
 

 

OVERBERG MARKET REPORT 

Week ending 6th March 2015 

 

NORTH AMERICA  

 US fourth quarter (Q4) GDP was revised lower from the initial estimate of 2.6% quarter-on-

quarter annualised to 2.2%. The main culprit was a higher than expected trade deficit as a 

result of dollar strength and rising consumer demand, which trimmed 1.2 percentage point 

from GDP growth. Encouragingly however, several areas of business investment were 

revised upwards. Growth in structures investment was revised upwards from 2.6% to 5.0% 

and intellectual property investment from 7.1% to a robust 10.9%. The data indicates 

investment spending is gaining momentum into 2015 and in the context of continued strong 

consumer demand should herald respectable GDP growth in 2015 of around 2.5-3.0%. The 

only detractor is likely to be the strengthening US dollar, which will exacerbate the trade 

deficit.  

 The ADP National Employment Report shows US private sector payrolls increased in 

February by 212,000 slightly below the 220,000 consensus forecast. However, the previous 

month’s figure was revised sharply upwards from 213,000 to 250,000. According to Mark 

Zandi chief economist of Moody’s Analytics, which jointly develops the ADP data: “Job 

growth is strong, but slowing from the torrid pace of recent weeks.” The ADP report comes 

ahead of today’s Labour Department non-farm payroll report, which according to consensus 

forecast will show an increase of 240,000 in February down from 257,000 in January. The 

employment rate is expected decline from 5.7% to 5.6%.  

 The US Institute for Supply Management (ISM) index, measuring activity in the non-

manufacturing sector, increased slightly from 56.7 in January to 56.9 in February well 

above the key 50 level which demarcates expansion from contraction. While the business 

activity index fell from 61.5 to 59.4 and the new orders index from 59.5 to 56.7 they 

remain consistent with a solid apace of expansion. The employment index increased sharply 

from 51.6 to 56.4 and new export orders also gained from 52.5 to 53. The data indicates 

continued strong momentum in services sector growth and employment. 

 The Federal Reserve’s Beige Book, an anecdotal assessment of the 12 Federal Reserve 

districts, confirmed that economic activity continues to expand across most regions. 

Consumer spending expanded in most regions with increased automobile sales signaling 

solid consumer confidence. Services sector activity was mixed although manufacturing 

activity increased across the board. Housing and construction activity varied across regions 

due to weather disruptions, but low inventory levels suggests growing pent-up demand. 

Credit conditions were broadly positive with loan demand increasing in all districts. Lastly, 



 

 

wage pressures were moderate in spite of either stable or rising employment across all 

districts. The Beige Book confirms a continuing improvement in the overall health of the US 

economy. 

 US real disposable income increased in January by a robust 0.9% month-on-month and real 

personal spending was up 0.3%, helped by a month-on-month decline in headline inflation 

of -0.5%, which in turn was induced by a -10.4% fall in energy prices. However, the benefit 

of lower energy prices is gradually dissipating with the three-month annualised change in 

real personal consumption expenditure falling from 4.7% in October to 3.3% in January. 

While current data on real disposable income and personal expenditure is strongly positive, 

the boost from lower energy prices and lower inflation will likely be transitory.  

 

CHINA 

 On the first day of China’s annual National People’s Congress Premier Li Keiqang lowered 

the economy’s growth forecast for the year ahead from 7.5% to 7.0% the lowest economic 

growth target in 15 years. Li said: “The difficulties we are to encounter in the year ahead 

may be even more formidable than those of last year…. China’s economic growth model 

remains inefficient: our capacity for innovation is insufficient, overcapacity is a pronounced 

problem, and the foundation of agriculture is weak.” The address confirmed a commitment 

to rebalancing the economy away from investment spending towards consumer-led growth. 

Li said priorities included reforms of state-owned enterprises and de-regulating the banking 

system and financial markets.  

 The People’s Bank of China (PBOC) cut its benchmark lending and deposit interest rates by 

25 basis points to 5.35% and 2.5% in response to rising deflation risks and subdued economic 

activity. The rate cut marks the first this year and is unlikely to be the last: Real interest 

rates have risen by 300 basis points since 2011 due to the steady decline in consumer price 

inflation, which suggests significant scope for further monetary easing.  

EUROPE 

 Following the ECB’s governing council meeting central bank president Mario Draghi provided 

an upbeat assessment of the Eurozone economy. The ECB lifted its Eurozone GDP growth 

forecasts to 1.5% for 2015, 1.9% for 2016, and 2.1% for 2017, well above its projections 

three months ago. Inflation is forecast to approach zero in 2015 but return to the ECB’s 

target of below but close to 2% by 2017. Draghi said: “Borrowing conditions for firms and 

households have improved considerably”, adding that although the ECB’s quantitative 

easing (QE) programme only begins at the start of next week, the announcement of QE had 

already triggered a sharp improvement in the financial climate.  



 

 

 Eurozone preliminary consumer price inflation (CPI) data shows CPI increased from -0.6% 

year-on-year in January to -0.3% in February, above the -0.4% consensus forecast. Core CPI, 

excluding traditional volatile food and energy prices, remained unchanged at +0.6%. The 

data suggests the immediate threat of deflation is diminishing especially as oil prices have 

increased by around 23% in euro terms since January. Importantly, inflation expectations 

are rising: The closely watched 5-year inflation swap rate, which measures the markets’ 

expected inflation rate in five years’ time, increased on Thursday to 1.76% the highest 

since early December. The ECB forecasts annual CPI will be zero in 2015, rising to 1.5% in 

2016 and 1.8% in 2017. 

 Eurozone retail sales surged in January by 1.1% month-on-month much stronger than 

expected and the biggest monthly increase since May 2013. Retail sales have increased for 

four straight months lifting the year-on-year growth rate to 3.7%. The data suggests that 

disinflation is having a beneficial effect on consumer behaviour rather than delaying 

consumer purchases. Recent increases in consumer confidence suggest household 

expenditure will continue to gain momentum in the months ahead.  

 Switzerland’s GDP grew in the fourth quarter (Q4) 2014 by 0.6% quarter-on-quarter, which 

although slower than the previous month’s 0.7% was well above the 0.3% consensus 

forecast. For 2014 as a whole GDP grew by 1.9% considerably better than the Eurozone’s 

0.9%. However the strength of the Swiss franc, which gained around 20% after the Swiss 

national Bank abandoned its currency peg in January, will put a brake on GDP growth 

especially via a reduced export balance. Swiss GDP growth is likely to slow from 1.9% in 

2014 to around 1.0% in 2015 and 0.5% in 2016 with a sharp decline in import prices adding 

further to deflationary pressures.  

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) kept its quantitative easing programme unchanged 

at £375 billion and its benchmark interest rate unchanged at 0.5%. The interest rate has 

remained unchanged for six full years since March 2009. The future direction of interest 

rates is likely to be guided by inflation which in January fell from 0.5% to 0.3% and likely to 

fall into negative territory for a brief period. However, there is so far little risk of deflation 

becoming entrenched. While expectations for inflation in the year ahead have eased 

household’s medium-term expectations have remained stable. BOE governor Marc Carney 

addressed the risk of deflation by stating that the central bank would lower interest rates 

to a new record low should prices remain flat for longer than predicted.  

 Although the UK services sector purchasing managers’ index (PMI) unexpectedly declined 

from 57.2 in January to 56.7 in February the manufacturing PMI increased from 53.1 to 



 

 

54.1. The composite PMI, which combines the services, manufacturing and construction 

sectors, held steady at 56.7 unchanged from the previous month. Encouragingly, the 

forward-looking composite new orders index gained from 57.5 to 57.7 and the composite 

employment index from 56.4 to 56.7. Overall, the PMI indices remain solid and well above 

the key 50 level which demarcates expansion from contraction, indicating steady to 

improving economic momentum in the months ahead.  

 The Nationwide house price index fell in February by -0.1% month-on-month. Following the 

base effect of strong gains a year ago the annual rate of house price growth has also 

declined to 5.7% the lowest since September 2013. However, falling mortgage interest rates 

which fell to a record low of 2.8% helped mortgage approvals increase for a second straight 

month, suggesting a recovery in house prices in the months ahead. Increasing real incomes 

and rising consumer confidence should add a further boost to housing prices. 

 

FAR EAST AND EMERGING MARKETS  

 The Reserve Bank of India (RBI) unexpectedly cut its benchmark interest rate by 25 basis 

points to 7.5% citing weakness in certain parts of the economy and favourable inflation 

figures. The rate cut was made in an unscheduled meeting and comes soon after a similar 

rate cut in January. RBI governor Raghuram Rajan said: “Disinflation is evolving along the 

path set out by the Reserve Bank in January 2014 and, in fact, at a faster pace than earlier 

envisaged.” Helped by the fall in oil and commodity prices, consumer price inflation has 

fallen to 5.1% well below the RBI’s goal of below 8%. While inflation and interest rates are 

declining economic growth is gaining momentum: the government forecasts GDP will 

expand 7.4% in the year ending March 2015, placing India’s economy in an enviable sweet 

spot.  

 South Korea’s consumer price inflation decelerated sharply from 0.8% year-on-year in 

December and January to 0.5% in February, well below the 0.7% consensus forecast. The 

decline is attributed to lower oil prices with gasoline prices declining -7.0% month-on-

month. However, the deflationary impact of lower oil prices is starting to dissipate with 

gasoline prices already up over 4% from their low. Moreover, consumer confidence is rising 

which suggests that Korea’s low inflationary readings reflect the good kind rather than bad 

kind of disinflation.  

 Taiwan’s industrial production growth continued accelerating on a year-on-year basis from 

6.8% in November, to 7.8% in December and 8.1% in January. Production of PC and optical 

equipment led the pack with a year-on-year increase of 27.8%, followed by semi-conductors 

with 17.3%, machinery production with 14.4%, and auto parts with 13.6%. Taiwan is one of 

the largest beneficiaries of the US investment cycle, which bodes well for the coming 



 

 

months. Recent lead indicators such as the manufacturing purchasing managers’ index, 

which increased in both January and February, suggest the outlook is brightening.  

 The National Bank of Poland (NBP) cut its benchmark interest rate by a larger than 

expected 50 basis points to 1.50% in order to curb deflation and to prevent excessive zloty 

currency gains ahead of the ECB’s quantitative easing programme. The NBP’s governor 

Marek Belka said: “If a major currency… is subject to quantitative easing at a significant 

scale, then one can expect appreciation pressure at currencies surrounding the euro.” 

Poland has cut its benchmark interest rate by a 325 basis points since late 2012. Poland is 

experiencing an unusual combination of -1.3% negative consumer price inflation at the 

same time as robust economic growth, forecast by the government to be 3.5% in 2015.  

 

 

SOUTH AFRICA 

 SA’s manufacturing purchasing managers’ index (PMI) fell sharply from 54.2 in January to 

47.6 in February, back into sub-50 contractionary territory. The decline was far worse than 

expected, more than reversing the strong gain in January. Among the sub-indices the 

business activity index fell from 61.7 to 45.5 and the forward-looking new orders index 

from 53.7 to 49.3. The data indicates a subdued start to the year, largely attributed to 

electricity power outages. However, Eskom’s announcement that Unit 6 of Medupi power 

station is now producing electricity should go towards alleviating energy supply constraints 

and relieving business confidence. 

 SA recorded a much larger than expected trade deficit in January of –R24.2 billion 

substantially above the –R7.8 billion consensus forecast. This marks the highest trade 

deficit since the current data series began in 2010 due to a combined -23.1% month-on-

month decline in exports and 13.3% increase in imports. Exports of precious minerals fell by 

-35.4% on the month and exports of other minerals by -19.4% indicating the negative impact 

of lower commodity prices. Vehicle exports also fell sharply by -27.3% attributed to 

production declines as a result of electricity load shedding. The sizeable trade deficit is 

especially disappointing given the boost that had been expected from a lower oil import 

bill. Oil imports comprise around a fifth of all imports.  

 Growth in SA’s private sector credit extension (PSCE) accelerated from 8.6% year-on-year in 

December to 9.2% in January the fastest pace in six months. However, household credit 

growth remained lackluster at just 3.5% with instalment sales credit slowing to 6.1% the 

weakest in five years. Meanwhile, corporate credit growth accelerated to 15.4% the fastest 

in six months. Robust corporate credit growth seems at odds with weak domestic fixed 



 

 

investment spending and is probably explained by domestic borrowing for investment into 

the rest of Africa.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.06 

JSE Fini 15  + 8.67 

JSE Indi 25  + 7.48 

JSE Resi 20  + 4.58 

R/$   - 3.27 

R/€   + 7.23 

R/£   - 0.47 

S&P 500  + 2.05 

Nikkei   + 7.46 

Hang Seng  + 2.49 

FTSE 100  + 6.02 

DAX   + 17.32 

CAC 40   + 16.17 

MSCI Emerging  + 1.91 

MSCI World  + 3.16 

 

TECHNICAL ANALYSIS 

 The US dollar index is testing a major 30-year resistance line, which if broken will pave the 

way for further strong gains in the currency.  

 



 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. A break below the R/$ 10.80 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 has opened up a further depreciation in the rand to the R/$ 

12.15 level.  

 

 The long-term JPMorgan global bond index bull trend remains intact, with the yield 

targeting a new low during the fifth and final wave.  

 

 The US 10-year Treasury yield has broken below key resistance levels of 2.40% and 2.0% 

indicating a trading range of 1.70-2.2% over the medium-term. 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 resumed its bull trend breaking below key resistance 

at 7.80% targeting a low of 7.20%. 

 

 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 in the next few months. 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.  

 

 In the meantime the S&P 500 is displaying a bullish short-term pattern. The index is moving 

into an advanced triangle pattern which normally signals the continuation of an upward 

trend. If the S&P 500 breaks above resistance at 2070 a further upward move to 2150 is 

likely. This view is corroborated by the “downward flag” of the Dow Jones index, which is 

also associated with an upward break-out.  

 

 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. 

 

 Although enjoying a temporary respite Brent crude had previously broken below key 

support levels at $60 and $50 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 the 2011 low of $6,500 and key support of 

$6,000 suggesting a further downside move to $5,500.   



 

 

 

 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 has broken to new highs exceeding the 53,000 level for the first time 

indicating a continuation of the long-term upward trend.  

 

BOTTOM LINE 

 The shift by European central banks from zero interest rate policy (ZIRP) to negative 

interest rate policy (NIRP) has substantial implications for global financial markets. The ECB 

cut the interest rate it charges banks on excess reserves to -0.2% in December, Denmark 

has an equivalent rate to -0.75%, Switzerland also has -0.75%, while Sweden’s rate is even 

lower at -0.85%.  

 

 Negative bank reserve rates have pushed government bond yields in the same direction. 

Around a third of all European government bonds are trading at negative yields. Swiss yields 

are negative up to a maturity of nine years, German yields to six years, Danish yields to five 

and Swedish yields to four. The downward pressure on European bond yields will gather 

momentum once the ECB implements its quantitative easing (QE) programme next week, 

growing the monetary base by €60 trillion a month. 

 

 What are the implications of negative bond yields? Studies show that investors feel far 

greater pain from losses than they do elation from profits. Given that negative yielding 

bonds will be guaranteeing investors a loss (in contrast to their traditional “risk-free” 

status), there is likely to be a substantial flight to higher yielding asset classes and 

currencies. 

 

 A major beneficiary will be the US dollar, which by comparison with the euro is rapidly 

becoming a high-yielding currency. Global equities will also benefit from NIRP, in particular 

European equities. European equities will be especially responsive to the ECB’s QE policy 

due to the “home-bias” of investors and the benefit of a weakening currency on company 

earnings. Furthermore, European equities remain relatively inexpensive trading on a Shiller 

long-term price to earnings multiple of 16x compared with 27x for US equities.  

 


