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SOUTH AFRICA ECONOMIC REVIEW 

 Following news that the ANC would not support the motion to impeach President Zuma the 

rand fell against the dollar from R/$14.97 just before the motion was tabled in parliament 

to R/$15.16 after the motion failed. Bond yields also increased pushing the yield on the 

benchmark 10-year R186 bond from 9.15% to 9.26% over the week. The rand fell against a 

basket of emerging market currencies, depreciating versus the Argentinian peso, Indian 

rupee, Indonesian rupiah, Korean won and Thai baht by 4.2%, 2.7%, 2.2%, 2.8%, and 2.6% 

respectively. 

 

 Manufacturing production exceeded expectations by a wide margin rising in February by 

1.3% month-on-month and 1.9% year-on-year substantially ahead of the respective -0.2% 

and -2.1% consensus forecasts. The rebound is attributed to the iron and steel sector which 

increased production by 10.8% on the month, and food and beverages which increased 7.6%. 

The production of motor vehicles and components was also strong with a gain of 8.0%. The 

data may prompt analysts to revise their first quarter (Q1) GDP forecasts upwards. Although 

agricultural output in Q1 is highly uncertain and will keep GDP under pressure the upbeat 

manufacturing data should ensure SA avoids recession.   

 

 The Markit composite purchasing managers’ index (PMI), combining both manufacturing and 

service sectors, unexpectedly fell from 49.1 in February to 47.0 in March the tenth straight 

reading below the contractionary 50-level and the weakest since July 2014. Markit reported 

a sharp fall in both output and forward-looking new sales orders due to the effects of the 

drought, suggesting continued weakness in the second quarter. The Markit PMI is in stark 

contrast to the Barclays March manufacturing PMI which bounced from 47.1 to 50.5. The 

disparity between the two readings may reflect weakening conditions in the service sector.   

 

 The World Bank’s Africa Pulse report reduced its forecast for SA’s GDP growth to 0.8% for 

2016 and 1.4% for 2017, citing the ongoing regional drought and fall in commodity prices. 

The World Bank stated that political tensions were having a detrimental effect on SA’s 

growth prospects. The report also cited strains on the government budget which 

necessitated partnerships with the private sector to fund infrastructure development. On a 

more positive note the report noted that SA is making progress on energy infrastructure, 

successfully adding power to the electricity grid.  

 



 

 

 The Absa house price index increased in March by just 0.3% month-on-month down from 

February’s 0.5% increase. On a year-on-year basis growth in the house price index slowed 

from 5.8% to 5.7% below the current 7.0% consumer price inflation rate, which indicates 

house prices are declining in real terms. House price moderation was centered on the 

medium- and large-sized house segments with price growth falling from 5.0% to 4.7% and 

from 7.4% to 7.1%, respectively. By contrast, increases in small-sized house prices 

accelerated to 10.3% on the year reflecting a solid 2.2% month-on-month price increase. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer confidence index: Due Tuesday 12th April. The FNB/BER consumer confidence 

index is expected to improve only slightly from a dismal -14 in the fourth quarter (Q4) last 

year to -12 in Q1. The SA Reserve Bank has already hiked interest rates by 75 basis points 

since the start of the year and consumers have been affected by soaring food and fuel 

prices and generally rising inflationary pressure.  

 Retail sales: Wednesday 13th April. Having slowed from 4.1% year-on-year growth in 

December to 3.1% in January retail sales growth is expected to slow further to 2.7% in 

February in response to weak consumer confidence. Household disposable income is under 

pressure from weak employment growth while at the same time interest rates and inflation 

are rising.  

 Mining production: Due Thursday 14th April. Having declined in December by -1.2% year-on-

year and by a further -4.5% in January mining production is expected to contract in 

February by -5.4% according to consensus forecast.  

 

SOUTH AFRICA POLITICAL REVIEW 

 A day after surviving the impeachment poll President Zuma announced the date for the 

local government elections, to be held on 3rd August. With unprecedented competition from 

the two main opposition parties, the Democratic Alliance and the Economic Freedom 

Fighters, these are arguably the most important elections since 1994. There is growing 

support for the opposition especially in large urban centers, which is likely to gain 

momentum following the evolving political crisis surrounding the president. The 

Independent Electoral Commission (IEC) hosted its final voter registration weekend on 9-

10th April.  

 



 

 

GLOBAL 

 The oil price has rebounded by over 15% in the past week after Kuwait expressed 

confidence that the Organisation of Petroleum Exporting Countries (OPEC) will agree to 

limit their output. A key decision is expected at the upcoming meeting between OPEC and 

non-OPEC producers including Russia, in Doha, Qatar on 17th April. Kuwait’s OPEC 

representative indicated that major producers could reach a production freeze even if Iran 

does not participate. The oil price has also been boosted by reports from the Energy 

Information Administration (EIA) that US crude oil inventories unexpectedly declined in the 

week ended 1st April by -4.9 million barrels in contrast to the 3.3 million barrel consensus 

forecast increase. Oil inventories had reached their highest level in over 80 years the 

previous week. The inventory drawdown is attributed to declining imports and an increase 

in refinery activity in response to rising gasoline demand.   

 

NORTH AMERICA 

 The trade deficit increased from -$45.9 billion in January to -$47.1 billion in February the 

widest since August last year and above the -$46.2 billion consensus forecast. The widening 

trade deficit will be a drag on GDP likely to subtract around -0.5% from overall GDP growth 

in the first quarter (Q1). The constraint on exports from the stronger dollar has in the past 

year been counter-balanced by low prices of oil and commodity imports. However, the oil 

price and other commodity prices are rebounding which may add further pressure to the 

trade deficit in coming months.  

 The Federal Reserve’s Labour Market Conditions index (LMCI) fell -2.1 points in March 

marking the third straight monthly decline following falls of -0.1 in February and -1.1 in 

January. The deterioration seems at odds with the Bureau of Labour Statistics’ non-farm 

payroll numbers which have remained strong since the start of the year. The discrepancy is 

attributed to declining private sector jobs growth, which has slowed from a monthly 

average 281,000 in the fourth quarter to 195,000 since the start of the year. Average hours 

worked and average hourly earnings growth have also moderated between December and 

March from 33.8 hours to 33.6 hours, and from 2.6% year-on-year to 2.3%, respectively.  

 According to the Labour Department’s Job Openings and Labour Turnover Survey (JOLTS) 

total US job openings fell from 5.60 million in January to 5.45 million in February led by 

declines in the service sector. Job openings in the financial services sector fell -44,000, in 

professional and business services by -38,000, and in educational services by -98,000. The 

service sector has been the main engine of employment growth in the current job cycle, 

adding concern to the latest JOLTS data.  



 

 

 

CHINA 

 Deflationary pressures eased. While consumer price inflation (CPI) remained unchanged in 

March at 2.3% year-on-year the core CPI rate excluding food and energy prices, which are 

traditionally volatile, increased from its 12-month low of 1.3% to 1.5%. Producer price 

inflation (PPI) also increased from -4.9% to -4.3% above the -4.6% consensus forecast, 

helped by narrowing deflation in ferrous and non-ferrous metals from -18.4% to -13.1% and 

from -8.1% to -4.3%, respectively. Despite the improved inflationary outlook the People’s 

Bank of China is expected to maintain its monetary easing bias during the remainder of the 

year with the likelihood of a further 50 basis points in interest rate cuts and 150 basis 

points in cuts to the bank reserve requirement ratio. 

 

JAPAN 

 Core domestic machinery orders excluding ships and electric power companies, closely 

monitored as a barometer of capital expenditure and business confidence, fell in February 

by -9.2% month-on-month the first decline in three months. However, the decline was less 

than the -12.0% consensus forecast and largely anticipated following the unusual 928.5% 

spike in iron and steel orders the previous month. Core machinery orders were still up since 

the start of the year by a 6.6% monthly average compared with the fourth quarter last year 

supporting the government’s Cabinet Office assessment that “recovery movements can be 

seen.” While core orders in the manufacturing sector were hit by the reversion in iron and 

steel orders contributing to a -30.6% month-on-month decline, non-manufacturing orders 

increased in February by a robust 10.2% on the month.  

 

 Wages, viewed as a key prerequisite to ending the economy’s decade-long deflationary 

spiral, increased by more than expected in February. Wages per worker increased by 0.9% 

year-on-year up from 0.0% in January and well ahead of the 0.2% consensus forecast, 

showing year-on-year growth for the first time in four months. Real wages, taking inflation 

into account, increased 0.4%. The increase in scheduled pay for full-time workers improved 

from 0.4% to 0.5% on the year marking a 22nd straight month of annual growth the longest 

winning streak since 2001.  

 

 Speaking at the credit union meeting in Tokyo Bank of Japan Governor Haruhiko Kuroda said 

that “the underlying trend of prices has been improving steadily.” He said that the virtuous 

cycle from profits to capital investment and from income to expenditure continued to 

support the economic recovery. Kuroda added, however, that the Bank of Japan (BOJ) 



 

 

would provide additional monetary stimulus “without hesitation” if needed to achieve the 

BOJ’s 2% inflation target. 

 

EUROPE 

 Germany’s industrial production fell by a surprisingly small margin in February, just -0.5% 

month-on-month far below the -2.0% consensus forecast. A larger fall had been expected 

following the unusually strong 2.3% increase in January. Given the importance of industrial 

production to Germany’s GDP, the data suggests GDP growth may increase from 0.3% 

quarter-on-quarter in the fourth quarter (Q4) last year to around 0.7% in Q1. However, lead 

indicators including purchasing managers’ indices signal little more than moderate growth 

in industrial production in Q2 due to fading stimulus from the weaker euro.  

 

 The Eurozone March composite purchasing managers’ index (PMI), combining both 

manufacturing and services sectors, was revised substantially lower from an initial 53.7 

estimate to 53.1 barely above the 13-month low registered in February. The downward 

revision is attributed to the services sector which was lowered from an initial 54.0 to 53.1. 

France was the main culprit, its composite PMI revised down from 51.1 to 50.0. The overall 

PMI revision includes declines in forward-looking components indicating further 

deterioration in economic activity in the second quarter.  

 

 Eurozone retail sales volumes increased in February by a surprisingly strong 0.2% month-on-

month beating the consensus forecast for no change. However, the increase may be due to 

falling prices as actual retail sales values fell -0.2%. The European Commission consumer 

confidence index fell in March consistent with a fall in the rate of Eurozone retail sales 

volumes growth from the current 2.4% to around 1.4%. The boost to household expenditure 

from the weaker oil price is expected to fade as the price continues to stabilize. 

 

 Minutes from the ECB’s March monetary policy meeting noted that overall, banks had 

profited from negative interest rates with reduced interest rate margins more than 

compensated by lower costs of funding, increased credit extension and valuation uplifts on 

assets. However, the ECB noted that any further cuts in the deposit rate deeper into 

negative territory would likely have negative consequences for banking stability suggesting 

the deposit rate would not go below the current -0.4% level. The ECB reported that 

household savings rates remain high and firms remain cautious about investment, both 

likely due to uncertainty about the future and a low economic growth rate. The ECB 

indicated that more growth-friendly fiscal policy is required to support growth and 

investment.  

 



 

 

UNITED KINGDOM 

 From an already low base manufacturing output fell in February by -1.1% month-on-month 

well below the -0.2% consensus forecast. While industrial production fell by a lower -0.3% 

on the month helped by a temporary rebound in mining and quarrying industrial production 

fell on a rolling three month-on-three month by -1.6%, which if sustained during March may 

shave around -0.15% from first quarter (Q1) GDP growth. Meanwhile the trade deficit, 

which has widened since the fourth quarter last year with a cumulative deficit of -£10 

billion in the first two months of the year compared with -£12.2 billion in the fourth 

quarter last year, could shave a further -0.5% from Q1 growth. The economy is clearly 

losing momentum which combined with uncertainty ahead of the 23rd June “Brexit” 

referendum will likely keep sterling under pressure. In the minutes of the March meeting 

the Bank of England stated that the EU referendum could “delay some spending decisions 

and depress growth of aggregate demand.” According to the interest rate swaps market, 

the first interest rate hike is not expected until the beginning of 2020.  

 

FAR EAST AND EMERGING MARKETS 

 As widely expected the Reserve Bank of India (RBI) cut the benchmark repo interest rate by 

25 basis points from 6.75% to 6.5% the first rate cut this year but taking cumulative rate 

cuts since the start of 2015 to 150 basis points. According to RBI Governor Raghuram Rajan: 

“Retail inflation measured by the consumer price index dropped sharply in February after 

rising for six consecutive months.” The recent state budget also followed a fiscally prudent 

path allowing the central bank greater monetary leeway. Despite challenging weather 

patterns food price management has improved, which together with softer commodity 

prices and continued spare industrial capacity should allow inflation to fall further enabling 

an additional 25 basis point rate cut in 2016.  

 

 Angola has requested a three-year bailout from the IMF which could be worth over $1.5 

billion. According to IMF deputy managing director Min Zhu: “The sharp declines in oil 

prices since mid-2014 represents a major challenge for oil exporters, especially for those 

economies that have yet to become more diversified.” In 2015 oil accounted for 95% of 

Angola’s exports and 52% of government revenues. The IMF confirmed that it stands ready 

to help Angola address its economic challenges with a comprehensive package to diversify 

the economy.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.45 



 

 

JSE Fini 15  - 0.90 

JSE Indi 25  - 2.79 

JSE Resi 20  + 12.55 

R/$   + 4.76 

R/€   - 0.25 

R/£   + 7.41 

S&P 500  - 0.10 

Nikkei   - 17.25 

Hang Seng  - 6.72 

FTSE 100  - 0.68 

DAX   - 9.87 

CAC 40   - 7.00 

MSCI Emerging  + 3.76 

MSCI World  - 1.84 

Gold   + 18.56 

Platinum  + 11.22 

Brent Crude  + 14.06 

 

TECHNICAL ANALYSIS 

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

depreciation.  

 

 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.  

 



 

 

 Despite the recent uptick in bond yields 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 above key resistance levels of 1.8% and 2.0%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield broke out of its long-term bull trend as a result of 

“Nenegate”. The new bear trend for the R186 is underpinned by resistance at 9.0% with a 

risk of further upside to 10.50%. While SA bond yields may fall in line with global bonds they 

are unlikely to return to the bull trend.  

 

 The MSCI World Equity index has broken downward from a rising trendline which has been 

intact since the 2008/09 global financial crisis. Given the magnitude and duration of the 

2009-2015 bull market the overall correction is likely to reach a downside target for the 

MSCI World Equity index of 1,400.  

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle is likely to have just occurred. 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 S&P 500 index has broken downward from a rising wedge pattern, which is traditionally 

a trend-changing pattern. The downward trend is likely to remain intact unless the index 

decisively regains the 2070 level. A further negative signal is that the Dow Jones Transport 

Index, traditionally a lead indicator for the broader market, is leading the broader market 

lower on the downside.  

 

 Despite the recent price rally Brent crude’s break below the key $30 support level in 

February suggests a continuation of the weakening long-term trend to a downside $25 

target. Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. Despite its recent rally the copper price broke below 

the key $4,500 support level in February suggesting further downside ahead.   

 

 Gold has broken its recent downtrend by rising decisively above the $1100 resistance level. 

An extended break above $1250 is needed to confirm the end of gold’s bear market.  

 

 The JSE All Share index needs to break decisively above the 24-month moving average at 

50,400 in order to end the recent period of consolidation. Alternatively the JSE All Share 



 

 

index is likely to break to the downside to an initial target of 45,000 and an ultimate target 

of 43,000.  

 

BOTTOM LINE 

 It would have been hard to predict in the context of the evolving political risk in SA and the 

looming threat of a credit rating downgrade in June that there would be near record 

foreign purchases of SA government bonds (SAGBs) during the first quarter of the year. 

Foreign buying has surged, a net +R17.2 billion worth of SAGBs in the first quarter, close to 

the record high in 2012 when SA was included in the World Government Bond Index.  

 

 Before we start celebrating it is worth noting that the bond inflows into SA are part of an 

emerging market phenomenon. Across the board, local currency emerging market bonds 

have enjoyed substantial inflows in recent weeks helped by the recent thaw in global risk 

aversion. Global risk appetite has returned as a result of the Federal Reserve scaling back 

expectations for interest rate hikes and the adoption of further monetary easing by the 

European Central Bank and Bank of Japan. There are also signs of stabilization in China’s 

economy and the People’s Bank of China has reiterated the government’s pledge to not 

engage in competitive currency devaluation. Equilibrium is also returning to the oil market 

reducing the probability of a high profile credit default among oil players or one of their 

creditors. 

 

 Recent inflows into SA’s bond markets could be short-lived. The fundamental backdrop for 

the global economy and emerging market economies remains weak. SA also has its own 

unique threats. At its conference last week on SA’s credit ratings Standard & Poor’s (S&P) 

reiterated that its main creditworthiness concerns related to economic growth and fiscal 

stability but added that politics were also a concern. Politics could affect policy 

implementation and S&P is looking for evidence of policy implementation to boost 

economic growth.  

 

 There has been a dramatic shift in the political landscape since the Constitutional Court 

ruling that President Zuma’s actions were inconsistent with the constitution. Several ANC 

veterans, former cabinet ministers and presidents have voiced their opinion that Zuma 

should stand down. A “mass movement” has been formed calling for Zuma’s resignation, 

comprising an alliance of civil society, trade unions, academic institutions and the church 

planning a mass march on Freedom Day 27th April.  

 

 The markets seem to be taking the view that the gathering pressure on Zuma to resign is 

positive for the rand and the economic outlook. This may be true in the long-term but in 



 

 

the short- to medium-term there is likely to be significant in-fighting within the ANC and a 

bumpy ride along the way. Although Zuma is unlikely to last his full term in office there is 

only a slender chance that he would be recalled before the local elections on 3rd August. 

The factional struggle and ensuing chaos ahead of the elections would probably be more 

destructive for the ANC than sticking with a “lame duck” president until after the 

elections. 

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset Management believes are 

reliable but makes no representations as to their accuracy or completeness. Any opinions, forecasts or estimates herein constitute a judgement as 

at the date of this Report and should not be relied upon. There can be no assurance that future results or events will be consistent with any such 

opinions, forecasts or estimates. Furthermore, Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of 

or reliance placed upon the material presented in this Report. 


