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OVERBERG MARKET REPORT 
Week ending 5th September 2014 
 

   
NORTH AMERICA  
 

 The US Institute for Supply Management (ISM) non-manufacturing index increased 

from 58.7 in July to 59.6 in August a 9-year high and well above the 50 expansionary 
level. The forward-looking index fell slightly from 64.9 to 63.8 but still close to the 9-
year high recorded in July. Both the business activity and employment indices showed 
strong gains from 62.4 to 65.0 and from 56.0 to 57.1. The ISM manufacturing index 
increased sharply as well from 57.1 to 59.0. The forward-looking orders index 
increased from 63.4 to 66.7 a 10 year high. The data shows the US economy is in rude 

health: The combined manufacturing and non-manufacturing ISM indices are 
consistent with annualised GDP growth of around 4.5% in the 3rd quarter.  

 The US trade deficit narrowed from $40.8 billion in June to $40.5 billion in July the 
lowest since January with export growth outpacing growth in imports. Trade deficits 
subtract from gross domestic product (GDP) so a narrowing deficit should boost 
growth. Assuming a continuation of the current trend net external trade should add 
around 0.8 percentage points to 3rd quarter GDP growth. The improving trade deficit is 

largely attributable to the boom in US energy production helping to cut US 
dependence on foreign oil. In the 1st 7 months of the year the US had a petroleum 
trade deficit of $119.8 billion down from $144.7 billion in the same period last year.  

 The ADP employment report shows US private sector payrolls increased in August by 
204,000 slightly below July’s 212,000 increase but nonetheless above 200,000 for a 
5th consecutive month which suggests job growth remains strong. Carlos Rodriguez 
president and CEO of ADP said the August report is “continuing an encouraging trend 

for the US labour market.” The data together with this week’s jobless benefit claims 
suggests a healthy official employment report due out on Friday: Non-farm payrolls 
are projected to rise by over 220,000 with the unemployment rate reducing from 
6.2% to 6.1%. 

 US auto sales increased from an annualised 16.4 million units in July to 17.5 million 
units in August, a 6.7% month-on-month increase and well above the 16.6 million 

consensus forecast. This was the highest level of auto sales since January 2006 
signaling a strong rebound in consumer spending following the slight dip in July. With 

consumer spending accounting for around two-thirds of US GDP the data bodes well 
for 3rd quarter GDP. Ford’s economist Kolinski Morris expects continued growth in 
consumer expenditure attributed to robust manufacturing, new housing strength and 
rising employment: “If you look at the macro-economic fundamentals, they’re all 
flashing green.” 

 
 
CHINA 
 

 China’s legislature passed significant revisions to the Budget Law. Some are hailing 
the new law as the “Economic Constitution” a crucial step towards controlling runaway 
local government debt, curbing official corruption and stemming the spread of socially 

destabilizing land seizures. The new law requires all government revenues and 
spending to be included in the budget. Currently around a third of state sector 

borrowing and spending occurs outside the official budget. The new law also allows 
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local governments for the first time to raise funding through the issue of bonds 
reducing the reliance on sometimes questionable land sales. While the new budget law 
will inevitably raise the budget deficit possibly leading to fiscal tightening, the steps 
being taken are a positive sign that structural reform is gaining momentum.  

 China’s official manufacturing purchasing managers’ index (PMI) declined from 51.7 in 
July to 51.1 in August only fractionally above the expansionary 50 level and marking 

the 1st fall since February. The decline is attributed to a relatively sharp fall in the 

forward-looking new orders index from 53.6 to 52.5. The weak reading is corroborated 
by the HSBC manufacturing PMI which fell from 51.7 to 50.3 and subsequently revised 
lower to 50.2. The data suggests China’s economic growth is losing momentum. While 
the government is intent on rebalancing the economy away from infrastructure and 
investment spending towards consumer-led expenditure authorities are likely to fine-
tune policy in order to protect the projected 7-7.5% GDP growth rate. For instance the 

People’s Bank of China last month facilitated a decline in interbank rates and expanded 
support for lending to small firms and the agricultural sector.  

 
 
JAPAN  
 

 As expected the Bank of Japan (BOJ) kept it quantitative and qualitative easing (QQE) 

programme of asset purchases unchanged at ¥60-70 trillion per year. According to 
BOJ Governor Haruhiko Kuroda the economy continues to grow above potential and 
consumer price inflation is expected to reach the BOJ’s 2% target by mid-2015 which 
indicates little likelihood of the QQE programme being increased or expanded at the 
next policy meeting in October. However, spare capacity in the economy and the 
fading effect of yen depreciation indicate inflation may be closer to 1% than 2%. If 
this is the case and economic data comes below forecasts the BOJ may increase 

monetary stimulus at its policy meeting in January.  
 Average monthly wages for regular Japanese employees increased sharply in July by 

2.6% year-on-year the 5th straight monthly gain and the strongest gain since January 
1997. The bulk of the increase is attributed to bonuses with special earnings rising 
7.1% on the year. However, excluding bonuses regular earnings still increased by 
0.7% on the year the strongest gain since 2008. While encouraging real wage growth 

remains negative: Real earnings growth improved from -3.2% year-on-year in June to 
-1.4% in July but needs to move into positive territory. Real earnings growth must be 

achieved in order to bring about a sustainable end to deflation. 
 

 
EUROPE 
 

 The ECB unexpectedly cut its key interest rates, the main lending rate from 0.15% to 
0.05% and the deposit rate on overnight funds parked by banks with the central bank 
from -0.1% to -0.2%. The negative rate on bank deposits is aimed at encouraging 
banks to lend surplus funds. ECB President Mario Draghi said: “In August, we see 
worsening of the medium-term inflation outlook, a downward movement in all 
indicators of inflation expectations.” Draghi stressed that the ECB would not be able to 
cut its interest rates any further: “Now we are at the lower bound.” However, Draghi 

said the ECB is ready to provide more stimulus through large-scale asset purchases 
known as quantitative easing (QE). Some members of the monetary policy committee 

had wanted to proceed immediately with QE.  
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 Eurozone consumer price inflation (CPI) decelerated further from 0.4% year-on-year 
in July to 0.3% in August, the lowest since October 2009 and well below last year’s 
figure of 1.3%. However, the decline is largely attributed to volatile food and energy 
prices with the 5% fall in the oil price causing annual energy inflation to fall from -
1.0% to -2.0%. Food inflation also remained negative at -0.3% with the Russian ban 
on food imports likely to suppress inflation further over coming months. Although core 

CPI excluding energy and food increased slightly from 0.8% year-on-year to 0.9% the 

trend is likely to remain downward driven by the slack in the labour market: 
Unemployment is close to a record high at 11.5%.  

 Eurozone retail sales contracted in July by -0.4% month-on-month compared with a 
0.3% increase in June. On a year-on-year basis retail sales growth slowed from 1.9% 
to 0.8%. Germany, the largest Eurozone economy, suffered one of the worst declines 
in retail sales. A decline in the European Commission’s consumer sentiment index and 

a downward revision to the already weak composite purchasing managers’ index 
indicate further falls in retail sales. Retail sales are unlikely to rise amid a lack of 
employment growth with Eurozone unemployment stuck at 11.5%. 

 Switzerland’s GDP growth slowed sharply from 0.5% quarter-on-quarter in the 1st 
quarter (Q1) to 0.0% in Q2 well below the 0.5% consensus forecast. On a year-on-
year basis GDP growth slowed from 2.1% to 0.6%. The slowdown was broad based, 
with imports rising faster than exports causing external trade to detract from GDP 

growth, while investment spending was unchanged and consumer spending increased 
by just 0.2% on the quarter. With consumer price inflation almost negative consumers 
may start to delay their purchases. Unfortunately economic growth is likely to remain 
under pressure. The Eurozone which accounts for half of Swiss exports is itself losing 
momentum, and the Swiss franc has strengthened to below the Swiss National Bank’s 
(SNB) ceiling of 1.20 versus the Euro and likely to strengthen further given the 
likelihood of ECB quantitative easing. The outlook for the Swiss franc may prompt the 

SNB to intervene in the forex markets and possibly introduce a negative deposit rate. 
 Like the ECB Sweden’s central bank, the Riksbank, is also tackling the specter of 

deflation. Following July’s substantial 50 basis point rate cut the Riksbank kept its key 
interest rate unchanged at 0.25% on Thursday but stressed that this low rate would 
remain in place until late 2015. In July headline inflation was zero and core consumer 
price inflation, which excludes changes in interest rates, decelerated from 0.9% year-

on-year to 0.6% well below the Riksbank’s 2.5% target. Unfortunately the large rate 
cut in July has so far failed to stem fears of deflation with consumers’ expectations for 

inflation a year ahead falling sharply from 0.7% in July to 0.2% in August.  
 
 

UNITED KINGDOM 
 

 The UK manufacturing purchasing managers’ index (PMI) fell sharply from 54.8 in July 
to 52.5 in August to its lowest level since June 2013 and well below the 54.5 
consensus forecast. The decline is largely attributed to Sterling’s strength which is 
impacting the competitiveness of UK exporters. In contrast the services PMI increased 
from 59.1 to 60.5 the highest in 10 months. Despite the increase however, certain 
services PMI sub-indices declined: The employment index fell from 56.2 to 54.7 
suggesting continued slack in the labour market, and the output prices index reduced 

from 50.7 to 50.1 almost below the contractionary 50 level which indicates that 
inflationary pressure remains negligible.  
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 The UK Land Registry reported house prices increased in August by 1.7% month-on-
month the largest increase since 2004. However, other forward-looking indicators 
signal a cooling in the housing market. The Royal Institute of Chartered Surveyors 
(RICS) survey reported the new buyer enquiries balance fell into negative territory in 
July for the 1st time this year. The Bank of England reported mortgage approvals for 
house purchases declined in July on a month-on-month basis. Matthew Pointon 

property economist for Capital Economics said: “Underlying measures suggest the 

momentum in the market is now dissipating, and growth should slow form here.” 
 A new YouGov poll shows a substantial increase in “Yes” votes for Scottish 

independence prompting a sharp fall in Sterling. The “Yes” vote increased from 38% 
since the last poll to 42% versus 48% for “No”. Worryingly for the UK economy and 
the prospects for Sterling the new “Yes” votes came from previous “No” votes rather 
than from previously undecided voters. While a “Yes” vote in the Scottish referendum 

on 18th September would lead to a sharp further sell-off in Sterling this outcome is 
unlikely in spite of the narrowing spread in the polls. Independence referenda across 
various countries reveals a clear pattern of last minute vote changes towards 
maintaining the status quo.  
  

 
FAR EAST AND EMERGING MARKETS  

 
 India’s GDP growth accelerated from 4.6% year-on-year in the 1st quarter (Q1) to 

5.7% in Q2 the fastest pace of growth in over 2 years and above the 5.5% consensus 
forecast. The improvement was broad-based with output of electricity and utilities 
increasing 10.2%, services output rising 9.1%, financing and insurance services 
growing 10.4% and manufacturing and agriculture also increasing by a more modest 
but improved 3.5% and 3.8% respectively. The positive data helped the Sensex equity 

index to a new record high taking its gains over the past 6 months to over 28%. 
Investor optimism is being fuelled by the election in May of the reform minded Prime 
Minister Narendra Modi. According to Deutsche Bank global strategist Sanjeev Sanyal: 
“Modi thinks of himself as a modernizer, in the vein of Singapore’s Lee Kuan Yew, not 
a free marketer such as Mrs. Thatcher.”  
 

 
SOUTH AFRICA 

 
 SA’s manufacturing purchasing managers’ index increased sharply from 45.9 in July to 

49.0 in August providing grounds for optimism that the worst of the strike-led 
contraction in the 1st and 2nd quarters is past. The business activity index jumped from 
39.4 to 47.4 and new sales orders improved from 45.4 to 49.8. However, the indices 

still remain below the key 50 level which demarcates expansion from contraction and 
are consistent with continued contraction in manufacturing output of around 5% year-
on-year. The outlook is still vulnerable: SA’s centralized wage bargaining process 
makes the manufacturing sector susceptible to further strike action, while the 
slowdown in the Eurozone, a significant trading partner, may dampen prospects for 
export growth.  

 SA’s trade deficit deteriorated from –R0.5 billion in June to –R6.9 billion in July worse 

than the -R4.0 billion consensus forecast. Exports increased by 6.8% month-on-month 
but outstripped by import growth of 14.7%. The effect of the NUMSA strike was 

evident in base metals exports which contracted by -6.6% on the month. The budget 
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deficit also deteriorated in July to –R69.7 billion far worse than the –R62.0 consensus 
forecast. The cumulative budget deficit since the start of the current fiscal year in April 
is –R104 billion 14.6% higher than the same period last year. The trend raises 
concerns over the National Treasury meeting its 2014/15 budget deficit target of 4% 
of GDP. 

 Growth in Private Sector Credit Extension (PSCE) accelerated from 8.7% year-on-year 

in June to 9.7% in July above the 9.2% consensus forecast. Bank lending to the 

corporate sector picked-up further momentum with growth rising from 13.6% to 
16.3% the highest since mid-2008. By contrast however, credit extension to 
households slowed further with growth falling from 4.3% to 4.1% the weakest since 
mid-2010. Growth in general loans and advances to households which is made up 
largely of unsecured lending slowed from 1.9% to just 0.2% the lowest rate since June 
2003. With household expenditure comprising around two-thirds of SA GDP the weak 

household lending data does not bode well for 3rd quarter economic growth. 
 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +12.59 
JSE Fini 15  +18.92 
JSE Indi 25  +11.91 
JSE Resi 20  +11.44 
R/$   - 3.55 
R/€   +3.96 
S&P 500  +8.08 

Nikkei   - 3.78 
Hang Seng  +8.54 
FTSE 100  +1.91 
DAX   +1.80 
CAC 40   +4.63 
MSCI Emerging  +9.73 

MSCI World  +5.27 
 

 
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. 
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 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.  

 
 
BOTTOM LINE 
 

 The US dollar has rallied sharply over the past month and is currently at its strongest 
level in a year against major currencies. Predicting currencies correctly has a 

substantial impact on investment portfolio performance. The dollar is likely to 
strengthen further: 

 The dollar’s exchange rate versus major currencies is closely correlated with interest 
rate differentials. 2-year interest rate swaps indicate the likelihood of a growing 
divergence between US interest rates and those of major trading partners. The ECB 
has just cut its benchmark interest rates and is likely to embark on quantitative easing 
(QE) by year-end. The Bank of Japan is also likely to increase the scale and scope of 

its QE in January.  
 The UK is expected to increase its benchmark interest rate in 2015 but more slowly 

than generally expected. There is plenty of slack in the UK labour market, with real 
wages falling -0.2% in the 3 months to June, the lowest rate on record. The Fed on 
the other hand is likely to increase the Fed Funds rate faster than expected due to a 
rapidly improving labour market and early indications for the onset of wage inflation.  

 In the last Fed monetary tightening cycle in 2004 the US dollar surprisingly weakened 

in spite of widening interest rate differentials. However, this is unlikely to occur in the 
current cycle: In 2004 the US had a weak current account balance with a deficit of 5% 

of GDP, compared with a negligible deficit of just 2% today.   


