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OVERBERG MARKET REPORT 
Week ending 12th September 2014 
 

   
NORTH AMERICA  
 

 US non-farm payrolls increased in August by 142,000 substantially below the 230,000 

consensus forecast. The July and August payroll numbers show a distinct slowing in 
the pace of employment growth compared with the 2nd quarter (Q2) average. The 
increase in hours worked has also slowed rising at a 2.2% annual rate so far in Q3 
compared with 3.8% in Q2. However, although the payroll increase shows a loss in 
momentum it is still enough to keep the unemployment on a downward path. Given 
current demographic trends a monthly payroll increase of around 100,000 is sufficient 

to maintain the unemployment at its current level. 
 The National Federation of Independent Business (NFIB) Small Business Optimism 

Index increased from 95.7 in July to 96.1 in August. The net share of small firms 
reporting that jobs are hard to fill increased from 24% to 26%, which is consistent 
with the unemployment rate falling from the current 6.1% to less than 5.5%. The 
strong reading appears to contradict August’s unexpectedly weak non-farm payroll 
increase which suggests it may have been a temporary aberration rather than the 

start of a prolonged slowdown.  
 According to the Federal Reserve’s Beige Book anecdotal summary of economic 

conditions all 12 Federal Reserve districts continue to enjoy economic expansion. The 
report portrays broad-based optimism over future growth. Notably: Strong loan 
demand was recorded with consumer credit growth led by auto demand, and business 
credit growth led by the industrial and manufacturing sectors. At the same time loan 
delinquency is falling leading to an improvement in credit quality. The energy sector 

showed strong activity with oil and gas production continuing to increase from already 
high levels. While a slowdown in residential mortgage demand was noted the overall 
report confirms a sustainable economic upswing.  

 
 
CHINA 

 
 China’s monthly trade surplus increased from $47.4 billion in July to $49.8 billion in 

August a new record high. The increased surplus is attributed to a further decline in 
imports which contracted on a year-on-year basis by -2.4% well below the consensus 
forecast for a +3.0% increase. The decline in imports is largely due to the slowdown in 
the property market and decrease in investment spending, in turn impacting the 
demand for raw materials. With little sign of a turnaround in the property sector the 

demand for raw materials is likely to remain weak over coming months. 
 China’s consumer price inflation (CPI) eased from 2.3% year-on-year in July to 2.0% 

in August the lowest in 4 months and below the 2.2% consensus forecast. The decline 
is attributed to a drop in food price inflation from 3.6% to 3.0%, and lower fuel prices. 
However, core CPI which excludes food and energy prices, also fell slightly from 1.7% 
to 1.6% well below the government’s 3.5% target. The data raised deflationary fears, 
especially with producer price inflation (PPI) decelerating from -0.9% to -1.2%. PPI 

has been negative for 30 consecutive months signaling over-capacity in China’s 
factories. On a month-on-month basis PPI declined -0.2% after falling -0.1% the 

previous month.  
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 China’s credit expansion continued to slow with growth in overall outstanding credit 
falling from 15.9% year-on-year in July to 15.1% in August. Although faster than most 
economies this is slow by China’s standards marking the slowest pace of credit growth 
since 2005. Premier Li Keqiang’s comments at the World Economic Forum in Tianjin, 
that China can no longer rely on rapid credit expansion to drive growth, suggest the 
data is unlikely to prompt monetary easing. Authorities remain steadfast in their 

commitment to rebalance the economy away from investment spending towards 

household expenditure.  
 
 
JAPAN  
 

 The government’s latest Business Outlook Survey (BOS), which measures the outlook 

for business conditions 6-months ahead, rebounded strongly in the 3rd quarter (Q3). 
The index for business conditions of large companies across all industries increased 
from -14.6 in Q2 to +11.1 in Q3. The manufacturing sector index increased by a 
similar amount from -13.9 to +12.7. The data is consistent with a recovery in GDP in 
the 2nd half of the year of around 4% annualised.  

 The Bank of Japan (BOJ) forecasts core consumer price inflation (CPI), excluding the 
effects of the sales tax increase in April, will measure +1.3% this fiscal year, rising to 

+1.9% in fiscal 2015 and +2.1% in 2016, successfully meeting the BOJ’s 2% forecast. 
The central bank expects CPI to accelerate towards year-end on the back of a 
recovering economy and continued tight labour market conditions. However, most 
economists are skeptical that CPI will rise as quickly as projected: Japan’s corporate 
goods price inflation (CGPI), excluding the sales tax effect, decelerated from +1.4% in 
July to +1.1% in August, well down from +2.4% at the start of the year. On a month-
on-month basis CGPI fell -0.2% in August. The BOJ will be under increased pressure to 

increase the scale of its quantitative easing programme if inflation targets are not met. 
A further loosening in monetary policy should lead to an outperformance by Japanese 
equities.  
 

 
EUROPE 

 
 The final estimate of Eurozone GDP confirms zero growth in the 2nd quarter (Q2) and 

the weakening in recent survey data signals the likelihood of meagre growth at best in 
Q3. August purchasing managers’ indices (PMIs) suggest economic contraction in 
France and Italy, a loss in growth momentum in Germany but improved growth in 
Spain. Although the French and Italian governments have recently shown greater 
determination in implementing reforms both countries face significant domestic 

resistance to change. Meanwhile, economic sanctions emanating from the Ukraine 
crisis will add further uncertainty to Eurozone growth prospects in the 2nd half of the 
year. 

 Germany’s industrial production grew in July by a surprisingly robust 1.9% month-on-
month well above the 0.4% consensus forecast, up strongly from June’s 0.4% growth 
and the 0.3% average during the 2nd quarter (Q2). Manufacturing activity was 
significantly stronger with a gain of 2.6%. The data is consistent with Q3 GDP growth 

of around 0.3% quarter-on-quarter although declines in Germany’s recent purchasing 
managers’ indices suggest this forecast may be too optimistic. 
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 Denmark’s Nationalbank cut its deposit rate, at which the country’s banks deposit 
excess reserves with the central bank, by 10 basis points from +0.05% to -0.05%. 
The move is aimed at preventing the Danish krone from appreciating against the euro 
following the ECB’s decision last week to lower its deposit rate from -0.1% to -0.2%. 
The Danish economy is already suffering its own deflationary threat with GDP 
contracting -0.3% in the 2nd quarter. Interest rates are already so low in Denmark that 

the yield on a 30-year fixed rate mortgage bond is just 2.5%.  

 
 

UNITED KINGDOM 
 

 Following its temporary slump in May and June UK industrial production rebounded in 
July with a month-on-month increase of 0.5% stronger than the 0.2% consensus 

forecast. On a year-on-year basis growth increased from 1.2% in June to 1.7% in July. 
The outlook for the remainder of the year has also brightened with sterling’s recent 
depreciation from £/$1.70 to £/$1.62 in the past 6 weeks likely to increase the 
competitiveness of the economy’s industrial sector. The data coupled with strong 
survey feedback from the service sector suggests the rapid pace of GDP growth will 
continue in the 2nd half of the year.  

 A YouGov opinion poll showed the “Yes” vote for Scottish independence exceeding the 

“No” vote for the first time with less than 10 days to go before the referendum on 18th 
September. If the “Yes” vote takes the majority a lengthy period of uncertainty would 
follow regarding key issues such as the allocation of public debt, the regulation of 
Scottish banks and changes to the currency regime. The “divorce”, although amicable, 
would impact sterling-denominated assets and the currency. However, while polls 
show a growing probability of a “Yes” vote this outcome is still unlikely: Independence 
referenda across various countries reveals a clear pattern of last minute vote changes 

towards maintaining the status quo.  
  

 
FAR EAST AND EMERGING MARKETS  
 

 The World Economic Forum annual Global Competitiveness Report painted a positive 

outlook for emerging markets. Of the 23 countries included in the MSCI Emerging 
Markets Index, 14 increased their Global Competitiveness Index (GCI) score. The GCI 

score measures a country’s progress in implementing structural reforms. In the past 
equity market returns have tended to be higher in countries with rising GCI scores, 
reflecting improved economic growth and reduced investment risks. The report bodes 
well for emerging market equities, which have outperformed developed markets since 
the start of July. Based on more attractive valuations than developed equity markets 

and better economic growth prospects the outperformance by emerging markets is 
expected to continue over the next 2-3 years.  
 
 

SOUTH AFRICA 
 

 SA’s current account deficit deteriorated from 4.5% of GDP in the 1st quarter (Q1) to 

6.2% in Q2 far worse than the 5.5% consensus forecast. The rising deficit is attributed 
to a slump in exports due to strike activity in the mining sector with commodity 

exports falling in Q2 by 10% year-on-year. While mining output should recover in the 
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2nd half of the year there is always a risk that strike activity will resume. At the same 
time the slowdown in China’s growth and demand for commodities will put pressure on 
raw material prices. Unfortunately the current account deficit is increasingly funded by 
portfolio flows rather than foreign direct investment and therefore more prone to 
sudden reversals. The elevated current account deficit and its short-term funding 
make the rand vulnerable to further declines.  

 The SA Reserve Bank Quarterly Bulletin reports that household spending growth 

slowed in the 2nd quarter (Q2) to 1.5% quarter-on-quarter the weakest since 2009 due 
to continued inflationary pressure on household disposable income. Fixed investment 
increased by just 0.5% on the quarter the weakest since 2010: Private sector 
investment fell -1.1% although encouragingly government’s investment increased a 
robust 8.7% on the quarter signaling further implementation of the bold infrastructure 
spending programme. 

 SA’s mining production fell in July by -7.7% year-on-year following declines of -6.2% 
in May and -5.4% in June. Although the platinum strikes officially ended in June delays 
in resuming full production caused platinum output to fall -45.2% on the year. Other 
sectors suffering declines were copper with a fall of -15.9%, gold with -14.6% and 
diamonds with -10.0%. By contrast iron ore production increased strongly by 31.1% 
reaching an all-time record. While some improvement is expected over coming months 
as the platinum sector resumes normal production the mining sector is beset with the 

ever-present risk of further strike action.  
 SA’s manufacturing production fell sharply in July by -7.9% year-on-year marking the 

biggest decline in almost 5 years. The fall is attributed to the 4-week long strike in the 
metals and engineering sector hence the declines of -29% in the production of motor 
vehicles and parts, and -20.4% in metal products and machinery. However, with the 
metals strike officially ended there should be an overall recovery in manufacturing 
production in the 2nd half of the year, supported by a normalisation of mining demand 

and improved export growth. 
 The RMB/BER business confidence index increased from 41 in the 2nd quarter (Q2) to 

46 in Q3 its strongest level since Q2 2013. Although a marked improvement the index 
remains below the key 50 level which shows the majority of respondents are still 
dissatisfied with business conditions. Of the 5 business sectors monitored in the 
survey 4 reported improved confidence including manufacturing, building contractors, 

retail, and wholesale while the 5th sector the motor trade reported a decline in 
confidence. Overall, the survey signals a modest improvement in economic 

momentum.  
 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +10.75 
JSE Fini 15  +16.34 
JSE Indi 25  +11.09 
JSE Resi 20  +7.43 
R/$   - 5.61 

R/€   +1.81 
S&P 500  +8.07 

Nikkei   - 2.35 
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Hang Seng  +5.82 
FTSE 100  +0.75 
DAX   +1.46 
CAC 40   +3.37 
MSCI Emerging  +6.66 
MSCI World  +4.57 

 

 
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.   

 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 
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 
 

 A big surprise this year has been the decline in the oil price. Under normal 
circumstances the growing geopolitical risk in the Middle East and Ukraine would have 
added a risk premium to the oil price of around $10-20 per barrel. Yet, in spite of a 
growing world economy and rising global demand for oil, the oil price has dropped 

around $10 per barrel over the past 2 months with Brent hovering close to the key 

$100 per barrel level. 
 A low oil price is good news for industrial input costs and will help companies maintain 

profit margins. A low oil price is also good news for consumers and with consumer 
expenditure accounting for around two-thirds of GDP in developed economies, is 
excellent news for GDP growth. 

 Being disinflationary, a low oil price should allow for accommodative monetary policy 

raising the likelihood that the ECB will initiate quantitative easing. The probability of 
the Bank of Japan increasing its existing QE programme also rises. Meanwhile, the 
Federal Reserve and Bank of England both expected to start hiking interest rates early 
next year, may do so at a more measured pace than previously expected. 

 The oil price decline is attributed to the large increase in global supply, stemming 
mainly from the continuing surge in US shale production. The Energy Information 
Agency (EIA) recently raised its forecast for US oil production: Production has already 

increased from 9.5 million to 12.5 million barrels per day between the start of 2012 to 
date, and projected to exceed 14 million barrels by the end of next year. 

 As a result of ample supply the oil price is expected to fall further, with Brent oil 
forecast to fall to around $90 per barrel by the end of 2015 even if geopolitical risk 
rises or world economic growth accelerates. 
 


