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OVERBERG MARKET REPORT 
Week ending 19th September 2014 
 

   
GLOBAL 
 

 The Barclays survey of 972 global investors shows that more than half the 

respondents said they believed equities would offer the best returns over the next 
quarter. Among concerns facing investors 31% said geopolitical developments 
comprised the biggest risk, while 20% said the biggest risk is a reduction in Federal 
Reserve policy stimulus which is however far less than the 40% reported at the end of 
2013. Investors are most bullish on US and European equities with more than half of 
respondents expecting the ECB to launch a quantitative easing (QE) programme in 

2015. On the premise that the ECB does launch QE, 35% of respondents believe 
European equities offer the best prospects.   

 
 
NORTH AMERICA  
 

 As expected the Federal Reserve reduced its monthly asset purchases by a further $10 

billion per month to $15 billion and is expected to end purchases altogether at the 
next policy meeting in October. The Fed Fund’s rate was left unchanged at 0-0.25%. 
However, the likelihood of interest rate increases is building momentum. Fed policy 
makers upwardly revised their projections for the Fed Funds rate with the median 
forecast for end-2015 rising from 1.15% to 1.35%, for end 2016 from 2.50% to 
2.85% and for end 2017 (first forecast) at 3.75%. For the benchmark interest rate to 
reach 1.35% by the end of next year it would have to start rising in March in order to 

allow for a gradual increase of 25 basis points at every alternate policy meeting.  
 The S&P 500 index increased by an average of 5% in in the six months prior to the 

first interest rate hike in each of the past seven Fed tightening cycles. In addition, the 
equity index also increased an average of 5% in the nine months following the first 
rate hike. Although equity markets have never been faced with an exit from 
quantitative easing the track record of market behavior around major turning points in 

monetary policy bodes well for US markets for the next 12-18 months.  
 The Fed’s interest rate projections were raised in spite of consumer price inflation 

(CPI) falling from 0.1% month-on-month in July to -0.2% in August well below the 
0.0% consensus forecast. The decline is attributed to falling energy prices which 
registered -2.6% on the month. However, core CPI excluding food and energy, was 
also subdued registering 0.0% compared with the 0.2% consensus forecast. This is 
the first zero monthly inflation since late 2010 pulling down the year-on-year rate 

from 1.9% to 1.7%. Pricing pressures are weaker than expected with stronger 
demand and diminishing spare capacity offset by falling commodity prices.  

 The Philadelphia Federal Reserve Bank business activity index, seen as one of the first 
monthly indicators of US manufacturing health, declined from +28.0 in August to 
+22.5 in September and below the +23.0 consensus forecast. However, not too much 
should be read into the decline which only partially reverses the increase in the 
previous months to August’s 3-year high. Encouragingly, the indices for new orders, 

shipments, and employment all increased signaling a continuation of the strong 
growth trend.  



 

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. 

 The University of Michigan US consumer confidence index increased from 82.5 in 
August to 84.6 in September the highest reading since July 2013 and above the 83.3 
consensus forecast. While the survey’s current conditions index fell from 99.8 to 98.5 
the more important forward-looking expectations index climbed sharply from 71.3 to 
75.6 marking the biggest increase since April. The improvement is attributed to all-
time record highs in equity markets and healthy labour markets. At the same time 

gasoline prices have fallen to their lowest in six months and expected to decline 

further, adding to household disposable income.  
 
 
CHINA 
 

 The People’s Bank of China (PBOC) offered RMB100 billion liquidity to each of China’s 

five largest banks via its standing lending facility (SLF). The move resembles a 
loosening in monetary policy equivalent, according to some economists, to a 50 basis 
point cut in the benchmark interest rate. However the SLF only has a term of 3 
months limiting its efficacy at boosting long-term credit extension. The central bank 
move is more likely a tool to smooth expected liquidity fluctuations than any 
aggressive form of monetary easing. Chen Yulu, a member of the PBOC monetary 
policy committee said a day after the SLF announcement that China does not need 

strong policy stimulus as long as economic growth hovers within the government’s 
targeted range of 7-7.5%.  

 
 
JAPAN  
 

 Japan’s government lowered its overall economic assessment for the first time in five 

months. In its monthly economic report for September the government lowered its 
assessment to “the economy is in moderate recovery, while weakness can be seen in 
some areas.” The slight downgrade is attributed to a slowdown in consumer demand 
which is struggling to recover fully from the April sales tax increase. Combined sales at 
department stores fell in July by -2.5% year-on-year posting a fourth successive 
decline following the -4.6% contraction in June. The weaker economic outlook will add 

pressure on the Bank of Japan to increase the scale of its quantitative easing 
programme especially if inflation targets are not met.  

 
 
EUROPE 
 

 Banks only took-up €82.6 billion of the ECB’s first €400 billion Long-Term Refinancing 

Operation (TLTRO). The TLTRO programme offers funds to banks at a fixed interest 
rate of just 0.15% for 4 years provided the funds are lent to firms and households. 
The ECB’s aim is to stimulate bank lending but the poor take-up suggests little 
appetite for lending and little demand for loans. There will be another TLTRO on 11th 
December but the muted response so far makes it unlikely the ECB will attain its 
targeted €1 trillion increase to its balance sheet. The lackluster TLTRO raises the 
likelihood that faced with the risk of deflation the ECB will have to resort to full-blown 

quantitative easing.   
 Germany’s ZEW investor expectations index fell for a ninth month in a row from 8.6 in 

August to 6.9 in September confirming that the Eurozone’s largest economy has 
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passed its peak and is continuing to lose momentum. The current situation index fell 
more sharply from 44.3 to 25.4. For the Eurozone as a whole the ZEW current 
situation index deteriorated from -42.8 to -33.8 and the expectations index from 23.7 
to 14.2 likely to add pressure on the ECB to enlarge the scope of its monetary easing. 

 Ireland’s GDP grew at a rapid rate in the 2nd quarter (Q2) by 1.5% quarter-on-quarter 
and an impressive 6.5% year-on-year the fastest pace since Q2 2006. While Ireland’s 

economic growth rate is notoriously volatile the composition of recent growth should 

add to the sustainability of the recovery. In particular Q2 growth is attributed mainly 
to investment and exports rather than household spending which grew by just 0.3% 
on the quarter and 1.3% on the year. The mini boom in the housing market is a slight 
concern however, with house prices up 13% over the past year.  

 The Swiss National Bank (SNB) kept its benchmark interest rate unchanged at 0.0-
0.25% for the 13th successive quarter. However, the central bank stated that “the 

economic outlook had deteriorated considerably” due in large part to the slowdown in 
the Eurozone, Switzerland’s main trading partner. The SNB also stated that “the risk of 
deflation has increased again” lowering its inflation forecasts for 2015 and 2016 from 
0.3% to 0.2% and from 0.9% to 0.5%. Concerned that the ECB’s monetary easing will 
cause the Swiss franc to appreciate and import deflation, the SNB stated that: “It will 
continue to enforce the minimum exchange rate (CHF/€ 1.20) with the utmost 
determination… It is prepared to purchase foreign currency in unlimited quantities, and 

if necessary, it will take further measures immediately.” 
 
 

UNITED KINGDOM 
 

 The CBI Industrial Trends Survey total orders index fell from +11 in August to -4 in 
September. The decline is attributed primarily to a sharp drop in the export orders 

index from -24 to -3 the weakest in 21 months. Exports have been struggling due to 
slowing demand from the Eurozone, the UK’s largest trading partner. At the same time 
sterling has hampered manufacturing exports although the currency’s recent 
depreciation from £/$1.70 to £/$1.63 in the past 6 weeks is likely to boost the 
competitiveness of the manufacturing sector. Katja Hall, CBI Deputy Director-General 
offered a positive outlook: “However, it is encouraging that output has remained 

strong and firms expect production to rise strongly in the next quarter.” 
 Minutes from September’s monetary policy meeting reveal that the number of policy 

committee members calling for an early increase in interest rates remained in the 
minority and unchanged at just two. The minutes also cited current weakness in 
consumer price inflation and the lack of wage cost pressure suggesting interest rates 
may start rising later and more gradually than generally expected. Data releases 
following the policy meeting support this outlook, with employment rising in the three 

months to July by just 74,000 the lowest job creation in over a year. 
  

 
FAR EAST AND EMERGING MARKETS  
 

 Growth in Singapore’s non-oil domestic exports rebounded strongly from -3.3% year-
on-year in July to 6.0% in August well above the 2.5% consensus forecast. The 

improvement is attributed to a strong rise in petrochemical exports which grew 39.9% 
on the year up from 20.5% in July. Singapore is highly leveraged to the global 

economy and provides a useful indicator of global demand and trade conditions. The 



 

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. 

data paints an especially encouraging outlook for Far Eastern economies with 
Singapore’s exports to Korea and Taiwan surging by 41.2% and 21.1% on the year.  
 
 

SOUTH AFRICA 
 

 SA consumer price inflation (CPI) accelerated slightly from 6.3% year-on-year in July 

to 6.4% in August and marks the first increase in three months. The rise is attributed 
to food prices which increased 9.5% on the year. However, petrol inflation slowed 
from 8.3% in July to 5.8% and expected to provide a moderating influence on CPI 
over coming months provided the rand does not depreciate significantly. CPI is likely 
to fall to below 6.0% by year-end as a result of lower fuel prices and slightly lower 
food price inflation and remain anchored below 6.0% throughout 2015 assuming 

reasonable currency stability.  
 As expected the SA Reserve Bank left its benchmark repo interest rate unchanged at 

5.75% in spite of consumer price inflation (CPI) rising to 6.4% in August, well above 
the 3-6% target range. The current account deficit which increased sharply in the 2nd 
quarter to 6.2% of GDP might also have prompted an interest rate hike. However, the 
SARB is facing a classic “stagflation” combination of rising inflation at the same time 
as slowing economic growth making it difficult to conduct monetary policy. To 

compound the problem SARB Governor Gill Marcus unexpectedly announced her 
retirement. While no successor has yet been appointed it is likely that one of the 
Deputy Governors will take over when Marcus’ contract expires in November. The 
announcement caused a negative knee-jerk reaction in the rand.  

 Following June’s -0.9% year-on-year decline retail sales rebounded in July by 2.4% on 
the year. Strong sectors include clothing and footwear up 4.4% on the year, and 
hardware, paint and glass up 3.1%. However, food and beverages, and furniture and 

appliances remained weak with year-on-year declines of -0.5% and -0.3%. Clothing 
sales have consistently outperformed over the past two years while furniture sales 
have consistently underperformed. Slowing household credit extension suggests 
durable goods sales will remain weak for the foreseeable future. 

 
 

KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +11.44 
JSE Fini 15  +17.87 
JSE Indi 25  +12.00 

JSE Resi 20  +8.13 
R/$   - 6.53 
R/€   +0.86 
S&P 500  +8.82 
Nikkei   - 1.37 
Hang Seng  +3.70 
FTSE 100  +1.04 

DAX   +2.58 
CAC 40   +3.93 

MSCI Emerging  +5.35 
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MSCI World  +4.92 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has regained the key $/€ 1.34 level versus the euro suggesting a 

reversal in the dollar’s weakening trend. The yen remains above the key $/¥100 level 

signaling a continuation in the yen’s long-term weakening trend.  
 The rand remains below successive support levels suggesting a continuation in the 

rand’s depreciation. A break below the R/$ 10.50 level is needed to signal a disruption 
of the depreciation trend line which has been in place since 2011. 

 The US 30-year Treasury yield is out of its bear market and has broken below the 
“head and shoulders” neckline at 3.29% targeting a further decline to 3.11% and 

2.80%. At 2.80% the market would retrace the entire bear move post the Fed’s 2013 
“taper statement.” There is unlikely to be a major bear trend in bonds as the 
deleveraging phase is still in its early stages. 

 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% 

 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 set to 

outperform US markets. The Nikkei exhibits the most bullish pattern.   
 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the 

top of the current cycle can be expected between now and October 2014. The next 
major wave down will complete the 16-17 year secular bear market that started in 
2000. The secular bottom should occur around June 2016.  

 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 is testing key support at $100 suggesting a continuation of 

the weakening long-term trend to a target of $90. 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.   

 Despite recent advances Gold is in a protracted bear market signaled by rapid declines 
through successive support levels at $1400, $1300 and $1250.   

 The All Share index is in a powerful bull market forming higher lows since the start of 
the year. Although at some point absolute faith in the bull trend must start to wane 
the upward trend will only be broken with a break below 45,100.  
 

 

BOTTOM LINE 
 

 Government bond yields have fallen to extreme low levels since the start of the year. 
The 10-year Japanese government bond has fallen to 0.5%, the German bond from 
1.7% at the start of the year to fractionally under 1.0%, and even in the UK and US 
where economic momentum is picking-up yields have declined since the start of the 
year from 3.0% to around 2.5%.  

 The dramatic and unexpected fall in global bond yields tells a story: That the global 
economic recovery is nowhere as strong as had been expected, a view corroborated by 

weakness in commodity prices.  
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 Under these circumstances consumer staple stocks, typically companies which sell 
booze, tobacco and soap, offer good investment prospects as they are in demand 
regardless of the economic cycle.  

 These stocks are often regarded as “bond proxy” stocks as they offer high dividend 
yields but little cyclical growth. 

 Bond proxy consumer staple stocks, for instance British American Tobacco or 

SABMIller, are again offering attractive value given the outlook for weak global GDP 

growth and record low bond yields: Why own a bond yielding 2.5% in sterling when 
you can own a consumer staple share with global brands providing a sterling dividend 
yield of 4.3% and earnings yield of 6.5% both likely to grow consistently in real terms 
over the next decade? Arguably, consumer staples have never looked so cheap 
compared with bond yields. 
 


