities, real estate investment trusts, and infrastructure funds. 
A greater weighting in the GPIF towards growth assets would target higher returns, 

benefitting future pension recipients while at the same time boosting GDP growth. 
Planned changes to the GPIF form part of Prime Minister Abe’s “third arrow” of 
economic reforms, which is flighted mainly with restructuring proposals. The other 
arrows comprise monetary easing and fiscal stimulus.  
 

 
EUROZONE  

 
 Spain’s sovereign debt rating was raised by one notch to “BBB” by Standard & Poor’s 

(S&P) credit rating agency. S&P said the upgrade was a “reflection of some of the fruit 
being harvested from the structural and labour reforms Spain has enacted”. S&P 
revised up its average 2014-2016 real GDP growth forecast for Spain from 1.2% to 
1.6%. However, the rating agency remains concerned at the level of private and public 

sector debt in the economy which taken together are still at 300% of GDP. S&P chief 
sovereign rating officer Moritz Kraemer warned that the country’s debt “remains one of 

the key weaknesses of the Spanish credit profile.” Meanwhile Greece’s sovereign debt 
rating was raised by one notch to “B” by Fitch credit rating agency. Fitch cited the 
government’s achievement of a primary surplus and an improving economic outlook. 
Fitch forecasts Greece’s GDP will grow 0.5% in 2014 with the growth rate rising to 
2.5% in 2015 and 2016.  

 Elections for the European Parliament will take place across the member states of the 
European Union between the 22nd and 25th May. Although the latest polls signal 
increased support for extremist and euro-sceptic parties the election is unlikely to 
trigger any major shift in policy. As was the case in the previous term the pro-
European traditional parties are likely to form a grand coalition comprising the 
Socialists, Liberals and Conservatives. While uncertainty ahead of the elections has 
caused a short-time spike in the bonds yields of peripheral Eurozone economies with 

Spanish and Italian 10-year bond yields rising since the start of May from around 
2.85% to 3.2% it is likely that yields will stabilize once election results are announced.  
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 The Eurozone seasonally adjusted trade balance fell from €44.1 billion in the 4th 
quarter (Q4) last year to €43.9 billion in Q1. In contrast to recent purchasing 
managers’ indices (PMI) which have signaled a sharp increase in export growth in the 
near term exports declined in March by 0.5% month-on-month and 0.8% year-on-
year. PMIs have been predicting a strong export recovery for the past year which has 
consistently failed to materialize. The strength of the euro is the most likely culprit and 

adds further pressure on the ECB to loosen monetary policy. The central bank, under 

pressure to stem the threat of deflation, is widely expected to announce imminent 
monetary stimulus following ECB President Mario Draghi’s recent assertion that the 
ECB is “ready to act” in June. 
 
 

UNITED KINGDOM 

 
 UK retail sales increased strongly in April by 1.3% month-on-month well above the 

0.4% consensus forecast and on a year-on-year basis by 6.9% the highest annual 
growth rate since May 2004. The upward trend in retail sales is likely to continue over 
the remainder of the year: Consumer confidence is improving as a result of strong 
employment growth, rising wage growth at the same time as declining inflation, and 
buoyant home prices. Consumer expenditure, which contributes around 70% of GDP, 

has been and looks set to remain the main driver of the UK’s economic recovery. 
 As expected the Bank of England (BOE) left its benchmark interest rate unchanged at 

0.5% and asset purchases at £375 billion in spite of the unemployment rate reducing 
further from 6.9% in February to 6.8% in March below the 7% threshold. Under the 
BOE’s previous guidance the break below 7% would have triggered a normalization in 
monetary policy. The reluctance to hike interest rates is attributed to the existence of 
significant labour market slack in spite of lower unemployment. Moreover the rate at 

which the slack will be absorbed may diminish as the pace of GDP growth slows in late 
2014 after the “initial release of pent-up demand”. While the sharp increase in the 
housing market would normally raise the likelihood of interest rate hikes the BOE is 
anxious to avoid endangering the economic recovery and would prefer to address the 
housing market through alternative macro-prudential tools. The 1st rate hike is unlikely 
before mid-2015. 

 UK consumer price inflation (CPI) increased sharply from 1.6% year-on-year in March 
to 1.8% in April and core CPI excluding food and energy from 1.6% to 2.0%. 

However, the increase is attributed entirely to the timing of the Easter holidays which 
fell in April this year but in March last year. Transport costs tend to rise sharply over 
Easter and their contribution to the annual inflation rate increased by 0.4 percentage 
points in April. This substantial boost to the annual inflation rate will reverse next 
month. Inflation continued to ease in sectors unaffected by the timing of Easter with 

food inflation falling steeply from 1.7% to 0.6% the lowest in 8 years. The trend in CPI 
inflation is likely to maintain its downward bias over the remainder of the year helped 
by stability in commodity prices, sharp falls in import prices and the intensification of 
competition between retailers. Producer price inflation increased in April by just 0.6% 
on the year indicating an absence of up-stream inflationary pressure. 
 

 

FAR EAST AND EMERGING MARKETS  
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 For the 1st time since 1984 a single party has won an outright majority in India’s 
parliament. The National Democratic Alliance (NDA) led by Narendra Modi emerged 
with a decisive victory winning around 340 of the 543 seats. The NDA will pursue 
economic reforms in line with Modi’s campaign theme of economic growth and 
development. The Indian rupee and Indian asset prices have increased significantly in 
the run-up to the election and boosted thereafter by the extent of the NDA election 

victory. However, the likelihood of further expansion of the NDA coalition should boost 

the prospects of economic reforms and market gains in coming weeks.  
 Malaysia’s GDP grew in the 1st quarter (Q1) by 6.2% year-on-year significantly above 

the 5.7% consensus forecast, driven mainly by domestic demand. Private consumption 
increased 7.1% with stronger wage growth mitigating the impact of higher electricity 
prices. Encouragingly investment spending also increased sharply adding to the 
sustainability of the economic recovery. While fiscal prudence caused public 

investment to fall 6.4% private investment more than compensated with an increase 
of 14.2%. Meanwhile the balance of payments showed improving export growth 
assisting a sharp rise in the current account surplus from 5.6% of GDP in Q4 2013 to 
7.7% in Q1.  
 
 

SOUTH AFRICA 

 
 SA’s consumer price inflation (CPI) accelerated slightly from 6.0% year-on-year in 

March to 6.1% in April breaching the SA Reserve Bank’s 3-6% target range and 
slightly above the 6.0% consensus forecast. The acceleration is attributed to food price 
inflation which increased from 7.0% to 7.8% up sharply from the low of 3.5% in 
December 2013. Core inflation excluding food and energy remained unchanged at 
5.5%. There is little sign so far of “pass-through” inflationary pressure from rand 

depreciation with weakness in domestic demand limiting the pricing power of 
producers and distributors. However, due to base effects and rising food prices CPI is 
expected to accelerate to around 6.5% by mid-year and possibly peak even higher 
than that level around year-end.  

 As expected the SA Reserve Bank (SARB) left its benchmark repo interest rate 
unchanged at 5.5% citing that the “pace and timing of normalization in the advanced 

economies appears to have been pushed out further and may be more moderate than 
previously believed.” Meanwhile the SARB lowered its SA GDP growth forecast for 

2014 from 2.6% to 2.1% although maintained its forecast of 3.1% for 2015 and 3.4% 
for 2016. The SARB statement makes for dismal reading identifying numerous risks to 
growth: Continued strike activity and electricity shortages, low business confidence, 
further moderation in consumption expenditure amid declining household credit, rising 
unemployment and inflation, heavy debt burdens and low wages. At the same time the 

SARB could offer no respite warning that “we are in a rising interest rate cycle, and 
interest rates will have to be normalized in due course.” While lowering its CPI forecast 
for 2014 from 6.3% to 6.2% due to a stronger rand CPI is expected to remain above 
the 3-6% target range until the 2nd quarter 2015.  
 
 

KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
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JSE All Share  +7.86 
JSE Fini 15  +10.47 
JSE Indi 25  +6.45 
JSE Resi 20  +10.41 
R/$   +0.23 
R/€   +2.25 

S&P 500  +2.39 

Nikkei   - 11.99 
Hang Seng  - 1.51 
FTSE 100  +1.06 
DAX   +1.77 
CAC 40   +4.24 
MSCI Emerging  +3.84 

MSCI World  +1.88 
 
 
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 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 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 
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.   
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 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%.  
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BOTTOM LINE 
 

 In its semi-annual Outlook Report the Bank of Japan left its core consumer price 
inflation (CPI) forecast unchanged in spite of lowering its GDP forecast for financial 
year 2013 from 2.7% to 2.2% and for 2014 from 1.4% to 1.1%. CPI, excluding the 
direct effects of the sales tax increase in April, is forecast to remain at around 1.25% 

for some time attributed to employment growth, a tighter labour market and upward 

pressure on wages. 
 However, while CPI has retained its upward bias corporate goods price inflation 

(CGPI), similar to producer price inflation, has recently decelerated turning down in 
April on a year-on-year basis for the 1st time since May 2013. The slowdown in CGPI is 
attributed to a loss in momentum in the yen’s depreciation. The two inflation measures 
are closely correlated: CGPI eventually filters down to the CPI level. 

 The graph below which shows the widening gap between CGPI and CPI suggests CPI 
may not reach the BOJ’s target of 2% by 2015 unless helped by further yen 
depreciation.  

 In order to engineer further yen depreciation there is a greater than even chance that 
the BOJ will increase its quantitative and qualitative easing (QQE) at the policy setting 
meeting on 14th-15th July. 

 Additional QQE and yen depreciation would provide the catalyst for a strong upward 

move in the Nikkei index.  
 
 
Gap between upstream (CGPI) and downstream (CPI) inflation in consumer 
goods 

 
Note: CGPI is the corporate goods price index (roughly equivalent to US PPI).  

Source: BoJ, MIC, Barclays Research 


