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OVERBERG MARKET REPORT 
Week ending 29th August 2014 
 
 
GLOBAL 
 

 The highlights of last weekend’s annual central bank meeting in Jackson Hole were 

speeches by Fed Chair Janet Yellen, ECB President Mario Draghi and Bank of Japan 
(BOJ) Governor Haruhiko Kuroda. Mario Draghi’s speech perhaps attracted the most 
attention due to rising expectations that the ECB will adopt quantitative easing to 
combat the growing threat of deflation. Draghi acknowledged that the decline in 
Eurozone inflation from 2.5% in mid-2012 to 0.4% in July this year was not solely due 
to temporary factors and pointed to a fall in long-term inflation expectations. Draghi 

said the ECB was “ready to adjust the ECB policy stance further” if necessary. A full-
blown quantitative easing programme of asset purchases seems likely in the event of 
any further slowdown in inflation. Haruhiko Kuroda’s speech also alluded to an 
increase in monetary stimulus. Kuroda said it was essential to create a “firm 
expectation” of 2% consumer price inflation (CPI) in order to end the “vicious cycle of 
declining real wages and declining aggregate demand.” The growing likelihood that CPI 
will miss the BOJ’s 2015 target of 2% signals a high probability that the BOJ will 

increase the size and scope of its quantitative and qualitative easing programme. 
 
   

NORTH AMERICA  
 

 The S&P 500 index broke a significant milestone this week rising above the 2,000 level 
for the 1st time. Analysts and market strategists will be assessing whether the new 

level is sustainable: While data is signaling a sustainable US economic recovery the 
Fed is likely to complete the exit of its quantitative easing programme by October and 
start raising interest rates within the next 6 months. Traditionally the S&P 500 
increases in the 6 months prior to the 1st rate hike and has risen an average 5% 
during this period over the past 7 tightening cycles. Moreover, over the same 
tightening cycles the S&P 500 has also risen an average 5% in the 9 months which 

follow the 1st rate hike. Past experience bodes well for a continuation of the current 
“bull” market. The only proviso is that the S&P 500 is around 30% more expensive on 

a cyclically adjusted price to earnings basis than its long-term average and 
furthermore there has never been a precedent for quantitative easing.   

 US GDP growth for the 2nd quarter (Q2) was revised upwards from the initial estimate 
of 4.0% quarter-on-quarter annualised to 4.2%. Encouragingly the upward revision is 
attributed to faster business investment which bodes well for the sustainability of the 

economic recovery. The growth in real disposable income was also revised upwards 
from 3.8% to 4.2% which signals solid growth in consumer spending in the 2nd half of 
the year.  Recent strength in consumer and business surveys suggests GDP growth 
will remain strong in Q3 and Q4 at around 3.0% annualised. While the weather related 
contraction in Q1 will reduce growth for the year as a whole in 2014 to around 2.0% 
the current improvement in momentum suggests 2015 GDP growth will register closer 
to 3.0%.   

 The Conference Board US consumer confidence index increased from 90.3 in July to 
92.4 in August well above the 89.0 consensus forecast to its highest level since 

October 2007. The increase is attributed to improving employment and income growth 
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coupled with cheaper gasoline prices and the recovery in equity markets. The present 
situation index increased sharply from 87.9 to 94.6. While the forward-looking 
expectations index fell slightly from 91.9 to 90.9 the level remains elevated and 
consistent with real growth in consumer expenditure of around 3%. The data 
reinforces recent evidence of improving US economic growth momentum. 

 US durable goods orders increased in July by 22.6% month-on-month the largest 

increase since the data series began in 1992. However, most of the increase is 

attributed to an exceptional once-off 318% increase in commercial aircraft orders with 
Boeing receiving orders for 324 aircraft last month. Nonetheless non-transport, non-
defence capital goods shipments, a closely watched measure of business investment, 
increased by a robust 1.5% on the month. The data suggests business investment in 
equipment is set to maintain its strong pace of growth, repeating the 2nd quarter (Q2) 
7.0% annualised growth in Q3.  

 The US Congressional Budget Office (CBO) estimates the cumulative budget deficit 
over the next 10 years to end 2024 will be $400 billion smaller than previously 
forecasted in April. The reduction is attributed to a projection of lower interest rates 
over the period. The CBO expects the budget deficit to shrink and stay close to 3% of 
GDP over the next 5 years before increasing to 4% over the following 5 years due to 
an aging population and rising healthcare costs. The CBO portrayed an upbeat view on 
the economy: GDP growth would be 3.4% in 2015 and 2016 driven by continued 

employment growth and rising wages. Unemployment would reduce from 6.2% in July 
to 5.9% by year-end and industry worker compensation would increase an average 
3.5% a year between 2015 and 2017. Notably the CBO agrees with the Fed’s latest 
assessment that there remains a “significant amount of slack” in labour markets. 
According to the CBO the output gap between actual GDP and potential GDP is around 
4% and is unlikely to close before late 2017, which suggests little likelihood of 
inflationary pressure during that period.  

 
 
JAPAN  
 

 Japan’s consumer price inflation (core CPI) remained unchanged in July at 3.3% year-
on-year. However, excluding the effects of the April sales tax increase core CPI 

excluding food and energy registered 1.3%. Declining upward pressure from energy 
prices and cuts to mobile phone rates together with a slowdown in the rate of yen 

depreciation suggest CPI will decelerate further towards the end of the year falling well 
short of the Bank of Japan’s (BOJ) 2% target. The current inflation outlook suggests 
the BOJ will be under renewed pressure to increase the scope and scale of its 
quantitative and qualitative easing (QQE) programme. The BOJ will release its next 
semi-annual Outlook Report at its 31st October policy-setting meeting and may take 

this opportunity to announce an increase to its QQE.    
 

 
EUROPE 
 

 The European Commission Economic Sentiment Index (ESI) fell in August by more 
than expected from 102.2 to 100.6 well below the 101.6 consensus forecast, marking 

the sharpest monthly decline since August 2012. The ESI is now at its weakest level 
since December 2013. In France and Germany the ESIs fell to their lowest levels since 

September 2013. For the Eurozone as a whole declines were felt across all categories 
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including manufacturing, services and consumer confidence. The data suggests 
manufacturing activity is likely to contract over coming months with little respite from 
exports in spite of the recent depreciation in the Euro. At the same time consumer 
spending remains lackluster held back by weak employment growth and the growing 
threat of deflation. The data adds to recent evidence of a slowing Eurozone economy 
and raises the likelihood of ECB policy stimulus.  

 The ECB’s July Bank Lending Survey shows Eurozone money supply and bank lending 

data remain anemic. Growth in broad money supply increased slightly from 1.6% 
year-on-year to 1.8% and lending to households maintained its 0.5% year-on-year 
rate of growth. However, lending to the private sector overall contracted by -1.1% on 
the year with lending to firms contracting by -2.2% unchanged from June’s level. 
Although banks generally reported a slight loosening in credit standards for firms in 
the 2nd quarter monetary conditions remain sufficiently weak to merit further stimulus 

from the ECB.  
 The resignation of France’s economy minister Arnaud Montebourg in objection to the 

country’s fiscal austerity sparked a political crisis prompting the resignation of 2 
additional ministers. President Francois Hollande was forced to call on Prime Minister 
Manual Valls to form a new government. The anti-austerity backlash may cause the 
Eurozone to adopt more flexibility in attaining its fiscal targets. Moreover, the new 
government appointments including Rothschild investment banker Emmanuel Macron 

as economy minister suggest France is adopting an increasingly business-friendly 
policy stance.  
 
 

UNITED KINGDOM 
 

 The Lloyds Business Confidence Barometer shows the percentage of businesses 

expecting a pick-up in activity over the next 12 months increased from 53% in July to 
62% in August. Employment expectations also increased with the percentage of 
businesses expecting a rise in staffing levels over the next 12 months increasing from 
37% to 45%. According to the report the data suggests that: “the economic 
momentum behind the official 0.8% quarter-on-quarter pick-up in 2nd quarter GDP has 
persisted into the 3rd quarter.”  

 
 

FAR EAST AND EMERGING MARKETS  
 

 Korea’s industrial production increased in July by 3.4% year-on-year well ahead of the 
2.3% consensus forecast. On a month-on-month basis industrial production increased 
1.1% building on the strong 2.6% increase recorded in June. The strength in 

production was led by vehicle production which increased 20.3% year-on-year 
signaling ongoing strength in external demand. Production of semiconductors, PCs and 
TVs was also strong rising year-on-year by 11.9%, 17.0% and 9.0%. Exports are 
likely to gain further momentum over the 2nd half of the year according to the jump in 
the latest US Institute for Supply Management new orders index. Korea recorded a 
US$7.9 billion current account surplus in July. The cumulative surplus for the 1st 7 
months of the year was $47.1 billion 20% higher than the year earlier period which is 

especially impressive given the Korean won’s 9.3% appreciation against the US dollar 
over the past 12 months.  
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 The Philippines’ GDP increased in the 2nd quarter (Q2) by 6.4% year-on-year above 
the 6.1% consensus forecast. On a quarter-on-quarter basis GDP increased 1.9% the 
fastest pace in 5 quarters. The service sector grew 6.0% on the year held back by 
weak government spending. However, manufacturing activity was strong with growth 
of 10.8% on the year. Exports were also strong with an increase of 10.3%. Iimproved 
growth momentum has prompted the central bank to tighten monetary policy with a 

25 basis point rate increase at the last policy setting meeting. The pace of economic 

growth is likely gain further in the 2nd half of the year supported by raised government 
spending and supportive external demand likely to prompt a further rate hike in 
September. The central bank forecasts consumer price inflation will average 3.7% in 
2015 which remains uncomfortably close to the upper end of the 2-4% target range. 
 
 

SOUTH AFRICA 
 

 SA’s GDP grew in the 2nd quarter (Q2) by 0.6% quarter-on-quarter annualised an 
improvement on the -0.6% contraction in Q1 but below the 0.9% consensus forecast. 
The small improvement in quarterly growth is attributed to a pick-up in agricultural 
output and improved activity in the transport sector. While the platinum strike was 
resolved in June this was too late to avoid further contraction in the mining sector with 

mining production declining in Q2 by almost -10% on the quarter. Manufacturing 
output also declined in Q2 by -2.1% on the quarter. Unfortunately the outlook is not 
encouraging with SA’s centralised wage bargaining process contributing to the strong 
likelihood of further strike action. Meanwhile consumer expenditure is likely to remain 
subdued due to inflationary pressure stemming from the rand’s depreciation and 
prospects for further monetary policy tightening. GDP growth for 2014 as a whole is 
unlikely to exceed 1.7% and may remain around the 2% level in 2015, well below 

potential.  
 SA’s producer price inflation (PPI) eased slightly from 8.1% year-on-year in June to 

8.0% in July although slightly above the 7.9% consensus forecast. The higher than 
expected reading is attributed to manufactured foodstuff prices, which have a 36.8% 
weighting in the PPI index, increasing a relatively strong 0.8% month-on-month. 
Elevated food manufacturing inflation is surprising given the sharp decline in crop 

prices and suggests that although food price inflation has likely peaked it will only ease 
gradually over the rest of the year contributing to above target consumer price 

inflation. Persistent inflationary pressure is likely to prompt the SA Reserve Bank to 
raise its benchmark interest rate by a further 25 basis points before year-end. 
 
 

KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
 
JSE All Share  +10.54 
JSE Fini 15  +15.59 
JSE Indi 25  +9.64 
JSE Resi 20  +10.57 

R/$   - 2.56 
R/€   +3.01 

S&P 500  +8.03 
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Nikkei   - 5.10 
Hang Seng  +6.16 
FTSE 100  +0.84 
DAX   - 0.94 
CAC 40   +1.63 
MSCI Emerging  +8.41 

MSCI World  +5.01 

 
 
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 
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.  
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BOTTOM LINE 
 

 The global monetary base of advanced economies continues to increase rising since 
the start of the year from $8.5 trillion to over $9 trillion. Put into perspective the 
global monetary base at the time of the 2008 global financial crisis was less than $4 

trillion. Although the Bank of Japan is likely to step-up its quantitative easing (QE) 

programme and the European Central Bank is expected to launch a QE programme of 
its own sometime in 2015, the Fed will likely complete its QE3 by October. By the time 
of its completion QE3 will have expanded the global monetary base by $1.5 trillion. In 
this context the Fed’s absence will be significant.  

 Market participants are anxious that equities will be especially vulnerable to an 
unwinding in QE given the extent to which equities have benefited from the expansion 

of the global monetary base. While rising interest rates have traditionally been 
associated with rising equity markets in the early stages of a monetary tightening 
cycle there is no historical precedent for an unwinding in quantitative easing. 

 In the latest interim results produced by global investment company Rothschild Capital 
Partners, the Chairman Lord Rothschild stated that: “We have become uncomfortable 
in participating in liquidity fuelled markets and are skeptical as to whether the current 
degree of investor complacency can be maintained.” He notes that: “Almost every 

asset class is highly priced by historical standards at a time when the precarious geo-
political situation in the Middle East and Russia could undermine the fragile economic 
recovery which central bank policy has helped bring about.”  
 
 
 


