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OVERBERG MARKET REPORT 
Week ending 25th April 2014 
 
 
GLOBAL 
 

 After falling for 3 straight months in January, February and March the Barclays global 

manufacturing confidence index, based on regional “flash” (initial estimates) 
manufacturing purchasing managers’ indices (PMI) increased slightly in April from -
0.23 to -0.18 in spite of continued subdued data from China. The improvement is 
attributed to dissipating weather effects in the US and a steady gradual recovery in 
the euro area. However, the global forward looking new orders index eased from -0.27 
to -0.28 suggesting most of the overall improvement was due to an increase in global 

inventories. Inventory restocking suggests reduced scope for growth in the months 
ahead.  
 

 
NORTH AMERICA  

 
 US new home sales fell in March by 14.5% month-on-month to an annualised rate of 

384,000 down from 449,000 in February and well below the 450,000 consensus 
forecast. New home sales provide a more timely reading of the market than other 
home sales as the index tallies sales at the moment a contract is signed rather than at 
closing. The slowdown in sales, to the lowest annual rate since last July, is attributed 
to rising home prices coupled with tough lending standards and rising mortgage rates. 
The interest rate on a 30-year fixed-rate mortgage has increased by 1 percentage 
point over the past year to an average 4.4% at the end of March.  

 The US Federal Housing Finance Agency (FHFA) home price index increased in 
February by 0.6% month-on-month. Although slightly above the 0.5% consensus 
forecast and the downwardly revised 0.4% increase in January the data signals a 
slowdown in the pace of house price growth. On a year-on-year basis the FHFA index 
increased 6.9% the smallest gain since January 2013. The rate of home price gains is 
expected to slow further in response to rising inventories and diminishing buyer 

affordability.  
 The S&P 500 index increased on Tuesday for a 6th straight day marking the longest 

winning streak since September. The rally is attributed to recent remarks by Fed 
chairperson Janet Yellen which suggests the benchmark interest rate may not increase 
as soon or by as much as previously forecast. Meanwhile company earnings have been 
positive: so far half the companies making up the S&P 500 index have reported 
quarterly earnings of which 74% have exceeded analysts’ earnings forecasts while 

53% have exceeded revenue forecasts. The standout is Apple which prompted the 
share price to increase by 8.2% after earnings were released.  

 The Conference Board’s index of US leading economic indicators, a measure which 
traditionally precedes changes in economic activity, increased in March by 0.8% 
month-on-month up from February’s reading of 0.5% and above the 0.7% consensus 
forecast. The improvement is attributed to accommodative financial conditions 
stemming from rising equity markets and improving credit conditions. Employment 

indicators were also beneficial. Surprisingly however, consumer expectations and 
building permits detracted from the overall index.  
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 After touching a 7-year low earlier in the month the number of Americans filing new 
claims for unemployment benefits increased sharply last week by 24,000 to 329,000 
well above the 315,000 consensus forecast. However, the 4-week moving average 
which evens out weekly volatility remained at 316,750 much reduced from the year-
ago figure of 354,750 and indicative of a steadily improving economy.  

 US industrial production increased in March by 0.7% month-on-month which although 

slower than February’s 1.2% increase is above the 0.5% consensus forecast. On a 

year-on-year basis production increased by 3.7% marking a steady improvement from 
3.5% in February and 2.9% in January. While on a month-on-month basis vehicle 
production dropped by 0.8% and the production of machinery by 0.3% these declines 
were more than offset by a 0.7% increase in output of consumer goods and 0.5% 
increase in output of business equipment. The data bodes well for a rise in business 
investment: A continued increase in investment spending, which has been relatively 

absent since the recession ended, would signal a broadening and more sustainable 
economic recovery.  
 

 
CHINA  

 
 The HSBC “flash” (initial estimate) manufacturing purchasing managers’ index (PMI) 

increased slightly from 48.0 in March to 48.3 in April in line with consensus forecast 
but still below the key 50 threshold which demarcates expansion from contraction. 
However, some improvement is expected in coming months in response to the 
government’s mini-stimulus measures announced in recent weeks. In addition the 
People’s Bank of China (PBOC) introduced a hint of monetary easing on Tuesday 
including a 2 percentage point cut in the reserve requirement ratio at some rural 
commercial banks. Although suggesting an easing bias any cuts in the benchmark 

interest rate in the months ahead are likely to be modest. The government is keen to 
stimulate growth through restructuring of the economy rather than through monetary 
policy.  

 China’s Premier Li Keqiang unveiled a plan allowing private capital to invest in 
monopolized sectors which were previously dominated by public investment and state-
owned enterprises. These sectors include finance, petroleum, electricity, railway, 

telecom, resource development, and public utility. Initially the government will roll-out 
80 projects which for the 1st time will be open to public bidding. The government also 

announced a series of guidelines to facilitate business investment. The initiative 
provides evidence of accelerating reform and should open up attractive areas for 
private capital, in turn invigorating the economy and helping to avoid a further build-
up of government debt. China’s authorities are expected to rely more heavily on 
economic reforms than monetary stimulus as a means of improving the economy’s 

growth prospects. 
 

 
JAPAN  
 

 Japan’s core consumer price index (CPI), excluding food but including energy, 
remained unchanged in March at 1.3% year-on-year unchanged from February, 

January and December but still the highest since hitting 1.9% in October 2008 and 
marking the 10th straight month of positive inflation. Core-core CPI excluding food and 

energy which provides a more accurate picture of whether deflation is fading 
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decreased slightly from 0.8% in February to 0.7%. However, central Tokyo core CPI 
jumped sharply to 2.7% in April from 1.0% the previous month reflecting the hike in 
the sales tax from 5% to 8% at the start of April. Tokyo’s inflation reading is the 
highest since April 1992.  

 While the rate of yen depreciation has lost momentum reducing the inflationary impact 
of import costs the Bank of Japan (BOJ) remains confident that its 2% CPI target will 

be met as planned by mid-2015 although in a speech given last week BOJ Governor 

Haruhiko Kuroda stated that: “As I have repeatedly said, we would not hesitate to 
take the necessary policy actions if it deviated from the 2% inflation track.” The BOJ is 
widely expected to leave its pace of asset purchases unchanged at the upcoming 
policy setting meeting on 30th April. However, some economists forecast the BOJ will 
conduct more easing in July if data shows the slump in demand following the April 
sales tax increase is sharper than expected. 

 
 
EUROZONE  
 

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI) 
for both service and manufacturing sectors increased from 53.1 in March to 54.0 in 
April posting the highest reading since May 2011 and above the expansionary 50 

threshold for a 10th straight month. The data adds to recent evidence that the 
Eurozone’s return to growth which started in the 2nd quarter (Q2) of 2013 is gaining 
momentum. The data is consistent with Q2 GDP growth of 0.4% quarter-on-quarter. 
However, the growth recovery is accompanied by disinflationary pressures with the 
composite input price index declining to 50.4 a 10-month low and well below the 56.7 
long-term average. The contradictory non-inflationary growth environment is making 
the ECB’s task increasingly complicated: The central bank may have to respond to 

growing fears of deflation in spite of the improving GDP outlook.  
 Portugal sold €750 million of 10-year government bonds in its 1st bond auction since 

its bailout in 2011. The yield averaged 3.575% well below the record 18.29% at the 
height of the debt crisis in January 2012. Michael Michaelides, a rates strategist at 
Royal Bank of Scotland said: “The auction results were good to say the least… The 
yield was very low, which is an indication of how good sentiment in the periphery is.” 

Michaelides forecasts Portugal’s 10-year yield will fall to 3.50% by the end of June. 
The spread between Portugal’s 10-year yield and the equivalent German yield has 

reduced steadily since 2012 from a peak of over 15% to the current level of 2.13%. 
Portugal is set to become the 2nd Eurozone country after Ireland to exit its 3-year 
rescue programme. The €78 billion rescue bailout from the EU and IMF is set to end on 
17th May. 
 

 
UNITED KINGDOM 
 

 The Confederation of British Industry (CBI) Industrial Trends Survey signals a further 
improvement in the outlook for the UK manufacturing sector. The expected orders 
index increased from 22 for the 1st quarter (Q1) to 26 in Q2. The quarterly business 
optimism index increased from 21 to 33 marking the highest reading in 41 years. In 

turn the investment intentions index also increased sharply from 4 to 16 the strongest 
since 1997. While investment expenditure has been a missing ingredient in the UK’s 

current economic recovery the latest data suggests the sharp rise in investment at the 
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end of last year may be more than a blip. Rising investment expenditure signals a 
broadening and more sustainable economic recovery.   

 Minutes from the Bank of England’s (BOE) April monetary policy meeting reveal a 
unanimous decision to keep interest rates on hold at 0.5% and the quantitative easing 
(QE) programme unchanged at £375 billion. While all committee members agreed the 
interest rate should remain on hold until the economy’s spare capacity is absorbed 

views diverged on the actual amount of slack in the economy. Nonetheless the 

majority of committee members appear a long way from voting for higher interest 
rates, due to easing inflationary pressures. Inflationary pressures are expected to ease 
over the course of the next 12 months due to productivity increases and a continued 
surplus in the labour market.  
 

 

FAR EAST AND EMERGING MARKETS  
 

 The Reserve Bank of New Zealand (RBNZ) hiked its benchmark interest rate by a 
further 25 basis points to 3.0% after hiking the rate by 25 basis points to 2.75% last 
month. In his statement Reserve Bank Governor Graeme Wheeler said: “Spare 
capacity is being absorbed and inflationary pressures are becoming apparent, 
especially in construction and other non-tradable areas.” The RBNZ lifted its forecast 

for 1st quarter GDP growth from a previous 3.3% to 3.5% annualised. While the 
strengthening NZ dollar may reduce inflationary pressures the RBNZ is expected to 
hike the benchmark interest rate to 3.75% by end 2014 and to 4.5% by end 2015 
according to consensus forecast.  

 South Korea’s GDP growth held steady in the 1st quarter (Q1) at 0.9% quarter-on-
quarter unchanged from the previous quarter but above the 0.8% consensus forecast. 
On a year-on-year basis GDP growth improved over the quarter from 3.7% to 3.9% 

the strongest since Q1 2011. Growth was led by a pick-up in investment and strong 
exports in spite of the weather related slowdown in US demand.  With dissipating 
weather effects in the US, growth may accelerate to 1.2% in Q2. Meanwhile 
broadening domestic demand in response to employment growth and a recovering 
property market should lift GDP growth closer to 4.0% over 2014 in line with the Bank 
of Korea’s forecast.  

 The Bank of Thailand (BOT) kept its benchmark interest rate unchanged at 2% after 
cutting the rate twice since anti-government protests started last year. The decision to 

keep rates on hold comes in spite of the BOT lowering its GDP growth forecast for 
2014 from a previous 4.8% to 2.7% and continued political uncertainty. In March the 
Constitutional Court nullified the recent general election as inconclusive prompting a 
further slowdown in government expenditure and domestic spending and investment. 
The BOT has likely assessed that rate cuts are a blunt tool that will not boost growth in 

the current political environment. At the same time any rate hike is highly unlikely for 
the remainder of 2014 creating an attractive discount rate for long-term equity 
investors.  
 
 

SOUTH AFRICA 
 

 Consumer price inflation (CPI) accelerated sharply from 1.1% month-on-month in 
February to 1.3% in March. On a year-on-year basis the effect was more muted but 

nonetheless CPI increased from 5.9% to 6.0% above the 5.9% consensus forecast and 
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touching the upper limit of the SA Reserve Bank’s (SARB) 3-6% target range. The gain 
is attributed to food price inflation which increased from 5.4% to 7.0%. Core CPI 
which excludes food and energy prices and tends to be less volatile increased to 5.5% 
after remaining unchanged at 5.3% for 6 straight months. The pick-up in core CPI 
raises concerns that the rand’s sharp depreciation is feeding through on inflationary 
pressure and raises the likelihood of a further interest rate increase at the SARB’s 

upcoming policy setting meeting at the end of May. 

 Producer price inflation (PPI) accelerated from 7.7% in February to 8.2% in March 
above the 7.8% consensus forecast. On a month-on-month basis PPI increased by 
1.3% attributed to the food products, beverages and tobacco products category which 
contributed 0.7 percentage points. PPI is likely to remain elevated in coming months 
with the biggest inflationary risks posed by the weaker rand and higher food prices: 
food prices have the heaviest weighting in the PPI basket. The data confirms an 

upward pricing pressure in the economy and the high probability of further interest 
rate increases. The SA Reserve Bank (SARB) has made it clear that we are in a rate-
hiking cycle although the extent and speed of rate hikes will be rand- and data 
dependent. The SARB also raised the possibility of rate hikes in smaller increments 
than the usual 50 basis points.  
 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +5.17 
JSE Fini 15  +7.46 
JSE Indi 25  +1.37 

JSE Resi 20  +11.84 
R/$   - 2.12 
R/€   - 1.31 
S&P 500  +1.46 
Nikkei   - 10.71 
Hang Seng  - 3.42 

FTSE 100  - 1.10 
DAX   - 0.08 

CAC 40   +3.61 
MSCI EM  +0.11 
MSCI World  +1.09 
 
 

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. 
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 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.   

 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 
 

 The UK equity market is close to all-time highs. However, valuations are nowhere near 
record highs and remain relatively undemanding as shown in the graph below. On a 
price/ book basis and on a cyclically adjusted price/ earnings multiple basis, the UK 
equity market appears attractively priced in spite of recent equity market gains. Over 

the past 40 years UK equity markets have never fallen for 2 consecutive years from 

current valuations. This record and current valuations should provide a high margin of 
safety for long-term investors. 

 
 
UK market level valuations show few signs of excess 

 
Source: DataStream, MSCI, Barclays Research 


