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OVERBERG MARKET REPORT 
Week ending 24th October 2014 
 

   
NORTH AMERICA  
 

 US consumer price inflation (CPI) increased from -0.2% month-on-month in August to 

0.1% in September which although above the 0.0% consensus forecast remains weak. 
With gasoline prices expected to fall around -8.0% over the next 2 months and with 
lower commodity prices generally CPI is likely to decline over the remainder of the 
year from 1.7% year-on-year in August to around 1.2% in December. Core CPI 
excluding food and energy increased in September by just 0.1% with an annualised 
rate since June of just 1.0%. Falls in energy prices will filter through to the broader 

economy with core CPI likely to remain subdued for the remainder of this year and in 
2015.  

 The US initial estimate manufacturing purchasing managers’ index (PMI) fell from 57.9 
in September to 56.2 in October which although below the 57.0 consensus forecast 
remains well above the expansionary 50 level and is indicative of solid expansion in 
manufacturing activity. The decline was broad-based across sub-indices although the 
forward-looking new orders index fell the most from 60.5 to 57.1 which may translate 

into a further slowdown over the final quarter of the year. The slowdown in new orders 
is due mainly to slowing demand from key export markets in particular the Eurozone 
and China.  

 The Federal Housing Finance Agency (FHFA) US home price index increased in August 
by 0.5% month-on-month well above the 0.3% consensus forecast while July’s 
increase was revised upwards from 0.1% to 0.2%. The year-on-year growth rate 
improved from 4.6% to 4.8% indicating a stabilisation in the pace of home price 

appreciation following its slowdown earlier in the year. Although the price increases 
are unlikely to revert to the 7.0% average of 2013 the market is being underpinned by 
a steady improvement in demand and a continuation of tight supply. The FHFA price 
index is still 5.8% below its April 2007 peak and about the same level as August 2005. 

 US initial jobless benefit claims increased in the past week from 266,000 to 283,000. 
However, the number remains close to 14-year lows continuing to signal improving 

labour-market dynamics. The four-week moving average, which is a better labour 
market barometer, fell by a further 3,000 to 281,000 its lowest level since May 2000 

in spite of the weekly uptick. Adjusting for population growth initial benefit claims are 
at their lowest level on record.  

 The Conference Board index of US Leading Economic Indicators (LEI) increased in 
September by 0.8% rebounding from August’s flat reading. The LEI, which gauges the 
outlook for the next 3 to 6 months is made up of 10 indicators of which 9 showed an 

increase. The most positive indicators include fewer jobless claims, more factory 
orders, increases in building permits, improving consumer-goods orders, and a higher 
interest rate spread between the Fed Funds rate and 10-year Treasury bonds. 
According to Ataman Ozyildirim, Economist at the Conference Board: “The outlook for 
improving employment and further income growth are expected to support the 
moderate expansion in the US economy for the remainder of the year.” The LEI index 
is consistent with solid GDP growth of around 3.0%.  

 
 

CHINA 
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 The HSBC initial estimate manufacturing purchasing managers’ index (PMI) 

unexpectedly increased from 50.2 in September to 50.4 in October, above the 50.2 
consensus forecast and its highest level in 3 months. However, the gain is attributed 
almost entirely to the employment index which recovered from 47.5 to 48.6 albeit still 
below the key level which demarcates expansion from contraction. The output index 

fell to a 5-month low of 50.7 while the forward-looking new orders also slowed. The 

prices paid index fell to a 7-month low highlighting soft domestic demand. According 
to Shuang Ding, an economist at Citi in Hong Kong: “The sub-indices do not show 
good momentum.” 

 China’s GDP growth slowed from 7.5% year-on-year in the 2nd quarter (Q2) to 7.3% in 
Q3 which although slightly above the 7.2% consensus forecast marks the slowest 
growth in 5 years. The biggest culprit is the real estate sector which grew by just 

2.0% on the year. While the growth rate is below the government’s 7.5% target it is 
unlikely that authorities will be too concerned by the slowdown. The growth target was 
intended to be flexible and the slowdown appears to be concentrated in sectors which 
were being prioritized for slower growth. Moreover, the economy is rebalancing as 
intended from its reliance on investment spending towards greater consumer 
expenditure. Growth in household income is continuing to outpace GDP growth 
supporting consumer spending while the proportion of GDP made up by investment 

spending dropped further in the past quarter. 
 
 
JAPAN  
 

 The initial estimate manufacturing purchasing managers’ index (PMI) strengthened 
from 51.7 in September to 52.8 in October the highest reading since March and 

comfortably above the expansionary 50 level. Although the index for output prices 
increased from 50.5 to 50.9 it signals a lack of inflationary pressure. However, the 
input price component increased sharply from 55.7 to 57.9 the highest since February, 
due to the recent decline in the yen. Encouragingly firms being surveyed predicted 
industrial production would increase this month by 6.0% month-on-month one of the 
strongest forecasts on record. The overall data suggests the decline of the past few 

months following the sales tax increase in April is coming to an end.  
 

 
EUROPE 
 

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI) 
measuring conditions in both manufacturing and service sectors unexpectedly 

improved from 52.0 in September to 52.2 in October. This marks the 16th straight 
month that the index has held above the key 50 level which demarcates expansion 
from contraction. However, some of the sub-indices are less encouraging: The output 
price index fell from 48.5 to 47.1 its lowest reading since February 2010 doing little to 
allay the fears of deflation. The employment index was also weak falling below 50 for 
the first time since January. The data highlights key risks to the Eurozone economy 
signaling the increasing probability of recession and deflation.  

 The European Central Bank (ECB) this week commenced its third covered bond (asset 
backed bonds) purchase programme, buying bonds in France, Italy and Spain. Unlike 

earlier ECB bond purchases these have not been sterilized by the ECB through the 
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removal of equivalent excess reserves from the banking system. As such the covered 
bond purchases amount to what has been dubbed “QE-lite”. The whole covered bond 
market is very small with a total value of just €600 billion limiting the potential impact 
of the ECB’s purchase programme. However, there are reports that the ECB is 
considering the purchase of corporate bonds which form a much larger market 
estimated at around €1.4 trillion. These reports add to the likelihood that the ECB is 

getting close to implementing full-blown QE comprising large-scale unsterilized 

purchases of government bonds. The Eurozone sovereign bond market is around €9 
trillion in size providing ample opportunity for the ECB to expand its balance sheet. 
 

 
UNITED KINGDOM 
 

 The UK Confederation of British Industry (CBI) Industrial Trends Survey indicates a 
weakening outlook for the manufacturing sector. The total orders index fell from -4 in 
September to -6 in October well below the -3 consensus forecast. The export orders 
index fell further from -23 to -24 reflecting weak demand from the Eurozone and the 
impact of sterling strength. The forward-looking index gauging output expectations 
three months ahead fell sharply from +27 to +18 indicating little respite over the 
fourth quarter. The quarterly business optimism index suffered a further steep decline 

from 33 in April, to 19 in July, and 8 in October.  
 Growth in UK retail sales slowed from 3.7% year-on-year in August to 2.7% in 

September and on a month-on-month basis fell by -0.3%. The drop is attributed to a 
decline in non-food store sales of -1.9% on the month with clothing sales the biggest 
culprit falling -7.8%. While the decline in clothing sales is blamed on unseasonably 
warm weather, there are signs of a general slowdown in retail sales. With consumer 
expenditure comprising two-thirds of UK GDP the slowdown will be watched closely to 

assess the economy’s growth trajectory. Retail sales in the third quarter (Q3) 
increased by just 0.3% quarter-on-quarter compared with growth of 1.5% in Q2.  

 Minutes from the Bank of England’s (BOE) policy setting meeting suggest a growing 
concern over below-target inflation, making it more likely that the first interest rate 
hike will be towards mid-2015 than earlier in the year. Minutes reveal that the 
majority of monetary policy committee felt the Eurozone slowdown jeopardised the 

durability of the UK expansion. These members also cited lower than expected 
domestically generated inflationary pressures attributed to a fall in unit labour costs 

and larger than expected spare capacity in the economy. The minutes echo a speech 
made last week by the BOE Chief Economist Andy Haldane who said “….interest rates 
could remain lower for longer, certainly than I had expected three months ago.” 

 
 

FAR EAST AND EMERGING MARKETS  
 

 South Korea’s GDP growth accelerated from 0.5% quarter-on-quarter in the 2nd 
quarter (Q2) to 0.9% in Q3 in line with consensus forecast. Growth was broad-based 
showing marginal improvement in private consumption, and investment spending 
amid a stabilisation in business confidence. Growth is expected to be underpinned in 
coming months by a further recovery in domestic demand and further fiscal stimulus. 

In addition monetary policy is accommodative after the Bank of Korea (BOK) cut its 
benchmark interest rate by 25 basis points to 2.0% at its October policy meeting. The 
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BOK lowered its GDP growth forecast for 2014 slightly but it nonetheless remains 
robust at 3.5%.  

 Minutes from the Reserve Bank of India’s (RBA) September monetary policy meeting 
suggest an increasing willingness to cut interest rates. Four of the seven committee 
members voted for a cut in the benchmark repo rate citing slowing industrial demand 
and high unemployment amid a decline in inflation. The policy minutes support the 

likelihood of a rate cut in early 2015 especially as the real interest rate, after taking 

inflation into account, has turned positive. Since the policy meeting the pace of 
disinflation has gained further momentum due to falling oil and commodity prices. 
 
 

SOUTH AFRICA 
 

 Minister of Finance Nhlanhla Nene presented his first Medium Term Budget Policy 
Statement (MTBPS) keeping to prudent fiscal policy in spite of lower forecasts for GDP 
growth. The Treasury’s GDP growth forecast was lowered to 1.4% for this year, 2.5% 
for 2015, rising slowly to 2.8% in 2016 and 3% in 2017. Encouragingly the fiscal 
deficit is forecast to be 4.1% of GDP in FY14/15, 3.6% in FY15/16 and 2.6% in 
FY16/17 below previous forecasts of 4.0%, 3.7% and 2.8%. The reduced deficits are 
premised on lowered government expenditure. Most significantly Nene outlined plans 

to limit growth in public sector compensation linking pay increases to inflation. Nene 
made encouraging statements, in particular acknowledging that SA’s low economic 
growth is of our own making: “Energy constraints, labour market disruptions, skill 
shortages, administrative shortcomings and difficulties in our industrial 
transformation” were all cited. While the content of the MTBPS is positive concerns 
remain over whether the targets can be achieved. Plans to limit public sector pay 
growth are likely to meet stiff opposition from the unions.  

 Despite the positive mini-budget there are still risks to SA’s sovereign credit rating. In 
June Standard & Poor’s (S&P) downgraded SA’s foreign currency debt from BBB to 
BBB- just one notch above junk status. Although Fitch and Moody’s rating agencies 
have SA one notch above S&P they both have a negative outlook citing concerns about 
public finances in the context of weak economic growth and poor governance and 
corruption. Any further decline in the country’s fiscal health would likely prompt a 

rating downgrade by both agencies.  
 Headline consumer price inflation (CPI) decelerated by more than expected from 6.4% 

year-on-year in August to 5.9% in September, below the 6.1% consensus forecast and 
back within the SA Reserve Bank’s (SARB) 3-6% target range. The lower reading is 
attributed to a decline in food price inflation, which accounts for 15.4% of the total CPI 
basket, from 9.4% to 8.5%. The petrol price, which declined -4.8% month-on-month, 
also helped. Core CPI, which excludes food and energy, also displayed a positive trend 

retreating from 5.8% to 5.6% below the 5.8% consensus forecast helped by falls in 
vehicle price inflation from 6.4% to 5.9% and household price inflation from 4.1% to 
3.3%. Although encouraging the delayed effects of rand weakness remain a risk for 
inflation likely causing headline CPI to rise above 6% again before year-end. While the 
benign inflation report may prompt the SARB to leave its benchmark repo interest rate 
unchanged for the remainder of the year the rate is likely to rise by around 100 basis 
points in 2015 to 6.75%.  

 
 

KEY MARKET INDICATORS 
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   YEAR TO DATE %  
 
JSE All Share  +4.00 
JSE Fini 15  +11.42 

JSE Indi 25  +5.98 

JSE Resi 20  - 4.79 
R/$   - 5.68 
R/€   +3.92 
R/£   - 1.38 
S&P 500  +5.54 
Nikkei   - 7.07 

Hang Seng  +0.11 
FTSE 100  - 4.89 
DAX   - 5.29 
CAC 40   - 3.22 
MSCI Emerging  - 2.09 
MSCI World  - 0.07 
 

 
TECHNICAL ANALYSIS 
 

 The US dollar has regained the key $/€ 1.30 level versus the euro suggesting a 
reversal in the dollar’s weakening trend. The yen remains above the key $/¥106 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. A break above the 
key “Fibonacci” level of R/$ 11.44 would open a further sharp depreciation in the rand 
to the R/$ 12.00 level.  

 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 has broken below key support at $100 suggesting a continuation of 

the weakening long-term trend to a target of $80. Copper is regarded a reliable lead 
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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 next target is 
$1100.   

 The All Share index is testing a key support level which has held consistently since 

2011. However, if the support at 49,000 breaks the All Share index will target the 
43,400 level.  
 

 
BOTTOM LINE 
 

 The Federal Reserve’s policy meeting next Wednesday is widely expected to announce 
the end to the Fed’s quantitative easing (QE) programme. The current programme 
(QE3) was launched in December 2012 to bring about a “substantial improvement” in 
the labour market. Since this time the unemployment rate has declined from 7.8% to 
5.9% suggesting the criteria for substantial improvement have been met.  

 Although the expiry of QE has been largely discounted by financial markets there is 
greater uncertainty on the timing of the Fed’s first interest rate hike. Minutes from the 

September policy meeting cite concerns over the global economic slowdown and the 
inflation outlook.  

 Inflation expectations have moderated, due to the strengthening dollar and the 
sharply lower oil price. The dollar index is at a four-year high while the oil price has 
fallen almost 20% in the past two months with Brent Crude falling from $105 per 
barrel to below $86 per barrel. US consumer price inflation (CPI) is expected to decline 
from 1.7% in August to around 1.2% in December, and perhaps as low as 1.0% in the 

first half of 2015. Core CPI excluding food and energy prices should also trend lower 
as lower energy costs filter through. 

 Although employment criteria have been met the weakening inflation outlook has 
raised the likelihood that the Fed’s first rate hike will be pushed back from March to 
June.  
 

 


