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OVERBERG MARKET REPORT 
Week ending 30th May 2014 
 
 
GLOBAL 

 

 In spite of 5 years of equity market gains, all-time record low interest rates, and 

business confidence approaching historic highs, capital expenditure (capex) still 
remains relatively absent. The ratio of gross fixed capital formation to GDP continues 
to be depressed which may be understandable given the severity of the global 
financial cirisis shock. However the sovereign debt crisis is now behind us which should 
herald a pick-up in capex. Levels of capacity utilisation in the US and Eurozone are 
back to their long-term average and in the UK are near all-time highs. Moreover, 

existing capital stock has become dated and in need of replacement. Leading 
indicators of capex in the US and UK are at record highs signaling a period of rapid 
capex growth. Even in the Eurozone, transportation capex a reliable lead indicator of 
total capex, is growing at the fastest pace since 1996. Increased capex should 
accelerate GDP growth as well as make it more sustainable. The technology sector 
would be a key beneficiary of rising capex, particularly benefitting tech-heavy 
emerging markets such as Korea, Taiwan and India. 

 
 
NORTH AMERICA  

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

from the final reading of 55.4 in April to 56.2 in May above the 55.5 consensus 
forecast. While there were small declines in new orders from 58.9 to 58.2 and 

employment from 53.7 to 53.5 the output index climbed strongly from 58.2 to 59.6. 
The overall data corresponds with equally encouraging readings for the Philadelphia 
Fed index and the Empire State index, together signaling an acceleration in 
manufacturing activity growth. 

 The Conference Board US index of leading economic indicators (LEI) increased in April 
by 0.4% in line with consensus forecast but below the 1.0% increase in March. 

Accommodative financial conditions and a pick-up in building permits provided strong 
contributions. Labour market indicators detracted from the index due to a weakening 

in the average work-week and jobless claims. However, the uptrend in the LEI appears 
intact and expected to rise further in coming months with financial conditions 
remaining accommodative, and housing and labour conditions continuing to improve. 

 US home prices increased more than expected in March with the Federal Housing 
Finance Agency (FHFA) price index increasing by 0.7% month-on-month above the 

0.5% consensus forecast. The S&P/Case Shiller home price index increased by 1.24% 
on the month well above the 0.7% consensus forecast. However, while both indices 
outperformed expectations the pace of growth is slowing. The 12.37% year-on-year 
increase in the S&P/Case Shiller index is down from 12.86% last month and 13.38% in 
2013. House price growth is expected to moderate to around 7-8% in 2014 amid 
rising mortgage rates and receding negative equity. With fewer distressed sales and 
higher prices generally, future housing market gains will have to be driven by income 

growth and rising household formations.   
 US durable goods orders increased in April by 0.8% month-on-month beating the 

0.7% consensus forecast decline. However, the increase is attributed to a surge in 
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orders for defence capital goods. Non-defence capital goods orders excluding aircraft 
(core capital goods), a closely watched proxy for business spending plans, fell 1.2% on 
the month compared with a 0.2% consensus forecast increase. The data suggests 
business investment, which has so far been relatively absent from the economic 
recovery, continues to remain lackluster.  

 Atlanta Fed Bank president Dennis Lockhart said in a speech in Baton Rouge that slack 

in the labour market and benign inflation would “justify patience in raising policy 

rates.” He described the tapering of the quantitative easing programme as appropriate 
but with regards to interest rate increases said he is “not in a rush to get to lift-off”. 
He forecasts that the 1st hike in the Fed Funds Rate is unlikely before the 2nd half of 
2015 in spite of projections for 3% GDP growth for the remainder of the year. 
 

 

CHINA  
 

 While recent purchasing managers’ indices measuring activity in China’s 
manufacturing sector have been better than expected, sentiment remains weak. Bank 
lending conditions are tightening in spite of downward adjustments by the People’s 
Bank of China (PBOC) to interbank lending criteria. Torn between growth and reform 
the government has in the past few days shown a bias towards growth initiatives. On 

22nd May Premier Li Keqiang called for further monetary stimulus noting that 
corporations are facing tightening financing conditions. On 28th May the Ministry of 
Finance said it will accelerate this year’s government budget spending and warned that 
the difficulties facing the economy must not be underestimated. The government’s 
changing emphasis increases the likelihood of the PBOC cutting interest rates over 
coming months. 

 Overdue loans reported by China’s 10 largest banks reached 588 billion yuan at the 

end of 2013 up 21% from the same period in 2012 and the highest level since 2009. 
According to Liaos Qian a Beijing based director at Standard & Poor’s: “Overdue loans 
are a leading indicator of asset-quality deterioration and show the rising liquidity 
constraints among borrowers. While we believe Chinese banks’ credit woes will unfold 
gradually, the disturbing thing is that the end is nowhere in sight.” As at 31st 
December overdue loans were 31% higher than non-performing loans. This is the 

largest gap in 5 years suggesting banks are not setting sufficient provisions aside and 
may be underestimating the scale of debt deterioration. A precipitous decline in 

China’s housing market would add significant stress to bank balance sheets. Yu Liang 
the president of China Vanke the nation’s largest property developed said that the 
“golden era” for China’s property market has passed: “The period in which everybody 
makes money out of property is gone.” 

 

 
JAPAN  
 

 Japan’s core consumer price inflation (CPI) excluding food but including energy 
accelerated to 3.2% year-on-year in April slightly above the 3.1% consensus forecast 
and the highest since February 1991. Even after subtracting the direct impact of the 
consumption tax increase core CPI accelerated to 1.5% up from 1.3% in April, 1.2% in 

November and 0.9% in October last year. However, it may be too early to conclude 
that CPI will continue rising as the economy has yet to show the indirect impact of the 

tax increase on household spending and price setting. The fading effect of yen 
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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.  
 

 
EUROZONE  

 

 Eurozone M3 broad money supply fell in April by €2 billion with year-on-year growth 
declining from 1.0% in March to 0.8% well below the 1.1% consensus forecast and the 
lowest rate since 2010. ECB president Mario Draghi noted that credit constraints 
appear to be restricting the recovery in stressed Eurozone states, adding to 
disinflationary pressures. The latest money supply figures raise the likelihood that the 
ECB will announce additional monetary easing at the upcoming policy meeting on 5th 

June. The deposit rate at which banks park excess liquidity with the ECB could reduce 
to -0.1% providing a greater lending incentive. Additional liquidity measures may 
include a targeted Long-Term Liquidity Operation (LTRO) aimed at Small and Medium-
Sized enterprises and a Funding for Lending Scheme which was successfully adopted 
in the UK to bolster real estate lending for 1st-time home buyers.  

 The European Commission’s Eurozone economic sentiment indicator (ESI), after falling 
in April for the 1st time in a year, recovered from 102.0 in April to 102.7 in May the 

highest level in 3 years. Spanish, Italian and German ESI’s all increased although 
France’s ESI weakened again and is now below that of Greece. Across industrial 
sectors, the export orders index remained subdued but the consumer confidence index 
increased to its highest level since 2007 consistent with annual growth in private 
consumption of around 2%. The overall ESI data is consistent with annualised 
Eurozone GDP growth of around 2% a significant uplift on the 1st quarter’s 0.9% 
growth. However, in spite of prospects for stronger growth, consumers’ inflation 

expectations remain at multi-year lows which will keep the ECB under pressure to ease 
monetary policy next week. 

 Switzerland’s GDP growth picked-up from 0.2% in the 4th quarter (Q4) last year to 
0.5% (2.0% annualised) in Q1 despite the continued strength of the franc. The 
improvement is attributed to exports which increased 2.2% while imports fell by 
1.6%. Although consumer spending increased by a meagre 0.1% the outlook for 

domestic spending remains encouraging with consumer confidence relatively high 
amid unemployment at just 3.2% and a buoyant housing market. GDP growth is 

expected to register 2% this year and 2.5% in 2015. However, the strength of the 
franc may hamper the export recovery and endanger a deflationary spiral. Swiss 
inflation has not exceeded 0.1% since September 2011 and although the Swiss 
National Bank has kept the franc below €1.20 additional currency intervention may be 
required if as expected the ECB eases policy next week. 

 
 

UNITED KINGDOM 
 

 The boom in the UK housing market is causing a headache for the Bank of England 
(BOE) which is keen to avoid raising interest rates due to the impact this would have 
on the broader economy. The reluctance to raise interest rates is understandable given 

that there is little inflationary threat: The BOE forecasts consumer price inflation will 
remain below the 2% target for the next 3 years. BOE Mark Carney the governor of 

the BOE has described interest rates as a last line of defence against a housing 
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bubble. The job of cooling the housing market will likely be left to the Financial Policy 
Committee (FPC). The FPC has “macro-prudential” tools at its disposal for the job. 
These include the scaling back of government’s “Help to Buy” lending scheme for 1st 
time home buyers and an increase in bank capital requirements for high income-
multiple mortgages.  
 

 

FAR EAST AND EMERGING MARKETS  
 

 South Korea’s current account surplus increased to a record level for April to US$ 7.12 
billion bringing the cumulative year to date surplus to $22.2 billion up 48% compared 
with the same period last year. The improvement is in spite of an appreciation in the 
Korean won and is attributed to structural rather than cyclical improvements. Exports 

are likely to improve further in response to the government’s 3-year structural reforms 
aimed at liberalising exportable service industries. Meanwhile domestic demand is 
expected to improve in the 2nd half of the year in response to the housing recovery 
and a normalisation in consumer sentiment following the ferry disaster.  

 India’s current account deficit narrowed from US$ 4.2 billion or 0.9% of GDP in the 4th 
quarter (Q4) last year to $1.2 billion or 0.2% of GDP in Q1 marking the smallest 
deficit since March 2009. The deficit narrowed significantly from 4.7% of GDP in 

financial year 2012/13 to just 1.7% of GDP in 2013/14 a downward adjustment of 
63% in one year. The low deficit should boost the value of the Indian rupee in turn 
accommodating lower interest rates while also providing Prime Minister Narenda Modi 
with extra fiscal room to manoeuver in bolstering economic growth.  
 
 

SOUTH AFRICA 

 
 SA’s GDP contracted in the 1st quarter (Q1) by 0.6% quarter-on-quarter annualised far 

worse than the -0.2% consensus forecast. The contraction, the 1st since the 2008/09 
global financial crisis, is attributed to the ongoing platinum strike which started on 23rd 
January and electricity shortages which culminated in load shedding on 6th March. 
Outside of the affected mining and manufacturing sectors the rest of the economy 

continued to expand albeit at a lackluster annualised rate of 1.8%.  
 There is a risk that SA GDP could contract further in Q2 with 2 straight quarters of 

contraction meeting the technical definition of a recession: The platinum strike 
continues to drag on and even if it resolves tomorrow output for the sector is likely to 
be lower than in Q1 since it will take time for the mines to resume full operation. 
Meanwhile the manufacturing purchasing managers’ index fell sharply from an average 
50.6 in Q1 to 47.4 in April below the key 50 level which signals contraction. 

Furthermore electricity shortages are likely to accentuate during the colder winter 
months. In the nearer term wage discussions have begun in the steel and engineering 
industries which have the potential to deadlock into strike action. The GDP outlook for 
SA has deteriorated sharply with growth of just 1.4% expected for 2014.  

 SA’s producer price inflation (PPI) accelerated from 8.2% year-on-year in March to 
8.8% in April the highest level in 5 years.  The upward pressure on PPI was broad 
based although the main culprits were food inflation at 9.6% and transport equipment 

at 11%. However inflation for starches and grain mill products, which feeds into 
chicken, meat and milk prices, fortunately remained unchanged on a month-on-month 

basis. Due to expectations for a bumper harvest maize futures prices have fallen over 
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40% in the past 2 months. While the recent stabilisation of the rand should relieve 
imported pressure on PPI there is a delayed effect which suggests PPI may accelerate 
further over the next month or two before showing signs of peaking.  
 
 

KEY MARKET INDICATORS 

 

   YEAR TO DATE %  
 
JSE All Share  +7.42 
JSE Fini 15  +10.73 
JSE Indi 25  +6.16 
JSE Resi 20  +9.62 

R/$   - 1.03 
R/€   +1.48 
S&P 500  +3.32 
Nikkei   - 9.95 
Hang Seng  - 0.97 
FTSE 100  +1.51 
DAX   +4.05 

CAC 40   +5.49 
MSCI Emerging  +3.54 
MSCI World  +2.71 
 
 
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 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.   
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 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 Conference Board US consumer confidence index increased from 81.7 in April to 
83.0 in May the 2nd highest reading since January 2008. The index has climbed 
steadily since bottoming-out at 25.3 in February 2009 and sits significantly above last 
year’s average of 72.3. The percentage of Americans who consider jobs easier to find 

increased from 14.7% to 15.4% a 6-year high. The percentage of Americans expecting 

higher incomes in the coming 6 months increased to 18.3% the highest level since 
2007.  

 The improvement was broad-based with both the current conditions measure 
increasing from 78.5 to 80.4 and the expectations measure increasing from 83.9 to 
84.8 attributed to an improving jobs market, rising house prices, and buoyant equity 
markets. 

 The graph below show the clear upward trend in consumer confidence which based on 
historical average still has some way to go. The index regularly topped the 90 level 
prior to the global financial crisis. The consumer confidence index is a closely watched 
figure as consumer spending accounts for around 70% of US economic activity. 
 

Consumer confidence is trending higher 
 

 

 
Source: Conference Board, Haver Analytics  
 

 


