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OVERBERG MARKET REPORT 
Week ending 6th June 2014 
 
 
GLOBAL 

 

 The Barclays global manufacturing confidence index increased from -0.27 in April to -

0.12 in May confirming an improvement in global sentiment. While the Eurozone 
manufacturing purchasing managers’ index (PMI) indicated a notable decline in new 
orders to the lowest in 6 months, other regions enjoyed broad-based PMI gains. In the 
US the Institute for Supply Management (ISM) index was boosted by strong increases 
in production and new orders pointing to solid GDP expansion in the 2nd quarter (Q2). 
In China the official PMI surprised on the upside to a 5-month high. The gap between 

new orders and inventories also widened further signaling a continuation of the recent 
growth recovery during the 2nd half of the year. Japan also showed better than 
expected readings with the slowdown caused by the April sales tax increase proving to 
be milder than forecast. Among emerging market economies India and Indonesia 
enjoyed sharp increases in headline manufacturing PMIs.  

 
 

NORTH AMERICA  
 

 The Fed’s Beige Book, a monthly anecdotal summary of current business conditions in 
the 12 US Federal Reserve districts, provided a distinctly positive overall assessment 
in the month of May. The report adds to recent evidence that the US economic 
recovery is shifting back to stronger growth following the weather related slowdown 
during the 1st quarter (Q1). Most sectors of the economy appear to be expanding 

steadily with particular strength in consumer spending and manufacturing activity. The 
employment assessment suggests the solid pace of hiring seen in recent months is 
being sustained. Beyond the near-term bounce expected in Q2 as lost activity from Q1 
is made up, underlying growth should return to an above-trend pace driving further 
improvement in labour markets.  

 The Markit US manufacturing purchasing managers’ index (PMI) increased for a 3rd 

straight month from 55.2 in April to 56.3 in May beating the 55.5 consensus forecast. 
Readings above 50 signal growth. According to Markit’s Chris Williamson: “Purchasing 

managers reported a further surge in business activity in May. With the exception of a 
brief spell in early 2010, output is growing at the fastest rate seen since prior to the 
financial crisis.” The business activity index improved over the month from 60.9 to 
62.1. Overall the report is consistent with a strong rebound in second quarter GDP 
growth.  

 The ADP employment report shows the US private sector added 179,000 jobs in May 
below the 215,000 added in April and the 210,000 consensus forecast. The service 
sector continued to be the main driver of jobs growth adding 150,000 jobs on the 
month boosted by a gain of 35,000 in financial services and 46,000 in trade and 
transportation. Goods producing jobs increased by 29,000 with a gain of 14,000 in 
construction and 10,000 in manufacturing. The ADP report comes ahead of the 
government non-farm payroll figure on Friday which is expected to show jobs growth 

of 210,000 compared with a surprisingly strong 288,000 in April. The unemployment 
rate is expected to increase slightly from 6.3% to 6.4% after falling sharply the 

previous month from 6.7%.  
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 US equity markets are hitting record highs but share trading volumes are declining. 
The daily average US stock trading volume in 2013 was down 37% from the peak hit 
in 2009. The trend appears to be continuing with trading volumes on the major US 
exchanges falling last month to their lowest level for May since 2007. For the year to 
date the Dow Jones Industrial Average has made just one daily move of 2% or more. 
By contrast in 2010 the index had made moves of 2% or more 10 times by this time of 

the year and 33 times in 2009. The widely followed CBOE Volatility Index declined this 

week to the lowest in 15 months. Over the past 10 days volatility in the S&P 500 index 
has declined to a low seen on just 1.5% of trading days since 1970. While the outlook 
for an improving US and global economy appears to be on a firm footing investors 
appear to be dangerously complacent. 
 
 

CHINA  
 

 Moody’s credit rating agency announced that the current slowdown in China’s housing 
demand will likely last longer than in the 2 previous corrections due to China’s ongoing 
economic rebalancing and the high inventory levels held by developers. According to 
Franco Leung a Moody’s Analyst: “We expect the current slowdown in China’s property 
market to last longer than the down cycles in 2008 and 2011 because firstly, the 

government is unlikely to completely remove home purchase restrictions. Secondly, 
onshore credit and liquidity conditions are unlikely to be loosened, and thirdly China’s 
economic growth is likely to continue to slow.”  

 China’s official non-manufacturing purchasing managers’ index (PMI), which tracks 
sectors including construction, software, aviation, railway transport and real estate, 
increased from 54.8 in April to 55.5 in May. This marks the highest reading since 
November and shows a steady improvement from the recent low of 53.4 in January. 

The government is keen to promote the non-manufacturing sector as an alternative 
source of jobs growth to the manufacturing sector which has traditionally been the 
main driver of China’s economy. Vice-Labour Minister Xin Changxing said late last 
month that the ability of the service sector to generate jobs is such that China no 
longer needs to grow at 8%.  

 

 
JAPAN  

 
 Prime Minister Shinzo Abe has gained concessions from powerful opposition groups, 

paving the way to cut Japanese corporate income taxes. Japan’s corporate tax rate of 
37% is the 2nd highest among OECD countries and a move down towards the OECD 
average of 25% would stimulate growth and encourage domestic and foreign 

companies to increase investment. The cut in the corporate tax rate will have to form 
part of a broader overhaul of the corporate tax system to reduce the number of 
loopholes, exemptions and credits which places the tax burden on a relatively small 
group of companies. However, simplification of the tax structure should also provide 
benefits to growth and investment. 

 A survey conducted by the Ministry of Finance shows capital investment by non-
financial Japanese companies increased in the 1st quarter (Q1) by 7.4% year-on-year 

an improvement on 4.0% growth in Q4 last year and marking the highest rate of 
growth since Q2 2012. The survey also shows total non-financial company profits 

increased in Q1 by 20.2% on the year posting gains above 20% for the 4th straight 
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quarter. Business investment in equipment has risen steadily backed by increased 
corporate profits. The uptrend is expected to continue over coming quarters helped by 
further “Abenomics” restructuring and improving business confidence. 
 

 
EUROZONE  

 

 Eurozone consumer price inflation (CPI) fell from 0.7% year-on-year in April to 0.5% 
in May below the 0.6% consensus forecast. Although attributed to a drop in food price 
inflation core CPI excluding food and energy also fell sharply from 1.0% to 0.7%. 
There is little prospect of inflationary pressure with producer price inflation (PPI) 
measuring a negative -1.6% in March amid plenty of spare capacity in the economy 
and a strong euro impacting import prices. The Eurozone’s high unemployment rate of 

11.7% is also expected to bear down on inflation. While low inflation should boost the 
real incomes of households and consumer expenditure any benefit may be undermined 
by anxiety over a weak jobs market. Moreover households may start to delay 
purchases if they anticipate a decline in prices. There is a significant risk that CPI may 
enter negative deflationary territory. 

 Aimed at beating the threat of deflation the ECB as expected cut its key lending rates 
to new record lows but stopped short of introducing US or Japanese style quantitative 

easing. It cut its benchmark interest rate from 0.25% to 0.15% and the deposit rate 
which banks receive for depositing excess funds with the central bank to a negative -
0.10%. The ECB also outlined a 4-year €400 billion targeted Long-Term Liquidity 
Operation (LTRO) aimed at Small and Medium-Sized enterprises. ECB president Mario 
Draghi said: “Now we are in a completely different world… low inflation, a weak 
recovery and weak monetary and credit dynamics.” The ECB forecasts consumer price 
inflation will be just 0.7% this year, rising to 1.1% in 2015 and 1.6% in 2016 but far 

below the central bank’s target of below-but-close-to 2%.  
 While the ECB’s negative deposit rate is unlikely to have a significant impact on the 

economy there may be indirect effects on the euro with the likelihood of currency 
depreciation. The Danish central bank induced negative deposit rates 2 years ago 
which had an immediate impact on the Danish krone’s exchange rate. However, while 
the penalty rate on deposits is intended to stimulate loan extension there may also be 

unintended consequences: For instance banks may be prompted to lower their capital 
which would in turn reduce credit extension capacity. However, now that the ECB has 

used up its options for conventional monetary policy expectations of a broad-based 
asset purchase programme (quantitative easing) will start to gain momentum, which 
should boost financial markets.  

 Eurozone bank loan extension to the private sector grew in April by 0.18% month-on-
month marking the fastest rate of growth since September 2011. At the same time the 

ECB Bank Lending Survey shows that credit standards are easing and loan demand is 
also recovering. Coupled with the ECB’s policy actions the data suggests a sustainable 
improvement in the lending cycle.  
 
 

UNITED KINGDOM 
 

 The UK services purchasing managers’ index (PMI) measured 58.6 in May well above 
the 50 level which signals expansion, beating the 58.2 consensus forecast and only 

slightly down from the surprisingly strong April reading of 58.7. The forward-looking 
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business expectations index edged down only slightly from 74.6 to 73.7 suggesting 
the strong current rate of expansion is set to continue. The data is consistent with 
robust 2nd quarter (Q2) GDP growth of 0.8% quarter-on-quarter supporting the Bank 
of England’s forecast that economic growth will exceed 3% this year. The positive data 
however may push forward the expected date for the 1st interest rate increase. 
According to ING economist James Knightley: “For now we favour a February 2015 

first rate hike, but depending on how aggressive the BOE are at their June 17 Financial 

Policy Committee meeting in terms of adopting measures to slow the property market 
in London and the South East, we are increasingly tempted to bring it forward.” 
 

 
FAR EAST AND EMERGING MARKETS  
 

 Australia’s GDP grew in the 1st quarter (Q1) by 1.1% quarter-on-quarter up strongly 
from 0.8% in Q4 last year and well above the 0.9% consensus forecast. Annual 
growth in GDP picked up from 2.7% to 3.5%, the largest quarterly and annual 
increases since early 2012. While mining investment continued to fall sharply this was 
more than made up by a strong increase in exports which contributed 1.4 percentage 
points to the quarterly GDP growth figure. GDP expanded in spite of inventories 
posting one of the largest declines on record which suggests pent up demand in 

coming months as inventories are replenished. The economy appears to be adjusting 
smoothly from the rapid fall in mining investment which is now 16% below its all-time 
peak in 2012. GDP growth should stabilize at an annual rate of 3% helped by rising 
commodity prices, improving non-mining investment, inventory restocking, and 
increased residential investment spending.  

 The Reserve Bank of India (RBI) left its benchmark interest rate unchanged at 8% for 
a 2nd straight policy meeting confident that inflation has peaked. The central bank took 

a more “dovish” stance lowering the statutory liquidity ratio of banks from 23% to 
22.5% and hinted at looser monetary policy to come in its statement that: “If 
disinflation, adjusting for base effects, is faster than currently anticipated, it will 
provide headroom for an easing of the policy stance.” The RBI maintained its forecast 
that GDP growth will pick up from 4.6% in the 1st quarter (Q1) to between 5-6% in 
the 2014-2015 financial year accompanied by a decline in consumer price inflation 

(CPI) to 8% by January 2015 and 6% by January 2016. The economy is emerging 
successfully from one of its worst periods of stagflation in recent years tarnished by 

sub-5% growth and above-10% CPI. The outlook is improved further by prospects 
that the new government will reduce regulations and modernize the country’s 
infrastructure. 
 
 

SOUTH AFRICA 
 

 SA’s new vehicle sales declined in May by 9.2% year-on-year following a decline of 
10.5% in April. Export sales fell by an even greater magnitude: 40.7% on the year 
following a decline of 32.6% in April. The weak export figures are attributed to the 
discontinuation of an export model by a major producer and temporary suspension of 
C-Class exports by Mercedes Benz due to factory re-tooling. Exports are expected to 

rebound in the 2nd half of the year following the re-tooling and amid improving foreign 
demand conditions. However, domestic consumer demand is likely to remain weak. 

The data signals a continued loss in economic momentum and the export figures have 
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negative implications for the May trade balance data. In 2013 exports of vehicles and 
transport equipment accounted for nearly 10% of total exports. 

 SA’s manufacturing purchasing managers’ index fell sharply from 47.4 in April to 44.3 
in May the lowest reading since August 2009 and significantly below the 47.8 
consensus forecast. The employment index fell from 44.6 to 37.2 indicating the fastest 
rate of job losses since May 2009. Encouragingly the prices index eased for a 3rd 

straight month to 70.8 down from a peak of 95.1 in February signaling a moderation 

in producer price inflation. Encouragingly despite the dismal overall reading 
manufacturers remain optimistic about future business conditions with the 
expectations index increasing from 54.2 to 59.6. Overall however, the data points to a 
notable slowdown in momentum in the manufacturing sector. The PMI average for the 
2nd quarter (Q2) to date is just 45.9 well below the Q1 average of 50.6 and the key 50 
threshold which demarcates expansion from contraction.  

 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. Mortgage growth remained unchanged at 3% while other loans and advances 
which includes unsecured lending picked up slightly to 13.8%. Corporate credit 
remained relatively strong although moderated slightly from 13.5% to 12.5%. While 
household credit growth is showing encouraging signs of moderating allowing for an 
improvement in household balance sheets, the data points to a further decline in 

consumer spending.  
 SA’s trade deficit deteriorated further from R11.9 billion in March to R13 billion in April 

driven by a 2.6% month-on-month decline in exports and a 1% fall in imports. 
Transport equipment exports declined sharply by 11.2% on the month followed by 
base metals with a decline of 5%. Precious metal exports only fell 0.1% as platinum 
producers continued to draw on stockpiles. However, platinum stockpiles are dwindling 
and even if the platinum strike ended today it would take months before full 

production is restored. As a result the trade deficit is likely to remain wide over coming 
months. 
 
 

KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 

JSE All Share  +8.09 
JSE Fini 15  +12.49 
JSE Indi 25  +6.69 
JSE Resi 20  +9.74 
R/$   - 3.12 

R/€   - 1.21 
S&P 500  +4.98 
Nikkei   - 7.44 
Hang Seng  - 0.84 
FTSE 100  +0.95 
DAX   +4.14 
CAC 40   +5.88 

MSCI Emerging  +3.22 
MSCI World  +3.88 
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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.   

 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 
 

 After showing signs of stalling in 2013 Malaysia’s economic growth momentum is 
recovering with year-on-year growth of 6.2% in the 1st quarter (Q1) prompting 
economists to raise their GDP forecasts for 2014 and 2015 from 5.4% to 5.7% and 
5.3% to 5.5%. 

 Economic growth is driven by strong domestic demand: The economy has created over 

a million jobs over the past 2 years reducing the unemployment rate to 3%. Full 
employment enables strong wage growth which in turn fuels private consumption 
which increased in Q1 by 7.3% on the year. Labour wage growth is expected to 
accelerate from 4.7% year-on-year in 2012, 5.6% in 2013, to 6.5% in 2014. At the 
same time the reliance on consumer debt is declining adding to the sustainability of 
domestic consumer demand. 

 The trade balance is improving rapidly. Global demand for Malaysia’s electronic and 
metal products is recovering following years of weak global demand between 2007 and 
2013. A stabilisation in import demand for capital goods has also reduced its drag on 
the trade surplus. The economy will show a growing current account surplus over the 
next 2 years in spite of faster GDP growth, in turn supporting the Malaysian ringgit. 

 With strong and sustainable GDP growth, a current account surplus, currency support, 
consumer price inflation (CPI) of 3.1%, and low equity valuations the investment merit 

appears attractive. The Malaysian market trades on a price earnings multiple of 16X 
versus a more expensive 20x for the South African market, which in stark contrast 
suffered GDP contraction in Q1, has a 6% current account deficit, a depreciating 
currency and CPI above 6%.   

 The outlook for other ASEAN economies (including Thailand) also compare favourably 
with South Africa in terms of economic fundamentals and equity market valuations.  
 

 


