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OVERBERG MARKET REPORT 
Week ending 3rd October 2014 
 

   
GLOBAL 
 

 The Barclays global manufacturing confidence index fell in September for a second 

straight month declining from 0.00 in August to -0.12 its lowest level since May. The 
forward-looking new orders index fell by a greater magnitude from -0.01 to -0.18 
signaling further deterioration in global industrial conditions over coming months. The 
fall in the global index is attributed to broad-based declines across most regions 
including the US, Eurozone and Japan while China made the largest negative 
contribution to the global index. Emerging economies also suffered setbacks in their 

manufacturing purchasing managers’ indices (PMI) with PMIs declining in India from 
52.4 to 51.0, in Taiwan from 56.1 to 53.3 and Korea from 50.3 to 48.8.  

 Global equity markets have come under pressure over the past month attributed to a 
loss in global economic momentum. There is also growing unease at the imminent 
expiry of the Federal Reserve’s quantitative easing (QE) programme. The Fed is set to 
announce the end of its asset purchase programme at the October policy meeting with 
monthly Treasury bond purchases declining from $15 billion per month to zero. 

However, the Bank of Japan remains committed to its own quantitative and qualitative 
easing programme (QQE) with asset purchases equivalent to around $50 billion per 
month. A rising probability that consumer price inflation will miss the BOJ’s 2% target 
suggests QQE will be increased further possibly as soon as January. At the same time 
the ECB is moving closer to launching its own full-blown QE programme to fend off the 
growing threat of deflation. The ECB’s monthly asset purchases may be announced as 
soon as December and could also amount to around $50 billion per month. In spite of 

the Fed’s absence from QE global monetary conditions are likely to remain extremely 
accommodative even in the context of the QE programmes of the past five years.  

 
 
NORTH AMERICA  
 

 The US Institute for Supply Management (ISM) manufacturing index fell from 59.0 in 
August to 56.6 in September well below the 58.5 consensus forecast although 

comfortably above the expansionary 50 level. While the production index increased 
slightly from 64.5 to 64.6 the forward-looking new orders index declined sharply from 
66.7 to 60.0 and the employment index from 58.1 to 54.6. The declines are attributed 
to rising geopolitical risks, the strength in the dollar and a slowdown in global 
economic growth. While slightly disappointing the data are nonetheless consistent with 

robust annualised growth in manufacturing of around 10% and in GDP of around 
3.5%.   

 According to the ADP survey US private sector payrolls increased by 213,000 in 
September up from 202,000 in August marking the sixth straight month in excess of 
200,000. Together with the recent decline in weekly initial jobless claims to the lowest 
level in 14 years, the data suggests a strong recovery in the official labour report due 
out on Friday. In last month’s labour report total non-farm payrolls increased by a 

much lower than expected 142,000 but should rebound to a respectable 215,000 in 
September although the unemployment rate is likely to remain unchanged at 6.1%.  
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 The S&P/ Case-Shiller US 20 City Home Price Index fell in July by -0.5% month-on-
month. On a year-on-year basis growth in the home price index for the whole nation 
slowed from 6.3% to 5.6% a sharp slowdown from the double-digit growth rates at 
the start of the year.  According to David Blitzer chairman of the index committee at 
S&P Dow Jones indices: “While the year-on-year figures are trending downward, home 
prices are still rising month-to-month although at a slower rate than what we are used 

to seeing over the past couple of years…. the slower pace of home price appreciation 

is consistent with most of the other housing data on housing starts and home sales.” 
 The Conference Board US consumer confidence index fell sharply from an upwardly 

revised 93.4 in August to 86.0 in September well below the 92.8 consensus forecast. 
The expectations index fell by a greater margin from 93.1 to 83.7. The decline is 
attributed to recent declines in the equity market and a slowdown in house price 
growth. However, the index in August was at its highest since October 2007 so some 

pull-back was inevitable. A recovery from current levels is also likely given the healthy 
labour market and the boost to disposable income from sharply lower gasoline prices. 
In the meantime banks’ household lending standards are relaxing amid a pick-up in 
credit demand which should ensure sustainable growth in consumption expenditure. 
Consumption expenditure accounts for around 70% of US GDP.  

 
 

CHINA 
 

 The People’s Bank of China announced a relaxation of its mortgage restrictions: People 
can now apply for a discounted mortgage loan for a second property provided they 
have paid off their initial mortgage. The central bank also eased mortgage restrictions 
on people buying a third property. The measures are aimed at shoring-up a flagging 
property market and mark a reversal of the restrictions which have been imposed over 

the past four years. However, the measures may be insufficient to boost the property 
market in the absence of monetary policy stimulus. At the same time there remains an 
excess in housing supply. The inventory of unsold new homes has ballooned from less 
than 3 million units at the end of 2011 to over 5.5 million currently.  

 China’s official manufacturing purchasing managers’ index (PMI) remained unchanged 
in September at 51.1 slightly above the 51.0 consensus forecast although barely 

above the expansionary 50 level. The forward-looking new orders index fell from 52.5 
to 52.2 with evidence that small companies in particular are facing difficulties and that 

the property market remains a constraint on growth. The official services sector PMI 
edged lower from 54.4 to 54.0 its lowest level since January and ominously the new 
orders index shrank from 50.0 to 49.5 its lowest level since December 2008, 
attributed to the cooling real estate sector. The housing market accounts for around 
15% of China’s GDP.  

 
 
JAPAN  
 

 The Bank of Japan’s quarterly Tankan Survey business sentiment index for 
manufacturing surprisingly increased from +12 in the second quarter (Q2) to +13 in 
Q3 above the +10 consensus forecast. However, the positive surprise was undermined 

by a steep fall in the services sector index from +19 to +13 well below the +17 
consensus forecast. Nonetheless the data contained several bright spots: There was 

little sign of the excessive build-up in inventories which had been tabled in the Q2 GDP 
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data. Capacity utilization was high and signals a further increase in business 
investment spending. Companies were also upbeat about earnings growth expecting 
profit margins to climb to a record high during the current financial year. At the same 
time labour shortages were at their highest in almost 20 years signaling improved 
chances for rising wage inflation. Wage inflation is a necessary precondition for a 
sustainable increase in consumer price inflation. 

 

 
EUROPE 
 

 Eurozone consumer price inflation (CPI) decelerated further from 0.4% year-on-year 
in August to 0.3% in September less than half its level at the start of the year and 
considerably below the ECB’s target of below but close to 2%. The core CPI rate which 

excludes food and energy prices also fell sharply from 0.9% to 0.7%. This is its lowest 
since the data series began in 1991 refuting the argument that the recent decline in 
inflation is attributed to lower oil prices. Inflation is expected to remain on a downward 
path exacerbated by anemic economic growth, elevated unemployment and almost 
non-existent wage growth. Some economists are forecasting sub-zero CPI in coming 
months which would almost certainly prompt the ECB to launch full-blown quantitative 
easing.   

 As expected the ECB kept its key interest rate unchanged at 0.05% and the deposit 
rate which banks earn on their surplus assets held at the central bank at -0.20%. The 
ECB stated that its programme of asset backed security purchases and its targeted 
long-term refinancing operations (TLTRO) would over time increase the size of the 
ECB’s balance sheet by €1 trillion. However, based on the poor uptake of the first 
TLTRO it is doubtful that this balance sheet expansion will be achievable. Moreover, 
these programmes do not amount to outright quantitative easing which may still be 

deployed especially if the threat of deflation worsens. In his policy statement ECB 
President Mario Draghi said that the central bank’s measure of inflation expectations 
had fallen supporting the view that the ECB is moving closer to full-blown quantitative 
easing. 

 The Eurozone Economic Sentiment Index (ESI) continued its steady decline from 
102.6 in May, to 102.1 in June and July, 100.6 in August and 99.9 in September. The 

decline was broad based across key sectors of the economy with the consumer index 
falling from -10.0 to -11.4, the retail sector from -4.6 to -7.2, and the industrial index 

from -5.3 to -5.5. Among individual countries Italy’s ESI fell to its lowest since January 
and Germany the Eurozone’s largest economy also suffered a decline for the fourth 
straight month from 104.1 to 103.8. The data is consistent with a fall in the 
Eurozone’s rate of economic growth from 0.7% annualised in the second quarter (Q2) 
to around 0.4-0.5% in Q3.  

 
 
UNITED KINGDOM 
 

 The UK Markit/CIPS manufacturing purchasing managers’ index (PMI) unexpectedly 
fell from a downwardly revised 52.2 in August to 51.6 in September the third straight 
monthly decline and well below the 52.7 consensus forecast. The PMI, only fractionally 

above the key 50 level which demarcates expansion from contraction, is at its lowest 
in 17 months. Among the sub-indices the export orders index fell to its lowest since 

March 2013 due to the recent strength in sterling and the slowdown in the Eurozone’s 
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economy the UK’s largest export destination. The forward-looking new orders index 
also fell sharply to its lowest since February 2013 signaling little respite in the months 
ahead. Meanwhile, the input price index fell from 51.5 to 48.1 suggesting little 
inflationary pressure in the manufacturing sector which may help to push back the 
date for the Bank of England’s first interest rate increase.  

 The total number of mortgage approvals fell from 66,100 in July to 64,212 in August 

well below the recent peak of 76,000 in January. Growth in mortgage approvals has 

slowed from 7.8% year-on-year to just 0.9% substantially below the 42.0% growth 
recorded in January. The slowdown is attributed to restrictions imposed by the Bank of 
England which in June capped home loans to 4.5 times a borrower’s income. However, 
there are also signs that demand for property is losing momentum. Surveys by 
Nationwide, Halifax and the Royal Institute of Chartered Surveyors show house price 
growth has slowed significantly. According to Nationwide UK house prices fell in 

September by -0.2% month-on-month the first decline in 17 months.  
 
 
FAR EAST AND EMERGING MARKETS  
 

 South Korea’s consumer price inflation (CPI) unexpectedly eased from 1.4% year-on-
year in August to 1.1% in September well below the 1.4% consensus forecast and the 

central bank’s 2.5-3.5% target range. Core CPI excluding food and energy prices also 
slowed sharply from 2.4% to 1.9% indicating other factors at work besides the recent 
decline in the oil price. The data may prompt the Bank of Korea (BOK) to delay raising 
the benchmark interest rate in spite of its forecast that annualised GDP growth will 
accelerate in 2015 to a robust 4.0%. The BOK may even be tempted to announce a 
further 25 basis point rate cut before starting to normalize interest rates towards the 
end of 2015.  

 Thailand’s consumer price inflation (CPI) eased further from 2.09% year-on-year in 
August to 1.75% in September while core CPI excluding food and energy prices 
declined from 1.83% to 1.73% signaling that the deceleration in inflation cannot be 
attributed solely to falling oil prices. With inflation well within the central bank’s 2.0-
2.8% target economists are increasingly forecasting that the Bank of Thailand (BOT) 
may maintain its accommodative monetary policy for longer than previously expected. 

A reversal of the 25 basis point rate cut to 2.0% in March is unlikely to occur before 
mid-2015.  

 
 

SOUTH AFRICA 
 

 SA’s manufacturing purchasing managers’ index (PMI) increased from 49.0 in August 

to 50.7 in September its highest level since February and above the expansionary 50 
level for the first time since March. The gain is attributed by the output index which 
increased from 47.4 to 53.0. However, the employment index decreased sharply from 
44.9 to 37.0 and the forward-looking new orders index fell from 53.0 to 47.4 providing 
a pall over the longer-term outlook. At the same time the prices index increased even 
further from an already elevated 77.3 to 78.6 suggesting a steady build-up of 
inflationary pressure. The data paints a bleak picture for inflation and for the 

manufacturing sector which accounts for around 15% of SA’s GDP depicting an 
uncomfortable “stagflationary” condition: slow growth combined with rising inflation.  
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 The FNB/ BER consumer confidence index fell from +4 during the second quarter (Q2) 
to -1 in Q3 well below the 20-year average of +5. The decline is attributed to a 
deterioration in consumers’ outlook for the economy and for household finances. 
However, there was an increase in the appropriateness of the present time to buy 
durable goods signaling a greater willingness by consumers to spend. The fall in petrol 
prices and the end of strike activity in platinum and engineering sectors should further 

improve consumers’ ability to spend.  

 SA new vehicle sales increased in September by a robust 11.5% year-on-year the 
fastest pace since March 2013. Passenger vehicle sales increased 7.5% the first 
positive year-on-year growth since the start of the year attributed to strong demand 
from the rental car industry. Commercial vehicle sales increased 22.7% on the year 
the fastest pace in 17 months pointing to an improvement in the business investment 
cycle. Meanwhile, vehicle exports increased by a massive 258% on the year although 

distorted by the low base effect caused by strike activity in the vehicle sector during 
September last year. The overall data is nonetheless encouraging. 

 Growth in SA private sector credit extension (PSCE) slowed from 9.8% year-on-year in 
July to 8.8% in August with household credit growth slowing from 4.1% to 3.6% its 
lowest since early 2010. Although corporate credit growth slowed from 16.3% to 
14.5% it remains at reasonably high levels and is symptomatic of an improving 
willingness by businesses to spend.  

 SA’s trade deficit widened from –R6.8 billion in July to -R16.3 billion in August with 
exports falling -9.6% on the month while imports increased 1.4%. The fall in exports 
is attributed to declining sales of resources with mineral products falling -24.1% on 
the month, precious metals and stones -14.6%, and base metals -6.2%, due to a 
combination of falling production and falling prices. The data increases the likelihood 
that the current account deficit will deteriorate further in turn adding further pressure 
on the rand.  

 SA’s Quarterly Employment Statistics show formal sector employment increased in the 
second quarter (Q2) by 155,000 the largest quarterly increase since the data series 
began in 2006. Although the mining and manufacturing sectors cut 1,000 and 6,000 
jobs respectively the retail and construction sectors added 17,000 and 5,000 jobs. The 
bulk of the jobs were created by the public sector with an addition of 143,000. There 
is concern however, that many of the public sector jobs created may be related to the 

national election during Q2 and the expanded public works programme which means 
the jobs may be low-paid and only temporary. 

 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 
suppress 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.  

 
 

KEY MARKET INDICATORS 
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   YEAR TO DATE %  
 
JSE All Share  +4.18 
JSE Fini 15  +9.63 
JSE Indi 25  +4.71 
JSE Resi 20  - 0.71 

R/$   - 7.39 

R/€   +1.86 
S&P 500  +5.29 
Nikkei   - 3.86 
Hang Seng  - 1.60 
FTSE 100  - 4.49 
DAX   - 3.73 

CAC 40   - 1.24 
MSCI Emerging  - 1.01 
MSCI World  +0.42 
 
 
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 

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.   
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 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 
 

 Sterling has fallen against the US dollar by 7% over the past two months from £/$1.73 
to £1.61 with little respite offered by the “No” vote in the Scottish referendum. 
Sterling has fallen by 2.5% since its post-referendum high of £/$1.65. 

 Sterling’s depreciation is signaling that the Bank of England’s (BOE) first interest rate 
hike may be pushed back and will lag the Federal Reserve’s monetary tightening. 

 There are good reasons to expect the BOE to be cautious on raising rates at its policy 
meeting next week: Data shows that the economic recovery is losing momentum both 
domestically and due to external forces with the Eurozone teetering on recession. 
Forward-looking new orders indices in both manufacturing and services sectors have 
softened to their lowest since early 2013. The housing market is also losing steam 

with Nationwide reporting house price growth slowed from 2.6% quarter-on-quarter in 
the 2nd quarter (Q2) to 1.5% in Q3.  

 At the same time inflationary pressure is subsiding: Consumer price inflation slowed 
from 1.6% year-on-year in July to 1.5% in August well below the BOE’s 2% target and 
in contrast to the BOE’s 1.8% forecast. With the sharp drop in the oil price over the 
past two months CPI is likely to decelerate even further to as low as 1% according to 
some economists. 

 Given the outlook for slowing growth, weakening external markets and falling 
inflationary pressure the probability is increasing of a slower than expected start to 
monetary tightening. 
 
 


