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OVERBERG MARKET REPORT 
Week ending 22nd August 2014 
 
 
GLOBAL 
 

 The annual Jackson Hole Central Bankers’ Symposium started on Thursday and will 

continue into the weekend with developed economy central bank governors making 
keynote speeches. The theme of this year’s symposium is “Re-evaluating Labour 
Market Dynamics” and is expected to provide more insight into the current view of the 
Federal Reserve and Bank of England (BOE) on the amount of slack in labour markets. 
Fed Chair Janet Yellen and BOE Governor Mark Carney who have recently become 
more “hawkish” may use the opportunity to provide greater clarity on interest rate 

policy. Economist Ed Yardeni who identifies slack labour markets as a reason for a 
continuation of easy monetary policy said: “The fairy godmother of the bull market will 
not let us down.”  

 
 
NORTH AMERICA  
 

 Minutes from the Fed’s July Federal Open Market Committee (FOMC) policy setting 
meeting show increasing dissent on the timeline for the 1st interest rate hike. The 
minutes stated that improvements in the labour market had been “greater than 
anticipated”. The minutes also stated that inflation, the 2nd pillar of the Fed’s mandate, 
had “firmed”. “Many” committee members expected “convergence” towards inflation 
and labour market targets might make it “appropriate to begin removing monetary 
policy accommodation sooner than they currently anticipated.” Meanwhile, referring to 

the 2 or 3 dissenters “some participants viewed the actual and expected progress 
toward the committee’s goals as sufficient to call for a relatively prompt move toward 
reducing policy accommodation.” The minutes suggest the FOMC as a whole has 
shifted towards a tightening in monetary policy, raising the probability of the 1st rate 
hike occurring as soon as early 2015. 

 US consumer price inflation (CPI) decelerated from 0.3% month-on-month in June to 

0.1% in July in line with consensus forecast. Core CPI excluding food and energy was 
also 0.1% unchanged from June but slightly below the 0.2% consensus forecast. On a 

year-on-year basis CPI and core CPI were 2.0% and 1.9% respectively. Although 
within the Fed’s 2% target it is likely that over coming months as unemployment 
reduces further and the economy’s spare capacity is utilized that CPI will rise above 
2%. The increase in inflationary pressure is likely to play a key role in guiding 
monetary policy, with the Fed expected to implement its 1st rate hike in the 1st quarter 

2015. 
 US home construction surged in July with housing starts increasing month-on-month 

by 16% to an annual rate of 1.093 million units from an upwardly revised 0.945 
million in June and well above the 0.965 million consensus forecast. The current figure 
marks the highest level of construction since November signaling that the recovery in 
housing activity is back on track after the disruptions earlier in the year caused by 
higher mortgage rates and adverse winter weather. However, Federal National 

Mortgage Association (Fannie Mae) economists sounded a word of caution 
downgrading their forecast for construction of single-family homes for the period 

2014-2015 from a previous 1.61 million units to 1.43 million. According to Fannie Mae 
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the housing affordability index which takes into account interest rates, home prices 
and household income, hit its lowest level in 6 years in June.  
 

 
CHINA  

 

 China’s new home prices fell in July for a 3rd straight month with prices falling in 64 

out of 70 cities the highest proportion since the data series began in July 2005. The 
prices of new homes fell on a month-on-month basis by a weighted average of 0.9% 
despite initiatives by local authorities to ease home purchase restrictions. The 
structural oversupply in China’s property sector is seen as one of the greatest risks to 
the economy’s health. According to Haibin Zhu a JP Morgan analyst in Hong Kong: 
“The magnitude of the (housing) slowdown remains a major uncertainty for China’s 

growth outlook in the 2nd half of this year and 2015.” 
 China’s HSBC “flash” (initial estimate) manufacturing purchasing managers’ index 

(PMI) fell from 51.7 in July to 50.3 within a fraction of the key 50 level which 
demarcates expansion from contraction. The reading is well below the 51.5 consensus 
forecast and marks the 1st decline since March. The output index fell from 52.8 to 51.3 
while the forward-looking new orders index fell by a greater magnitude from 53.3 to 
51.3. The PMI decline is attributed to a continued cooling in China’s property market. 

At the same time the government policy stimulus initiated during the course of the 2nd 
quarter (Q2) appears to be levelling-off particularly with regards to infrastructure 
spending. Although efforts to restructure the economy will prevent government from 
launching any large scale stimulus the government is also unlikely to allow any sharp 
decline in economic activity. 

 
 

JAPAN  
 

 Japan’s Markit “flash” (initial estimate) manufacturing purchasing managers’ index 
(PMI) increased sharply from 50.8 in July to 52.4 in August, well above the 
expansionary 50 level and marking the fastest expansion since March. The PMI reading 
signals that economic growth is getting back on track following the slump in the wake 

of the sales tax increase in April. The output index increased from 49.8 to 53.2 and 
the forward-looking new orders index from 51.2 to 54.4 suggesting the improvement 

in manufacturing activity is likely to gain momentum. However, the output price index 
fell from 52.2 to 49.4 adding to concerns that prices are not rising fast enough to 
meet the Bank of Japan’s (BOJ) 2% inflation target. The pricing data raises the 
probability that the BOJ will broaden and increase the scope of its quantitative and 
qualitative easing programme of asset purchases. 

 
 
EUROPE 
 

 The Eurozone composite purchasing managers’ index (PMI) measuring activity in both 
manufacturing and service sectors fell from 53.8 in July to 52.8 in August below the 
53.4 consensus forecast. Although still above the expansionary 50 level the decline is 

the 4th in 6 months and brings the index to its lowest this year. The trend in recent 
declines suggests the Eurozone economic cycle is already turning lower even at such 

an early stage. The services sector PMI fell from 54.2 to 53.5 while the manufacturing 
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PMI fell more sharply from 52.7 to 50.9. The output price index fell from 49.0 to 48.9 
below the neutral 50 level for the 29th straight month adding to concerns over 
deflation in the Eurozone. The data raises the probability of the ECB adopting some 
form of quantitative easing to promote economic activity and reduce the risk of 
deflation. 

 Norway’s GDP increased strongly in the 2nd quarter (Q2) by 0.9% quarter-on-quarter 

up from 0.2% in Q1 and well above the 0.6% consensus forecast. The pick-up in 

economic momentum is attributed to strong exports with non-energy exports rising by 
4.5% on the quarter. Domestic demand was also evident with household spending 
increasing 0.8% on the quarter. GDP growth would have been even stronger without 
the sharp fall in inventories. The Norges Bank forecasts GDP will increase 2.0% for 
2014 as a whole although the latest data is likely to prompt the central bank’s to raise 
its forecast closer to the 2.5% level. Under normal circumstance the strong GDP data 

would prompt the central bank to hike its benchmark interest rate from the current 
1.5%. However, the krone’s recent strength against the Euro and prospects of further 
appreciation in the event of ECB quantitative easing may delay any hike in rates.  

 
 
UNITED KINGDOM 
 

 The Confederation of British Industry (CBI) industrial trends survey was stronger than 
expected with the total orders balance gaining from +2 in July to +11 in August well 
above the +4 consensus forecast and in line with June’s 6-month high. The forward-
looking output expectations balance also increased from +26 to +31 consistent with 
quarterly growth in manufacturing output of over 3%. Katja Hall CBI director-general 
said: “The outlook for UK manufacturers remains healthy, with both total and export 
orders firming up. Despite a dip in the pace of output growth, companies expect a 

strong pick-up in the next three months.” 
 While the Bank of England (BOE) kept its benchmark interest rate unchanged at 0.5% 

at its August policy meeting minutes show that 2 members of the monetary policy 
committee voted for an immediate hike to 0.75%. The 2 members Martin Weale and 
Ian McCafferty acknowledged that wage growth was weak but pointed out that wages 
are a lagging indicator of spare economic capacity. This is the 1st time in 36 meetings 

that there has not been a unanimous vote to keep the interest rate unchanged. The 
vote suggests the 1st rate hike may be moved forward from early 2015 to late 2014. 

Subsequent to the BOE policy meeting consumer price inflation has decelerated and 
house price appreciation has slowed which should ensure the interest rate tightening 
cycle will be gradual once it gets started. 

 UK consumer price inflation (CPI) decelerated on a month-on-month basis from 0.2% 
in June to -0.4% in July while on a year-on-year basis from 1.8% to 1.6% well below 

the 1.9% consensus forecast and the Bank of England’s (BOE) own forecast of 1.9%. 
Weak wage growth, the disinflationary impact of Sterling strength and the steady 
decline in oil prices signal a continued deceleration in inflation. CPI is forecast to ease 
to 1% later this year and remain below the BOE’s 2% target throughout 2015. The UK 
economy is currently in a sweet spot enjoying a favourable combination of strong 
economic growth and low inflation. While the BOE is expected to start raising interest 
rates in early 2015 benign inflation should allow for gradual tightening. 

 
 

FAR EAST AND EMERGING MARKETS  
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 According to the EPFR Global survey emerging markets enjoyed net exchange traded 

fund and mutual fund inflows for a 4th straight month in July. The pace of inflows in 
July was higher than any of the previous 3 months, while inflows into equities 
exceeded those into bonds. Strong inflows largely explain the recent outperformance 
of emerging market equities over developed market equities during the 2nd quarter 

(Q2) and is likely to be the case in Q3. While emerging market equities sold-off heavily 

in Q1 on concerns over a normalisation in Fed monetary policy the market seems to 
have acclimatized to prospects of a hike in the Fed Funds rate. Traditionally emerging 
market equities have performed strongly in the 12 months which follow the Fed’s 1st 
rate hike. Moreover, economic growth appears to be recovering especially in emerging 
Asia economies. According to stock exchange data the 6 emerging Asian markets, 
India, Indonesia, Philippines, South Korea, Thailand and Vietnam, have continued to 

enjoy strong equity inflows during August. 
 Thailand’s economy grew in the 2nd quarter (Q2) by 0.4% year-on-year well ahead of 

the 0.0% consensus forecast. On a quarter-on-quarter basis growth partially reversed 
the 1st quarter’s (Q1) -1.9% annualised contraction with annualised growth of 0.9%. 
The recovery was led by a strong rebound in domestic demand which increased in Q2 
by 10.8% annualised. Both private consumption and investment spending increased 
strongly following the military coup in May. Consumer and business sentiment have 

continued to pick-up signaling further improvement in household spending and 
investment demand over coming months. The Bank of Thailand forecasts GDP growth 
of 1.5% for 2014 as a whole although the central bank is likely to revise this figure 
upwards following the latest data.  
 
 

SOUTH AFRICA 

 
 Moody’s credit rating agency cut the local currency deposit ratings of Standard Bank, 

Firstrand, Nedbank and Absa Bank, each by 1 notch. Moody’s decision followed the 
collapse of African Bank which needed a R17 billion bailout from the SA Reserve Bank 
(SARB). Moody’s rating downgrade was motivated by the SARB’s apparent willingness 
to impose losses on creditors. Economists are concerned that the downgrade may 

prompt Standard & Poor’s (S&P) to follow suit with a similar downgrade although S&P 
credit analyst Matthew Pirnie confirmed that no such move was likely: “At the moment 

the banks are on a stable outlook and we’ve got no plans in the immediate future to 
change the ratings on institutions outside an economic shock or an industry-wide 
shock.” 

 Consumer price inflation (CPI) decelerated from 6.6% year-on-year in June to 6.3% in 
July below the 6.4% consensus forecast. The decline is attributed to the base effect of 

high fuel prices in the comparative period. While the beneficial fuel price base effect is 
likely to diminish food prices should assist. Food prices were flat between June and 
July on a month-on-month basis and on a year-on-year basis reduced from 13.3% to 
8.3%. Crop prices have fallen sharply since the 2nd quarter due to expectations of a 
strong harvest and should allow food price inflation to slow further as the year 
progresses. Meanwhile the impact of the rand’s depreciation on inflation has been felt 
less than in previous periods of sustained currency depreciation which adds to the 

likelihood that CPI will start easing in 2015. In the context of weak domestic growth 
and evidence that inflation may have peaked the SA Reserve Bank is unlikely to hike 

its benchmark interest rate by more than a further 25 basis points this year. 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +11.21 

JSE Fini 15  +15.12 
JSE Indi 25  +9.77 
JSE Resi 20  +13.89 
R/$   - 3.15 
R/€   +1.59 
S&P 500  +7.79 

Nikkei   - 4.33 
Hang Seng  +7.24 
FTSE 100  +0.42 
DAX   - 1.58 
CAC 40   - 0.07 
MSCI Emerging  +7.90 
MSCI World  +4.87 

 
 
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 has fallen back from key support at $110 suggesting a 
continuation of the weakening long-term trend. Copper is regarded a reliable lead 

indicator for industrial commodity prices and barometer of global economic growth. It 
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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 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 
 

 According to the latest World Economic Forum Competitiveness Report South Africa 
(SA) has one of the most unionized labour forces in the world. The study scores 
countries between 1 and 7, where 1 means that wages are determined by centralized 
bargaining and 7 that wages are determined by individual companies. The US and 

Singapore lead in labour flexibility with scores of close to 6 and SA languishes with a 
score of around 2. Only Uruguay has a lower score. 

 Labour market rigidities are a significant constraint on economic growth. The platinum 
strike contributed towards an annualised contraction in GDP of -0.6% in the 1st 
quarter. In addition to work stoppages trade union power tends to cause wages to rise 
faster than productivity in turn denting company profitability. This in turn reduces 
companies’ willingness to hire labour. SA’s formal sector unemployment rate of 25% is 

among the highest of all emerging markets.  
 While the outlook for SA’s unemployment and economic growth look bleak the 

government has recently broken with its long-standing traditional support of the 
unions. Significantly, SA’s Deputy President Cyril Ramaphosa is pushing for a change 
in union rules which would require union members to vote in a secret ballot prior to a 
strike. This would reduce the likelihood of strike action. Under the current 

arrangement trade unions are allowed to organize a strike without consulting 
members. The Youth Employment Bill is also significant. In spite of union protests that 

it would jeopardize existing jobs the Bill was introduced earlier this year providing 
companies with incentives to hire young workers.  

 The government’s change in attitude towards the unions is encouraging. Further 
evidence of this trend should be closely watched as a clue to the economy’s growth 
potential.  

 
 


