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OVERBERG MARKET REPORT 
Week ending 4th July 2014 
 
 
GLOBAL 
 

 The Barclays global manufacturing confidence index increased from -0.10 in May to 

0.05 in June the highest level since December last year. The increase is attributed to 
gains in purchasing managers’ indices (PMI) in the US, Japan and China. These regions 
encouragingly all showed upward trends in their respective forward-looking new orders 
indices indicating continued improvement in activity in the 2nd half of the year. In 
contrast however, the Eurozone showed a further loss of momentum in all 5 of its 
largest economies with the exception of Spain. Emerging markets in Asia and Latin 

America held steady with nil change over the month.  
 
 
NORTH AMERICA  

 
 The ADP employment report shows US private sector non-farm payrolls increased in 

June by 281,000 substantially above the May reading of 179,000 and the 205,000 

consensus forecast. The service sector added the bulk with 230,000 jobs. However, 
goods producing sectors also added a robust 51,000 with manufacturing and 
construction adding 12,000 and 36,000 both the highest since the start of the year. 

 The US Department of Labour reported non-farm payrolls increased in June by 
288,000 up sharply from the upwardly revised 224,000 in May and significantly above 
the 212,000 consensus forecast. The 3-month average is 272,000 and the 12-month 
average is 208,000 the highest in 8 years. Job gains were broad-based with 

manufacturing up 16,000, construction 6,000, government 26,000, and private sector 
service 236,000. The unemployment rate decreased from 6.3% in May to 6.1% 
already in line with the Fed’s year-end forecast of 6.0-6.1%. However, the labour force 
participation rate remained unchanged over the month and unchanged over the past 6 
months close to multi-decade lows of 62.8%. The report is unlikely to alter the 
consensus forecast that the Fed will complete the taper of its quantitative easing 

programme by October and conduct its 1st rate hike in June 2015.  
 The US manufacturing Institute for Supply Management index decreased slightly from 

55.4 in May to 55.3 in June but well above the key 50 level which demarcates 
expansion from contraction. The 2nd quarter (Q2) average is 55.2 substantially above 
the 52.7 Q1 average. Among the sub-indices the employment index remained 
unchanged at 52.8, the production index dipped from 61.0 to 60.0 while encouragingly 
the forward-looking new orders index gained from 56.9 to 58.9. The robust data was 

corroborated by the final Markit manufacturing purchasing managers’ index which 
measured 57.3 also well above the expansionary 50 level. The overall data is 
consistent with a strong pick-up in Q2 GDP of around 4.0% annualised following the 
2.9% contraction in Q1.  

 The National Association of Realtors (NAR) pending sales of existing homes increased 
in May by 6.1% month-on-month the largest monthly gain since April 2010 and 
significantly above the 0.8% consensus forecast. This marks the 3rd straight monthly 

increase and a solid rebound from the first quarter which was beset by harsh winter 
weather. Although pending sales remain 5.2% lower year-on-year the recent pick-up 

indicates that the rate of year-on-year declines has bottomed out.  
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CHINA  

 
 China’s official manufacturing purchasing managers’ index (PMI) increased from 50.8 

in May to 51.0 in June the highest since December last year and above the key 50 

level which indicates expansion. The increase marks the 4th straight monthly rise and 

points to a recovery in the pace of economic growth. Zhang Liqun a researcher at the 
Development Research Centre of the State Council confirmed that: “The continuous 
rises in PMI indicate that a trend of stable economic growth has generally been 
established… The policy measures aimed to stabilize growth have taken effect.” 
However, the recovery is more fragile than in previous economic cycles as illustrated 
in the breakdown of PMI data. Despite rising slightly from 49.0 to 49.2 the imports 

index remained below 50 for a 7th straight month pointing to weak domestic demand 
while the employment index only increased to 48.6 reflecting a prolonged contraction 
in the job market. Meanwhile the PMI for small enterprises fell in June to 48.4 with 
anecdotal evidence pointing to rising credit defaults and bankruptcies amid the 
ongoing property correction.  
 

 

JAPAN  
 

 Japan’s consumer confidence deteriorated between March and June for the 1st time in 
2 quarters with the current climate index falling from -6.4 to -10.0. The decline is 
attributed to price increases which exceed pay growth. However, the decline had been 
expected due to the increase in the sales tax from 5% to 8% introduced on 1st April. 
By contrast the outlook index projecting conditions a year ahead increased for the 1st 

time in 4 quarters up from -16.5 in March to -15.3.  
 According to the Bank of Japan’s June Tankan business survey the sentiment index 

among major manufacturers fell from +17 in March to +12 in June due mainly to the 
pullback in consumption as a result of the April sales tax increase. However, the dip 
appears to be temporary: Business investment plans for the fiscal year to end March 
2015 are expected to increase by 7.4% significantly higher than the 0.1% increase 

projected in the last Tankan survey. The rate of growth is the highest for a June 
survey since 2007. Among small businesses investment plans are expected to decline 

by -19.7% although this is a marked improvement on the -24.7% projected decline in 
the March Tankan.  
 

 
EUROZONE  

 
 Eurozone unemployment registered 11.6% in May the same as in April, March and 

February which were revised lower from 11.7%. Italy’s unemployment increased from 
12.5% to 12.6%. However, Portugal which exited its debt bailout programme in May 
enjoyed a decline from 14.6% to 14.3% a strong improvement on 16.9% a year ago. 
In Germany, France and Spain the employment rates remained unchanged. 
Unemployment in Greece and Spain remains above 25% but 5.1% in Germany the 

Eurozone’s largest economy. Austria has the lowest rate in the region with just 4.7%. 
The total number of unemployed in the Eurozone only fell in May by 28,000 with the 

3-month moving average just 75,000. The decline in the unemployment rate is likely 
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to remain gradual with hiring only expected to pick-up once companies restore profit 
margins and productivity gains.  

 The Eurozone manufacturing purchasing managers’ index (PMI) for June was revised 
lower to 51.8 the lowest in 7 months. The PMI has lost momentum over the 2nd 
quarter (Q2) averaging 52.4 compared with 53.4 in Q1 consistent with a moderation in 
Eurozone GDP growth. Germany’s PMI fell to a 3-month low confirming that its 

business cycle peaked in Q1 with GDP growth likely to slow from 0.8% annualised in 

Q1 to 0.5% in Q2. France’s PMI remained below the key 50 level at 48.2 indicating 
contraction and Italy’s fell for a 2nd straight month although from a high base having 
hit a 37-month high in April and is above 50 at 52.6. While the overall data shows the 
Eurozone is losing economic momentum Spain’s PMI increased strongly from 52.9 to 
54.6 the highest in 7 years with broad based improvement across the sub-indices: The 
employment index up from 50.2 to 53.0 and the forward looking new orders index up 

from 53.2 to 56.3.  
 Eurozone headline consumer price inflation edged up very slightly to 0.51% year-on-

year in June from 0.49% in May and the recent low of 0.47% in March. The core 
inflation rate which excludes the more volatile items such as food and energy 
increased slightly from 0.7% to 0.8%. However, the headline figure remains a quarter 
of the ECB’s target of close but below 2%. According to Capital Economics economist 
Jennifer McKeown: “While the ECB is unlikely to act again this week, we think that it 

will ultimately implement a large-scale quantitative easing programme to tackle the 
risk of deflation.”  
 
 

UNITED KINGDOM 
 

 The Nationwide reported UK house prices increased in June by 1% month-on-month. 

Prices have increased by at least 0.5% per month for 12 straight months. The 3 
month-on-3 month increase was 2.6% suggesting an end to the slight easing in price 
growth at the start of the year. On a year-on-year basis prices increased by 11.8% the 
highest rate since the start of 2005. London prices were at the vanguard rising by 
7.6% during the 2nd quarter marking the fastest rate since 1999. On a year-on-year 
basis London prices increased 26% and are 30% above the pre-crisis peak. While 

mortgage approvals have dipped to a 4-month low amid a slowdown in demand the 
supply of new homes for sale has also decreased which suggests the pace of price 

growth could continue. In spite of the bubble-like characteristics of the housing market 
the measures to cool the market taken last week by the Bank of England’s Financial 
Policy Committee (FPC) were limited. The FPC reasoned that while house prices are a 
concern there is no excessive build-up of mortgage debt. 

 The UK manufacturing purchasing managers’ index (PMI) unexpectedly increased from 

57.0 in May to 57.5 in June well above the 56.8 consensus forecast and a significant 
margin above the expansionary 50 level. The average for the 2nd quarter (Q2) 
measured 57.3 up from an already buoyant 56.3 in Q1 indicating above trend 
economic growth in the quarter. The export order index increased on the month from 
54.8 to 55.8 in spite of sterling’s continued appreciation, the employment index 
increased from 54.4 to 55.8 the highest since early 2011 while the forward looking 
new orders index moved up from 59.5 to 61.1 pointing to a continuation of the 

manufacturing uptrend in the 2nd half of the year.  
 The big question facing UK financial markets is the timing of the Bank of England’s 

(BOE) 1st interest rate hike. Markets were caught by surprise when BOE Governor 
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Mark Carney announced on the 12th June that the 1st rate hike “could happen sooner 
than markets expect”. Overnight swaps reacted swiftly with the market’s expectation 
of the 1st rate hike moving from May to January 2015. Subsequently however, Carney 
has reassured markets with more “dovish” language stating on the 24th June that: 
“There’s additional spare capacity concentrated in the labour market that can be 
absorbed before we begin to normalize interest rates.” Other BOE Monetary Policy 

Members have added to the dovish outlook including Sir John Cunliffe who said: “You 

have to be quite careful, particularly when you’re at the zero bound because if you 
raise rates and the recovery dies out, you haven’t got much policy space.” As a result 
of recent statements the market has subsequently pushed out expectations for the 1st 
rate hike from January to February next year.  
 

 

FAR EAST AND EMERGING MARKETS  
 

 Australia’s trade deficit deteriorated sharply from -AUD0.8 billion in April to -AUD1.9 
billion in May considerably worse than the –AUD0.2 billion consensus forecast. Imports 
were slightly lower while exports fell significantly. The result is attributed to a sharp 
decline in exports to China which fell in May by 12% month-on-month the biggest 
decline since July 2012. China is Australia’s largest export market. The drop in exports 

is also due to a steep decline in the spot prices for iron ore and coal which since the 
start of the year have decreased by 30% and 21%. 

 Indonesia’ consumer price inflation decreased from 7.3% year-on-year in May to 6.7% 
in June the lowest since June 2013. On a month-on-month basis prices fell 0.3% after 
rising 0.5% in May. The outlook is for inflation to decelerate further over coming 
months based on: The receding impact of last year’s fuel price hike and the restraining 
effect of last year’s cumulative 175 basis point interest rate hikes by the Bank of 

Indonesia. The improving outlook for inflation suggests the central bank’s next policy 
adjustment will be a cut in its benchmark interest rate.  

 The Bank of Thailand’s (BOT) May economic report shows domestic demand is 
recovering following the military coup on 22nd May. Investment activity and private 
consumption both increased strongly in May on a month-on-month basis by 0.6% and 
0.5%. Tourist inflows are also bottoming out and should show further strength in the 

2nd half of the year. While the BOT lowered its GDP forecast for 2014 from a previous 
2.7% to 1.5% it raised its forecast for 2015 from 4.8% to 5.5%. The central bank is 

confident in what it describes as a V-shaped recovery of the economy during the next 
6 months citing a resumption of state spending, private investment, and tourism.  
 
 

SOUTH AFRICA 

 
 SA’s manufacturing purchasing managers’ index (PMI) increased from the 5-year low 

of 44.3 registered in May to 46.6 in June although lower than the 47.0 consensus 
forecast and below the key 50 level which indicates contraction. The average for the 
2nd quarter (Q2) measured 46.1 a considerable decline from the average 50.6 in Q1. 
Among the sub-indices the employment index rebounded from 37.3 to 49.3 but other 
indices performed dismally: The business activity index declined from 44.0 to 39.0 and 

the forward looking new orders index from 44.8 to 43.9 the weakest since mid-2009 
suggesting any near-term improvement is unlikely. The impact of the NUMSA strike on 
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the steel and engineering sectors will place an added headwind to manufacturing 
during July.  

 The FNB/ BER consumer confidence index unexpectedly rebounded from -6 in the 1st 
quarter (Q1) to +4 in Q2 the highest reading since Q3 2011 although slightly below 
the +5 long-term average. The improvement is attributed to consumers increasing the 
rating of their financial prospects, the outlook for the national economy, and the 

appropriateness of the present time to buy durable goods. However, the increase in 

consumer confidence may not translate into an equivalent increase in household 
spending unless accompanied by a recovery in real disposable income and household 
credit extension. High fuel prices, rising food inflation, industrial action, slow job 
creation, rising interest rates, and slowing growth in government spending will act as 
headwinds to disposable income.  

 Growth in SA’s private sector credit extension remained unchanged in May at 8.3% 

year-on-year. While corporate credit growth increased slightly to 13% household 
credit growth slowed to a new 4-year low of 4.3%. The bright side of the slowdown is 
that household debt levels are uncomfortably high so a reduction in leverage would be 
welcome. At the same time reduced household credit should lead to a reduction in 
imports in turn assisting the balance of payments. Encouragingly the relative strength 
in corporate credit growth indicates an increase in fixed investment.  
 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +12.24 
JSE Fini 15  +14.24 

JSE Indi 25  +10.83 
JSE Resi 20  +16.91 
R/$   - 3.68 
R/€   - 1.36 
S&P 500  +7.42 
Nikkei   - 5.79 

Hang Seng  +0.97 
FTSE 100  +1.72 

DAX   +5.00 
CAC 40   +4.51 
MSCI Emerging  +5.93 
MSCI World  +6.20 
 

 
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 
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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 in bonds 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 
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 37,000, equivalent to a decline of around 25%.  
 

 

BOTTOM LINE 
 

 The Bank for International Settlements (BIS) warned that stock markets are currently 
in a “euphoric” state. The BIS urged central banks globally to begin tightening interest 
rate policies now while economies are still growing rather than wait until the next 
recession when it will be too late. According to the report: “Financial markets are 
euphoric, but progress in strengthening banks’ balance sheets has been uneven and 

private debt keeps growing. Macroeconomic policy has little room for manoeuvre to 
deal with any untoward surprises that might be sprung, including a normal recession.”  
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 According to Alberto Gallo head of macro credit research at RBS: “The worry is that a 
combination of complacency and illiquidity could turn a snowball into an avalanche 
when “low-for-long” interest rates come to an end. With US unemployment falling and 
the Fed’s asset purchase “tapering” ending in the 4th quarter, this moment is getting 
closer. Markets are unprepared.” 

 While concerning, warnings of financial bubbles have occurred with regularity since the 

2008 global financial crisis, since the onset of zero interest rates and quantitative 

easing. In response to the BIS recommendation to start hiking interest rates Federal 
Reserve chairwoman Janet Yellen said: “I do not presently see a need for monetary 
policy to deviate from a primary focus on attaining price stability and maximum 
employment, in order to address financial stability concerns.”  

 Market bubbles traditionally occur with the full participation of retail investors 
(household investors), which currently is not the case as reflected in historically low 

equity trading volumes. Instead, recent stock market gains have been driven by large-
scale mergers and acquisitions (M&A), decisions taken by market insiders. The value 
of US M&A for the year to date is up 75% on the same period last year at $748 billion. 
In Asia-Pacific M&A has increased 85% to $328 billion and in Europe by 100% to $509 
billion. The sheer scale of these deals suggests they are well informed, in theory more 
informed than the typical retail investment decision.  
 

 
 
 


