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OVERBERG MARKET REPORT 
Week ending 26th September 2014 
 

   
GLOBAL 
 

 The World Trade Organisation (WTO) reduced its forecast for world trade growth in 

2014 to 3.1% down from its previous forecast of 4.7% made in April. Its forecast for 
2015 has been reduced from 5.3% to 4%. In the report the WTO said risks to the 
forecast remain predominantly to the downside due to the uneven nature of global 
economic growth and the rise in geopolitical tensions. While exports were generally 
lackluster in the first half of 2014 Asia was the standout, recording the fastest export 
growth in the first half of 2014 with a year-on-year rise of 4.2%. Increases in world 

trade are being led by emerging economies: Exports from emerging economies 
increased in July by 3.3% month-on-month well ahead of the 1.4% increase in world 
trade.  

 The Bloomberg commodity price index has fallen sharply over the past two months to 
its lowest level since 2010. Although the drop is raising anxiety over a slowdown in 
global growth, most of the decline in the commodity index is attributed to a 
strengthening in the US dollar. After adjusting for movements in the dollar the decline 

in the commodity index since the start of the year is far more modest. Moreover, the 
key culprits in the commodity index decline are agricultural prices and oil prices. The 
reduction in these prices is due more to a boom in supply rather than a fall in demand, 
and lower prices should have a positive effect on global economic growth. 

 
 
NORTH AMERICA  

 
 US durable goods orders fell in August by -18.2% month-on-month. However, the 

decline is attributed to the volatile transportation component and only amounts to a 
partial reversal of July’s 22.5% increase following Boeing’s unusually large order. Non-
defence capital goods orders excluding aircraft, which is a more meaningful measure 
of business investment, increased a solid 0.6% on the month compared with a -0.2% 

decline in July and a large 5.4% increase in June. The three-month-on-three-month 
annualised growth rate increased to 17.2% in August the fastest pace in over a year. 

Business investment is key to the sustainability of the US economic recovery.  
 US new home sales increased in August by 18.0% month-on-month to an annual rate 

of 504,000 marking the biggest one-month jump since 1992 and the highest level of 
sales since May 2008. Given the rising pace of sales the inventory of new homes fell 
from 5.6 months’ supply at the current sales rate to 4.8 months pointing to a 

tightening housing market. The report follows the National Association of Home 
Builders (NAHB) survey which shows the home-builder optimism index increased from 
55 in August to 59 in September its highest level since 2005 and well above the 
expansionary 50 level.  

 While the Federal Reserve is continuing to “taper” its quantitative easing programme 
of monthly asset purchases the US M2 measure of broad money supply is still 
increasing at a healthy rate. Growth in M2 money supply declined only slightly from 

6.7% year-on-year in July to 6.5% in August still comparing favourably with the 6.1% 
and 6.3% expansion earlier in the year in March and April. Growth in bank lending is 

gaining momentum rising from 5.0% year-on-year in June, and 5.5% in July, to 6.3% 
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in August, well above the 2.1% rate in January this year, and exceeding the long-term 
1960-2013 average of 5.5%. At the same time household balance sheets remain 
healthy with total household debt as a percentage of disposable income edging lower 
to 107.5% in August the lowest in ten years and well below its 2008 peak of 135%.  

 In a research note economists at the Cleveland Federal Reserve Bank, William Bednar 
and Edward Knotek, cited the influence of low global inflation on US domestic inflation: 

“Persistently low inflation rates throughout much of the last year and a half suggest 

that inflation continues to be weighed down by a variety of forces, even as the 
recovery in the US economy progresses.” The research suggests low inflation in the 
Eurozone and Japan will influence US inflation through low import prices especially in 
the context of a strengthening dollar.  

 
 

CHINA 
 

 The Conference Board’s Coincident Economic Index for China, which measures current 
activity, was unchanged in August confirming the current loss in economic momentum. 
Moreover, the Leading Economic Index (LEI) increased in August by just 0.7% a 
marked slowdown from 1.2% in July and 1.3% in June indicating further loss in 
momentum over the next six months. According to Andrew Polk, resident economist at 

the Conference Board China Center in Beijing: “The monthly growth in the LEI for 
China slowed markedly in August as real estate activity weakened and consumer 
expectations fell again… Targeted policy measures may provide some support in the 
fourth quarter but the LEI does not point to a sustained pick-up in the economy 
anytime soon.” 

 Rumours are circulating that China’s long-serving central bank governor Zhou 
Xiaochuan, who has held the position since 2002, is about to be replaced. There is a 

debate in government circles between those who believe the government and central 
bank should do more to stimulate the slowing economy, and those who feel lower 
growth rates are required to reduce the economy’s reliance on credit-fuelled 
infrastructure spending. Zhou is an avid reformer keen to wean China from easy credit 
but is facing opposition from government factions which are wavering in their 
commitment to economic reform. If Zhou is replaced this could usher-in an increase in 

monetary stimulus.   
 

 
JAPAN  
 

 Japan’s consumer price inflation (CPI) has been decelerating on a year-on-year basis 
as the effect of the April sales tax increase dissipates, falling from 3.7% in May, to 

3.6% in June, 3.4% in July and 3.3% in August. The month-on-month data is even 
more telling, reducing over the same months: 0.5%, 0.2%, 0.1% and 0.0% in August. 
The Bank of Japan’s (BOJ) preferred measure, CPI excluding fresh food reduced on a 
month-on-month basis from 0.2% in July to -0.2% in August. While the BOJ maintains 
its view that CPI will reach its 2% target the latest data suggests otherwise. The BOJ 
will be under increasing pressure to increase the scale of its quantitative easing (QE) 
programme if the inflation target is not met, which would have positive implications for 

the equity market.  
 For consumer price inflation to meet the Bank of Japan’s 2% target on a sustainable 

basis there needs to be wage inflation. However, recent data point to a slackening in 



 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07.  

Directors: Nick Downing, Gielie Fourie, Brett Birkenstock. 

the labour market which may undermine the prospects for wage growth. The 
unemployment rate increased from 3.5% in May to 3.8% in July while overtime hours 
worked has been falling steadily over the past four months. Furthermore, the job-to-
applicant ratio failed to increase in July for the first time in two years. Labour market 
prospects have a strong bearing on the future direction of monetary policy with the 
current softening in conditions strengthening the case for increased monetary 

stimulus. 

 
 
EUROPE 
 

 The composite Eurozone purchasing managers’ index (PMI), measuring conditions in 
both service and manufacturing sectors, declined from 52.5 in August to 52.3 in 

September the lowest in nine months. Although above the key 50 level which signals 
expansion, the data is consistent with only mild GDP growth in the 3rd quarter of 
around 0.2-0.3% quarter-on-quarter. The manufacturing PMI fell to 50.5 the lowest in 
over a year while the composite forward-looking new orders index also fell to its 
lowest level in a year suggesting the outlook is unlikely to brighten in the near-term. 
France’s composite PMI fell further below the key 50 level from 49.5 to 49.1 signaling 
a GDP contraction in the Eurozone’s 2nd largest economy.  

 Year-on-year growth in the Eurozone’s broad money supply improved slightly from 
1.8% in July to 2.0% in August. However, lending to the private sector continued to 
contract, by -0.9% on the year with the 0.5% increase in lending to households more 
than offset by a -2.0% contraction in business lending. Lackluster monetary data 
coupled with last week’s poor demand for the ECB’s Long-Term Refinancing Operation 
suggests little appetite for lending and little appetite for loans. Faced with the threat of 
deflation the ECB will remain under pressure to launch a full-blown quantitative easing 

programme. 
 Germany’s Ifo Business Climate Survey Index decreased for a fifth straight month 

from 106.3 in August to 104.7 in September well below the 105.8 consensus forecast. 
The data is consistent with very mild annualised GDP growth of 0-1.0% substantially 
lower than projections of 2-3% at the start of the year. The current situation index 
declined from 111.1 to 110.5 while the forward-looking expectations index suffered a 

sharper drop from 101.7 to 99.3 the lowest since December 2012 indicating a weak 
outlook over coming months. The data suggests the ECB’s recent interest rate cut and 

Long-Term Refinancing Operation have provided little respite for the Eurozone’s 
largest economy, adding extra weight to calls for additional monetary stimulus.  
 

 
FAR EAST AND EMERGING MARKETS  

 
 Growth in Taiwan’s industrial production increased from 6.08% year-on-year in July to 

7.03% in August beating the 6.6% consensus forecast. Momentum is building with the 
three-month-on-three-month annualised rate of growth in industrial production rising 
from 10.3% in June to 11.9% in July, and 14.6% in August the fastest pace in three 
years. Strength in industrial production remains broad-based across product 
categories supported by strengthening external demand especially from the US as well 

as improving domestic demand. The central bank’s recent money market operations 
and draining of liquidity in the banking system signals a rising confidence in the 

sustainability of the economy’s recovery.  
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SOUTH AFRICA 
 

 The most likely candidates to replace Gill Marcus as Governor of the SA Reserve Bank 
(SARB) are the two Deputy Governors Daniel Mminele and Lesetja Kganyago. Both are 

well qualified and would likely adopt prudent monetary policy. In recent speeches both 

candidates stressed the need to gradually tighten monetary policy to address the 
deteriorating inflation outlook and current account deficit. The risk is that President 
Zuma will be tempted to appoint a more “dovish” less qualified candidate in order to 
surpress interest rates and boost the flagging economy. This outcome would have 
serious ramifications for bond yields, the long-term inflation outlook and the Rand. 
Whoever is appointed as the new Governor will likely take over when Marcus’ contract 

expires in November.  
 Producer price inflation (PPI) eased from 8.0% year-on-year in July to 7.2% in August 

lower than the 7.7% consensus forecast in spite of inflation for electricity and water 
edging up from 7.8% to 8.6%. PPI is likely to moderate further in coming months 
helped by a decline in global food and energy prices, although a continued 
depreciation in the Rand may jeopardise this benign inflation outlook. Although the PPI 
data is a welcome surprise and although economic growth remains weak the SA 

Reserve Bank is likely to remain on its interest rate tightening path with a further 25 
basis point rate hike expected in November. The benchmark repo rate, currently at 
5.75%, is expected to reach 7.0% by end 2015.  

 
 
KEY MARKET INDICATORS 
 

Due to a problem with drawing data from I-Net Bridge, we are unable to update the market 
indicators which still show last week’s levels. We apologise for any inconvenience caused. 
 
   YEAR TO DATE %  
 
JSE All Share  +11.44 

JSE Fini 15  +17.87 
JSE Indi 25  +12.00 

JSE Resi 20  +8.13 
R/$   - 6.53 
R/€   +0.86 
S&P 500  +8.82 
Nikkei   - 1.37 

Hang Seng  +3.70 
FTSE 100  +1.04 
DAX   +2.58 
CAC 40   +3.93 
MSCI Emerging  +5.35 
MSCI World  +4.92 
 

 
TECHNICAL ANALYSIS 
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 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. 

 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 $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.   
 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.  

 
 

BOTTOM LINE 
 

 South Africa’s current account deficit has ballooned in recent years from 1.5% of GDP 
in 2011 to 6.2% of GDP in the 2nd quarter 2014. SA has one of the of the largest 
current account deficits among emerging market economies, making the Rand 

especially vulnerable to a normalisation in US monetary policy. 
 Capital flowing into SA had been rising over the past three years accommodating the 

increasing current account deficit. However, SA is especially vulnerable to a reversal of 
capital inflows.  

 Foreign direct investment (FDI) into SA had been driven by the boom in commodities. 
Unfortunately the boom is rapidly unwinding due to slowing commodity demand from 
China. Meanwhile government policy uncertainty and labour unrest is providing an 

added headwind to FDI.  
 As a result of expected reductions in FDI, SA will become increasingly dependent on 

portfolio inflows which can be more easily reversed. Moreover, most portfolio inflows 
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in the recent past have been into SA’s bond markets which are more susceptible than 
equity markets to changes in US interest rates.  

 Foreigners now own 40% of SA’s domestic bonds up from 20% at the start of 2011. A 
tightening in US monetary policy could trigger a retreat by foreigners from SA’s bond 
markets, in turn leading to a sharp depreciation in the Rand and a spike in imported 
inflation.  

 


