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OVERBERG MARKET REPORT 
Week ending 27th June 2014 
 
 
GLOBAL 
 

 According to a Barclays global investor survey the most important risk facing financial 

markets over the next 12 months are geopolitical developments, in contrast with the 
last 2 surveys earlier in the year which cited risk to economic growth in China and 
emerging markets. Despite rising geopolitical risk investors are more optimistic about 
prospects for economic growth with 40% believing that growth surprises are likely to 
be positive especially with regards to US growth. The survey shows an increasing 
preference for growth assets with commodities viewed as the best performing asset by 

20% of investors up from 10% at the start of the year. Emerging market equities are 
viewed as the most attractive investment by 26% of equity investors up from just 9% 
at the start of the year. Overall, equities remain the preferred asset class by close to 
50% of the survey.   

 Oil price volatility has increased following the recent crisis in Iraq. As well as being 
OPEC’s 2nd largest producer Iraq is also the only OPEC country planning significant 
new production over the next 5 years. The country’s output and expansion plans are 

crucial to sustained equilibrium in the global oil market. However, the risk to rising oil 
prices should not be overestimated: Other OPEC suppliers could resume expansion 
plans which were previously shelved due to oversupply concerns stemming from the 
US oil boom. Oil consuming nations continue to curb their oil demand by encouraging 
energy efficiency and the use of alternative energy. Meanwhile, growth in China’s oil 
demand continues to decelerate. While oil price volatility has spiked over the past 
month it still remains well below its historic average at around 17% compared with 

over 20% a year ago and above 32% 2 years ago.  
 
 
NORTH AMERICA  

 
 US GDP contracted in the 1st quarter (Q1) by -2.9% annualised far worse than the 

initially estimated -1.0% contraction and the -1.8% consensus forecast. The biggest 
culprit is consumption growth which was revised lower from 3.1% to 1.0% as a result 

of lower than expected healthcare expenditure. However, the outlook for the 
remainder of the year remains positive with GDP growth likely to strengthen in 
response to fading fiscal drag, the end of the deleveraging process and a freer flow of 
credit. The latest economic data for April and May indicate a rebound in household 
expenditure, residential investment, and business investment, while inventories are 

increasing.  
 US durable goods orders fell in May by -1.0% month-on-month worse than the -0.3% 

consensus forecast. However, the decline is attributed to notoriously volatile defense 
orders: May’s defense capital goods orders collapsed by 31.4% after rising 38.2% in 
April when the US Navy ordered 10 new submarines for $17.6 billion. More 
importantly, the closely watched measure of business investment, comprising orders 
for non-defense capital goods excluding aircraft, increased in May by 0.7% partly 

reversing the -1.1% decline in April. Business investment is on track to grow during 
the 2nd quarter (Q2) by around 7.0% more than making-up its -2.8% contraction in 

Q1. Business investment, which has been relatively absent from the economic 
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recovery so far, is finally gaining momentum thereby broadening and adding stability 
to the economy. 

 The Markit “flash” (initial estimate) US manufacturing purchasing managers’ index 
increased from a final reading of 56.4 in May to 57.5 the highest level since May 2010 
and well above the 56.0 consensus forecast. Readings above 50 indicate expansion. All 
3 major components increased including new orders from 58.8 to 61.7, output from 

59.6 to 61.0, and employment from 53.7 to 53.8. The data confirms that the 

transitory factors which weighed on activity at the start of the year have faded and the 
underlying trend of manufacturing activity continues to improve. Manufacturing 
activity is expected to pick-up further in the 2nd half of the year. 

 The Conference Board US consumer confidence index increased sharply from 82.2 in 
May to 85.2 well above the 83.5 consensus forecast and its highest reading since 
January 2008. The improvement was broad-based with increases in both the present 

situation and forward-looking indices rising, from 80.3 to 85.1 and from 83.5 to 85.2 
respectively. Consumer confidence is rising in response to buoyant equity markets and 
home prices, as well as the steadily improving labour market. According to Mark 
Vitner, senior economist at Wells Fargo: “More and more consumers seem to 
recognize that there’s some improvement under way in the labour markets.” 
Consumer confidence is a key barometer for the economy with consumer spending 
accounting for almost 70% of GDP. 

 US sales of new homes surged in May by 18.6% month-on-month the biggest monthly 
gain since January 1992 following a 3.7% increase in April, to an annualised rate of 
504,000 well above the 440,000 consensus forecast. The data is a clear indication that 
the weather induced slowdown at the start of the year was only temporary. The 
inventory of unsold homes remained unchanged at 189,000 which would be depleted 
in 4.5 months at the current sales rate. This is an extremely low inventory level 
underscoring the likelihood of continued home price gains and increased building 

activity. The National Association of Realtors meanwhile reported that sales of 
previously owned homes jumped in May by 4.9% on the month the biggest monthly 
gain in nearly 3 years to an annualised rate of 4.89 million the highest since last 
October.  

 Federal Reserve Bank of St. Louis President James Bullard predicted the US Fed will 
start raising its benchmark Fed Funds interest rate in the 1st quarter 2015. Bullard 

predicts an earlier start to rate increases than most of his Fed committee colleagues 
citing falling unemployment and rising inflation: “The Fed is closer to its goal than 

many people appreciate.” This view is at odds with the committee’s statement on 18th 
June that it expects the rate to remain near zero for a “considerable time” after asset 
purchases end. According to the Fed’s latest official forecast the Fed Funds rate will be 
1.13% at the end of 2015 and 2.5% by end 2016.  

 

 
CHINA  

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

increased from 49.4 in May to 50.8 in June the highest reading since last November 
and much higher than the 49.7 consensus forecast. Readings above 50 indicate 
expansion. The output index increased from 49.8 to 51.8 while the forward-looking 

new orders index increased to 53.3 the highest reading since March 2013. The data 
suggests government’s recent initiatives such as tax breaks and cuts in bank reserve 

requirement ratios aimed at supporting small enterprises are beginning to take effect. 
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The data is consistent with a pick-up in the GDP growth rate after bottoming-out in the 
1st quarter and may prompt economists to upwardly revise their growth forecasts for 
2014. Premier Li Keqiang has forcefully defended the government’s 7.5% economic 
growth target in recent weeks. On 18th June Keqiang said the government will ensure 
growth will not slip below the “bottom-line” of 7.5%, the 1st time this year that he has 
clarified a “floor” for growth. The policy shift suggests the central bank may ease 

monetary policy with the likelihood of interest rate cuts during the 2nd half of the year. 

 
 
JAPAN  
 

 Japan’s seasonally adjusted unemployment rate fell from 3.6% in April to 3.5% in May 
its lowest since December 1997 when it was also 3.5%. The unemployment rate has 

maintained its gradual downtrend and suggests the economy will rebound in the 3rd 
quarter from the April sales tax hike and subsequent slump in consumer spending. The 
pace of year-on-year job creation increased sharply from 260,000 in April to 570,000 
in May marking the 17th consecutive increase. Encouragingly the number of part-time 
jobs is declining in favour of full-time jobs with the availability of jobs rising to its 
highest level since 1992. Rising base wages and an expected increase in mid-year 
bonuses are likely to boost household expenditure.  

 Japan’s service producer price index (SPPI) accelerated from 3.4% year-on-year in 
April to 3.6% in May the highest reading since January 1991 when it was also 3.6% 
and marking the 10th consecutive increase. Excluding the direct impact of the April 
sales tax increase the SPPI still accelerated from 0.7% to 0.9%. The acceleration is 
attributed to labour shortages in certain sectors of the economy. SPPI is expected to 
increase further as companies are compelled to raise wages in order to fill job 
vacancies. 

 Bank of Japan (BOJ) Governor Haruhiko Kuroda told a meeting of the Japan 
Association of Corporate Executives that the government’s growth strategy and private 
sector investment should lead to higher economic growth potential. However, 
irrespective of the growth rate Kuroda added that the BOJ will: “Pursue monetary 
policy management on its own accord to achieve the price stability target of 2% 
(inflation) at the earliest possible time”…..”If the outlook changes due to the 

manifestation of some risk factors, the bank will make adjustments without 
hesitation.” While the BOJ is prepared to underpin the economy through quantitative 

and qualitative easing, Kuroda said that: “For the next three years or so, Japan’s 
economy as a trend is likely to continue growing at a pace above its potential.” 
 

 
EUROZONE  

 
 The Markit “flash” (initial estimate) Eurozone composite purchasing managers’ index 

which combines both manufacturing and service sectors, fell from 53.5 in May to 52.8 
in June the lowest in 6 months. However, the decline is attributed mainly to falling 
output which is a backward-looking indicator. By contrast forward-looking indicators 
improved: Composite new orders posted their best reading since May 2011 supported 
by strong demand in the services sector. Encouragingly price pressure improved in 

both manufacturing and service sectors helping to allay deflationary fears. The overall 
data is consistent with Eurozone GDP growth of 0.3% quarter-on-quarter in the 2nd 

quarter and slightly better during the 2nd half of the year.  
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 Germany’s widely observed IFO business climate index fell from 110.4 in May to 109.7 
in June the weakest since last December and below the 110.3 consensus forecast. The 
current situation index remained steady at 114.8 but the forward-looking expectations 
index dropped from 106.2 to 104.8 attributed to the conflict over Ukraine and German 
firms with strong business ties to Russia. It is not all bad news however: The 
separately reported service sector IFO index increased from 21.5 to 25.2 the highest 

level since January. Overall, the data suggests the strong 0.8% quarter-on-quarter 

GDP growth recorded in the 1st quarter (Q1) is unlikely to be maintained in Q2 
although economists remain optimistic that a growth rate of around 2% can still be 
achieved for the full year.  

 The Central Bank of Turkey (CBT) cut its benchmark interest rate for a 2nd straight 
month by 75 basis points from 9.5% to 8.75% citing improving global liquidity 
conditions and expectations of a “marked decline in inflation.” Meanwhile CBT 

Governor Erdem Basci said an increase in US interest rates will create less volatility 
compared with the quantitative easing “tapering” period as the transmission 
mechanism from rate hiking is more transparent.  

 In a continuation of its two-year long monetary easing campaign the National Bank of 
Hungary (NBH) cut its benchmark interest rate by 10 basis points to 2.3%, marking 
the 23rd consecutive monthly rate cut since August 2012. The rate cut occurred 
despite a warning given by the IMF on 6th June that the economy is “still susceptible to 

shocks and remains highly vulnerable to exchange-rate risks.” The IMF is 
recommending the NBH adopts a monetary tightening bias. However, according to 
Citigroup economist Eszter Gargyan: “The NBH is arguing that the permanently low 
global inflation environment together with the announced ECB steps may warrant 
keeping monetary conditions loose for a prolonged time.” Hungary’s consumer price 
inflation fell in May to -0.1% for the 2nd straight month, the 1st negative inflation 
readings since 1968.  

 
 

UNITED KINGDOM 
 

 The Bank of England’s (BOE) Financial Policy Committee (FPC) took action to cool the 
UK housing market by limiting the Loan-to-Income ratio of mortgages provided, and 

by imposing tests on how borrowers will cope if the benchmark interest rate increased 
by 3 percentage points. The measures are considerably less onerous than the market 

had expected. House price expectations had started to moderate on anticipated FPC 
action but after the latest announcements are likely to pick-up once more. The muted 
FPC measures raise the likelihood that house prices will continue rising for a prolonged 
period.  

 The GfK UK consumer confidence index increased from 0 in May to 1 in June reaching 

positive territory for the 1st time since March 2005. The improvement was broad-based 
although the outlook for personal finances edged lower for the 1st time since 
November last year due to muted wage growth. Overall however, the data points to 
continued growth in household spending fuelled by strong job creation, low inflation, 
and a positive wealth effect from rising property prices. Household consumption, which 
contributes around 70% of UK GDP, is expected to grow in the 2nd quarter by around 
0.7% quarter-on-quarter with total growth of about 2.5% in 2014 and 2.3% in 2015.  
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FAR EAST AND EMERGING MARKETS  
 

 Korea posted a current account surplus for the 27th consecutive month, the 2nd longest 
stretch of uninterrupted surpluses on record. The surplus increased by 30% month-on-
month to US$ 9.3 billion the highest yet for 2014 and beating the $7.9 billion 
consensus forecast. The cumulative surplus for the year to date is $31.5 billion up 

27% on the same period last year. The surplus is increasing despite strengthening in 

the Korean won suggesting it may be more structural than cyclical. Moreover the 
surplus is likely to remain buoyant in the 2nd half of the year based on increasing 
external demand from the US, Japan and Eurozone. The current account surplus 
alongside the housing recovery and implementation of the government’s 3-year 
structural reform programme should prompt a pick-up in Korea’s domestic demand. 

 Taiwan’s industrial production increased in May by 5.19% year-on-year well above the 

2.26% consensus forecast and following a 5.29% increase in April. On a month-on-
month basis production expanded by 0.8%. The solid numbers provide further 
evidence that Taiwan is benefiting from the recovery in demand from the US, Japan, 
and Eurozone. Taiwan is one of the world’s biggest suppliers of electronic products and 
components, and closely monitored to gauge the health of the global economy. 
Growth in semiconductor output accelerated from 8.09% to 11.88%.  
 

 
SOUTH AFRICA 
 

 SA’s Quarterly Employment Statistics show total formal non-agricultural employment 
increased in the 1st quarter (Q1) by 9,000 following an increase of 41,000 in Q4 2013. 
Community, social and personal services, mainly in the public sector, increased 
employment by 50,000. However, in sharp contrast the private sector shed 41,000 

jobs: The construction and financial services sectors gained by 5,000 and 7,000 but 
the retail and wholesale trade, mining, and manufacturing sectors respectively shed 
34,000, 13,000, and 3000 jobs. Although the retail and wholesale sector is explained 
by a reversal of short-term seasonal hiring over the festive season, the overall loss 
mirrors underlying weakness in economic growth momentum. Since the end of 2010, 
private sector employment has increased by only 59,000 while the public sector has 

increased by 197,000. However, the rate of increase in public sector employment is 
unlikely to be sustained given the government’s strained finances and pressure to 

meet deficit targets.  
 SA’s current account deficit unexpectedly narrowed from 5.1% of GDP in the 4th 

quarter (Q4) 2013 to 4.5% in Q1 beating the 6.0% consensus forecast. The 
discrepancy with economists’ forecasts is attributed almost entirely to a big jump in 
inward income inflows stemming from dividends earned on foreign portfolios. Dividend 

inflows are very volatile and to a large extent may have been reinvested overseas 
which would entail a reversal in Q2. Meanwhile, the trade deficit deteriorated from 
1.3% of GDP in Q4 to 2.1% of GDP in Q1. April showed another large deficit and did 
not reflect any impact from the platinum strike which is more likely to show-up in 
lower platinum related exports in May and June. The current account deficit is likely to 
worsen as the year progresses to around 5.4% for 2014 as a whole.  

 Growth in SA’s private sector credit extension slowed from 8.8% year-on-year in 

March to 8.3% in April. Household credit growth slowed to 4.6% the weakest in 4 
years. Corporate credit growth also slowed from its 5-year high of 13.5% to 12.5%. 

Mortgage growth remained unchanged at 3% while other loans and advances which 
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mainly comprise unsecured lending picked-up slightly to 13.8%. While the outlook for 
corporate lending has improved household credit growth is likely to remain weak given 
consumers’ already high debt levels, rising inflation and weak employment growth. 

 SA’s producer price inflation (PPI) moderated slightly from 8.8% year-on-year in April 
to 8.7% in May marking the 1st deceleration in 7 months. Food price inflation slowed 
from 9.6% to 9.0% while transport equipment inflation slowed from 11% to 10%. The 

slightly lower PPI is attributed to a recent stabilisation in the currency and soft 

commodity prices. However the recent spike in oil prices and the potential for further 
rand weakness continue to pose a threat to the PPI outlook.  
 
 

KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +8.85 
JSE Fini 15  +12.20 
JSE Indi 25  +7.96 
JSE Resi 20  +10.58 
R/$   - 2.19 

R/€   - 0.01 
S&P 500  +6.01 
Nikkei   - 6.29 
Hang Seng  - 1.89 
FTSE 100  - 0.23 
DAX   +3.30 
CAC 40   +3.83 

MSCI Emerging  +3.90 
MSCI World  +4.60 
 
 
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 sharp increase in the JP Morgan global bond yield at the start of the year 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 early stages. 

 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 
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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 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 
 

 After its 50% gain in 2013 the Nikkei index has been lackluster so far this year with a 

loss of around 7%, underperforming global markets. However, the 2nd half of the year 
should see a return of the “Abenomics trade”.  

 The feared slowdown following the sales tax increase in early April was more subdued 
than expected and should be followed by an upward growth path over the remainder 
of the year. 

 Prime Minster Shinzo Abe’s remaining “arrows” of economic policy are coming together 
with concrete proposals on corporate tax reform and asset allocation recommendations 

for the Government Pension Investment Fund (GPIF).  
 The Bank of Japan’s Quantitative and Qualitative Easing (QQE) which provided the 

mainstay of the 1st phase of Abenomics is playing a secondary role as further easing 
expectations diminish. However, the reassurance of additional potential easing places 
a tacit floor under markets.  

 After unwinding last year’s exuberance Japan’s equity markets have returned to a 
neutral position and therefore likely to respond positively to any events or 

improvement in fundamentals. 
 Corporate behavior is responding to the rise in inflationary expectations. Corporations 

are increasing wages and salaries which in turn should sustain the return of positive 
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inflation. Corporations are making greater use of their surplus funds for investment 
and share buybacks, while increased financial leverage will boost return on equity.  

 Japanese equities are increasingly undervalued compared to global averages in terms 
of price-earnings multiples, real yield spreads and other valuation indicators. The 
price-to-book multiple is less than half that of other developed equity markets. 
 

 


