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OVERBERG MARKET REPORT 
Week ending 2nd May 2014 
 
 
NORTH AMERICA  

 

 US GDP, the broadest measure of goods and services produced across the economy, 

grew in the 1st quarter (Q1) by 0.1% quarter-on-quarter well below the 1.2% 
consensus forecast and the 2nd worse quarterly performance since the recession ended 
in mid-2009. While personal consumption grew by 3.0% on the quarter other sectors 
of the economy performed poorly: Residential fixed investment declined by 5.7% on 
the quarter following a 7.9% decline in Q4 confirming recent indications of a loss in 
momentum in the housing market. Business investment on equipment fell by 5.5% on 

the quarter marking the largest decline since 2009. Exports also fell sharply by 7.6% 
the steepest decline since 2009, reflecting fragile demand from Europe and Asia. While 
pent-up demand caused by the winter lull should lead to a strong recovery in the 
growth rate in the coming quarter, it is slightly disconcerting that a large part of the 
slowdown is explained by non-weather related factors such as the slowdown in 
business equipment expenditure.   

 The University of Michigan US consumer confidence index increased sharply from 80.0 

in March to 84.1 in April above the 83.0 consensus forecast and the highest reading 
since July 2013. The current conditions index increased from 95.7 to 98.7 the highest 
reading since July 2007 while the expectations index increased from 70.0 to 74.7 
beating the preliminary reading of 73.3. The data bodes well for continued gains in 
consumer spending and with consumer spending comprising around 70% of US GDP 
also bodes well for a pick-up in GDP growth.  

 The Chicago manufacturing purchasing managers’ index (PMI), a barometer of the 

manufacturing-heavy US Midwest, climbed from 55.9 in March to 63.0 in April well 
above the 57.0 consensus forecast and its highest level since last October. The rise 
was broad-based with the forward-looking new orders index up from 58.8 to 68.7 and 
employment index up from 50.0 to 57.8. The Chicago PMI, widely regarded as the 
most useful of the various regional surveys, suggests US manufacturing activity will 
pick-up in the 2nd quarter of the year.  

 The nationwide US Institute for Supply Management (ISM) manufacturing index 
increased from 53.7 in March to a 4-month high of 54.9 in April indicating a continued 

normalization in conditions following the weather-related lull earlier in the year. 
Encouragingly the employment index increased sharply from 51.1 to 54.7 suggesting a 
solid gain in the non-farm payroll number due out later today. The report is positive 
overall and consistent with a rebound in annualised GDP growth to more than 2.5% in 
the 2nd quarter.  

 The ADP employment report shows private sector non-farm payrolls increased in April 
by 220,000 the highest figure in 5 months and slightly above the 210,000 consensus 
forecast. Goods-producing industries, including manufacturers and construction 
companies, added 24,000 payrolls while service providers increased payrolls by 
197,000. Mark Zandi chief economist at Moody’s Analytics, which produces the ADP 
data, said “The job market is gaining strength” and that “The recent pick-up in job 
growth at mid-sized companies may signal better business confidence.” The data 

bodes well for the government’s employment report released later today, which may 
show an increase in non-farm payrolls of as much as 250,000. Healthy employment 



 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07.  

Directors: Nick Downing, Gielie Fourie, Brett Birkenstock. 

growth, while traditionally viewed as a “lagging” economic indicator would boost 
consumer confidence in turn supporting GDP growth.  

 As expected the Fed slowed its asset purchases by a further $10 billion to $45 billion a 
month. The Fed’s decision to taper in spite of recent weak economic data suggests the 
Fed will continue to taper its asset purchases at a pace of $10 billion a month until 
they end in October. Despite the weak US GDP data the Federal Reserve said in its 

policy statement that: “Economic activity has picked-up recently, after having slowed 

sharply during the winter in part because of adverse weather conditions.” The Fed 
maintained its forecast that GDP growth will rebound to 2.9% for the full year.  
 

 
CHINA  

 

 China’s official manufacturing purchasing managers’ index (PMI) increased slightly 
from 50.3 in March to 50.4 in April above the 50 level which separates growth from 
contraction but below market expectations. The lackluster reading corroborates the 
PMI compiled by HSBC which in April showed a sub-50 reading for a 4th straight 
month. Nomura’s China economist Zhiwei Zhang reported that: ” We do not believe 
the economy has passed a turning point”, forecasting annualised economic growth to 
slow further from 7.4% in the 1st quarter (Q1) to 7.1% in Q2. Sun Wencun an 

economist with CITIC Securities in Beijing cited the property sector as a big risk to the 
economy: “The economy is showing slight improvements due to recent policy 
measures but there is no sign of bottoming out, and the trend of slowdown is 
continuing as the sluggish property market weighs on related industries.” 
 

 
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 cut its CPI forecast at the interim assessment of its semi-
annual Outlook Report. As such there is a more than even chance that the BOJ will 
increase its asset repurchase programme at the monetary policy meeting on 14-15th 

July.  
 

 
EUROZONE  
 

 Eurozone consumer price inflation (CPI) increased from 0.5% year-on-year in March to 
0.7% in April but due mainly to the late Easter when service sector companies tend to 

raise prices. CPI remains at a third of the ECB’s target of below but close to 2% and 
raises the probability of the ECB announcing further monetary easing in the months 

ahead. The low CPI figure is largely attributed to Germany’s CPI reading of 1.1%, 
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below the 1.3% consensus forecast. The German CPI figure is concerning as it will 
make it even more difficult for the peripheral countries in the Eurozone to increase 
competitiveness against the bloc’s economic powerhouse. There is rising political 
pressure on Germany to accept a higher CPI of close to 2% making it easier for 
peripheral economies to adjust. According to Frederick Ducrozet, economist at Credit 
Agricole: “Inflation will need to rebound to around 1.1% or 1.2% in May if it is to 

match with the ECB’s existing forecasts. I think that’s very unlikely. The central bank 

will need to cut the main refinancing rate. Whether or not they cut the deposit rate will 
depend on the strength of the euro.” The main refinancing rate is now at 0.25%, while 
the deposit rate paid on reserves left with the ECB is zero but could become negative.  

 The European Commission Economic Sentiment Indicator (ESI) fell slightly from 102.4 
in March to 102.0 in April. Although below the 103.0 consensus forecast the ESI has 
risen steadily since the start of the year from 100.4 in December to 101.0 in January 

and 101.2 in February. At the current level the ESI is consistent with acceleration in 
annualised Eurozone GDP growth to around 2% compared with the 0.5% rate 
recorded in the 4th quarter last year. Consumer confidence is especially encouraging 
after improving again in April signaling healthy growth in household expenditure. Of 
concern however, is the consumers’ inflation expectation index which weakened again 
in April and is now at its lowest since March 2010 adding to deflationary concerns. 

 Germany’s number of unemployed fell in April by 25,000 better than the 10,000 

consensus forecast. The official unemployment rate remained unchanged at 6.7% 
although according to the International Labour Organisation (ILO) definition it 
measured 5.1%. German labour conditions continue to improve with the number of 
payrolls rising in the 1st quarter by 134,000 or 0.3% quarter-on-quarter. The labour 
agency reports that labour demand and shortages have broadened across sectors of 
the economy, indicating tightening labour market conditions and signaling stronger 
wage growth in the months ahead. This is welcome news for the economy which in the 

context of weak foreign trade is increasingly reliant on household expenditure. Modest 
inflation and anticipated pay increases prompted consumer confidence to rise in March 
to its highest level in over 7 years.  
 
 

UNITED KINGDOM 

 
 UK GDP grew in the 1st quarter (Q1) by 0.8% quarter-on-quarter, up from 0.7% in Q4 

last year but below the 0.9% consensus forecast and the Bank of England’s 1.0% 
forecast. However, on a year-on-year basis GDP growth accelerated from 2.7% to a 
robust 3.1% the highest since Q4 2007 leaving the level of GDP just 0.6% below its 
pre-recession peak. The data shows strong quarterly rises in industrial production and 
services output of 0.8% and 0.9%. The outlook remains positive with prospects for 

solid but not excessive growth. The combination of falling inflation and rising wage 
growth should support a consumer recovery in coming quarters. Meanwhile, the pick-
up in investment spending should boost productivity. As a result of productivity 
improvements and sufficient slack in the economy inflation and interest rates should 
remain at low levels for a prolonged period. The UK economy is currently in a sweet 
spot and should deliver GDP growth of 3% or more in 2014 and 2015.  

 The UK manufacturing purchasing managers’ index unexpectedly increased from 55.3 

in March to 57.3 in April the highest reading since November and well above the 55.4 
consensus forecast. The output index gained strongly to an 8-month high of 61.9 well 

above the employment index at 55.5 which suggests a strong improvement in 
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productivity. The export index increased to a 3-month high of 54.9 in spite of the 
recent strength in sterling. Meanwhile in spite of the strong data the output price index 
fell to an 8-month low of 53.1 and the input price fell below 50 indicating that input 
prices actually fell, signaling an absence of inflationary pressure. The overall data is 
positive and consistent with an annualised increase in manufacturing output of around 
4%. 

 

 
FAR EAST AND EMERGING MARKETS  
 

 South Korea’s exports increased sharply in April by 9% year-on-year well above the 
5.5% consensus forecast. On a month-on-month basis exports increased 2.3% up 
from 1% in March and -1.7% in February. While imports also increased sharply the 

trade balance recorded a surplus for a 27th consecutive month, with the monthly 
surplus rising from US$ 4.2 billion in March to $4.46 billion in April indicating a record 
current account surplus in April. The data paints an impressive economy. However, the 
breakdown in export data provides useful insight into Korea’s trading partners: 
Exports to China fell 4.2% on the year although by contrast exports to a stronger 
ASEAN market increased an impressive 18.8%. Exports to the US also grew strongly 
by 20.4% on the year as extreme weather-related disruptions dissipated. Exports to 

the US were comprised largely of corporate IT and PC equipment indicating a healthy 
pick-up in the US investment cycle.  
 
 

SOUTH AFRICA 
 

 SA’s trade balance recorded a deficit of R11.4 billion in March well above the R1.5 

billion consensus forecast deficit. Exports fell by 3.0% month-on-month led by a 
16.7% contraction in mineral product exports. The relatively small 3.6% fall in exports 
of precious metals and stones, suggests the impact of the ongoing platinum strike has 
not yet fully impacted platinum exports. The breakdown in data shows some 
encouraging sectors with chemicals increasing exports by 20% on the month and 
machinery and electronics by 9.0%. Imports increased 11.6% on the month driven by 

a 36.9% increase in mineral products which comprise mainly crude oil. Machinery 
imports also increased strongly by 13.4% on the month led mainly by Eskom’s 

demand for capital equipment.  
 The recent string of improving trade data has come to an abrupt end with the latest 

deficit figure indicating a more gradual than expected improvement in SA’s current 
account deficit. Moreover, the full impact of the platinum strike has not yet been felt 
which suggests further trade data disappointments in the months ahead. According to 

consensus forecast the current account deficit is expected to improve from 5.8% of 
GDP in the 4th quarter (Q4) last year to around 5.3% in Q1 although recent data 
suggests this may be too optimistic.  

 SA’s “twin” budget deficit also surprised negatively in March, measuring R23.4 billion 
compared to a consensus forecast R15.0 billion. The wider than expected budget 
deficit combined with prospects for weak GDP growth in the 1st quarter suggests SA’s 
consolidated budget deficit for financial year 2014 may be as much as 4.3% of GDP 

higher than the 4.0% projected in the recent national Budget.  
 Growth in private sector credit extension unexpectedly edged up from 8.7% year-on-

year in February to 8.8% in March above the 8.3% consensus forecast. On a month-
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on-month basis credit extension increased by a surprisingly strong 1.2% attributed to 
a sharp rise in “other loans and advances” which includes unsecured lending. 
Unsecured lending to households and companies increased by 1.2% on the month. 
Although showing some resilience underlying credit demand is expected to be subdued 
in the months ahead due to weak consumer and business confidence as well as tight 
lending standards and high household debt. While interest rate increases would 

normally seem unlikely in the context of subdued credit extension and weak economic 

growth consumer price inflation (CPI) is at the upper end of the SA Reserve Bank’s 
(SARB) 3-6% target signaling a continuation of the interest rate tightening cycle. The 
SARB is expected to gradually raise its benchmark repo interest rate by a cumulative 
50 basis points over the next few months as CPI rises above the target range.  
 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +5.79 
JSE Fini 15  +8.73 
JSE Indi 25  +2.07 

JSE Resi 20  +11.97 
R/$   - 1.89 
R/€   - 1.00 
S&P 500  +1.62 
Nikkei   - 12.30 
Hang Seng  - 3.66 
FTSE 100  +0.31 

DAX   +0.33 
CAC 40   +4.70 
MSCI Emerging  - 0.28 
MSCI World  +1.28 
 
 

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 
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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 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 lag in European merger and acquisition (M&A) activity has been more pronounced 
than usual during the current cycle due to the exaggerated impact of the Global 
Financial Crisis and Eurozone sovereign debt crisis causing corporate executives to de-
leverage balance sheets rather than go on the acquisition trail.  

 The European M&A cycle is finally turning helped by strong interest from US acquirers: 

Over the past month GE and Siemens have entered discussions with Alstom, Pfizer has 
bid for AstraZeneca, and Ali Lilly has bought Novartis Animal health. Meanwhile within 
Europe Novartis is buying a $14.5 billion oncology portfolio from Glaxo and Holcim has 
agreed a $38 billion takeover of Lafarge. So far in April there have been $110 billion of 
announced deals following $109 billion in March. This compares with a monthly rate 
which has averaged $43 billion since 2010 and marks the highest single month value 

since February 2008. 
 The graph below shows that M&A activity has so far been absent during the current 

European equity cycle. M&A activity normally lags the equity cycle but when it does 
arrive typically provides a significant boost to equities.  

 
 

European completed M&A activity 
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