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IN THIS WEEK’S BOTTOM LINE 

Contributed by Nick Downing 

• As the most liquid emerging market currency, the rand has benefitted from the recovery in 

global central bank liquidity. However, the rand, beset by its own unique set of problems, 

including fiscal pressure from Eskom and other state-owned enterprises and an insatiable 

political demand for social expenditure, may come under pressure, especially if South Africa 

loses its last remaining investment grade credit rating. Moody’s, which still has South Africa 

on an investment grade has expressed concern over the Treasury’s latest R56 billion bailout 

of Eskom.  

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

• Business confidence in South Africa, as measured by the South African Chamber of Commerce 

and Industry Business Confidence Index (SACCI BCI), declined in July to 92, down 1.3 points 

from June’s reading of 93.3. The June BCI is the second lowest reading since January 2019 

with the lowest reading recorded in March at 91.8. The high level of optimism that existed 

immediately after the election of President Cyril Ramaphosa, is being affected by indications 

that the ruling party is divided on policy, and political and factional lines. These divisions 

have a direct impact on government’s efficiency and effectiveness in implementing its 

policies and managing the fiscus. 

• Manufacturing production saw its first contraction since September 2018, surprising analysts 

who expected marginal growth in June. Manufacturing output contracted by 3.2% year-on-

year in June. The biggest contributors to the year-on-year decline in June were the following 

sub-sectors: Fuel, chemicals and plastics (-8%), metals and machinery (-5%), and wood, 

printing and publishing (-5%). These contractions were countered to some extent by a 4% 

year-on-year increase in food and beverage output. On a quarter-on-quarter basis, 

manufacturing production recovered in the second quarter, up 0.6% from the -2.2% 

contraction recorded in the first quarter of 2019. Early indications are that manufacturing 

output looks set to improve further in July as the Absa Manufacturing Purchasing Managers’ 

Index (PMI) recorded a notable improvement during the month. In all, the quarterly 

expansions in both the mining and manufacturing sectors during the second quarter of 2019 



 

 

suggest that overall Gross Domestic Product (GDP) could rebound from the severe contraction 

recorded in the first quarter of 2019. 

 

• Mining production decreased by 4.2% year-on-year in June, continuing its 2019 contraction. 

The largest negative contributors to the year-on-year decline were: Gold (-16.0%), diamonds 

(-33.2%) and PGM’s (-6.3%). Despite the decline in production volumes, the value of total 

mineral sales increased by 6.5% over the same period, mainly due to higher iron ore and PGM 

prices.  For the quarter as a whole, mining output improved by 3.5% quarter-on-quarter 

(seasonally adjusted) in the second quarter of 2019, a significant turnaround from the 3.1% 

contraction recorded in the first quarter. Nevertheless, the outlook continues to be negative 

for the mining sector in the medium term given the slowdown in global growth and China’s 

resource-hungry economy. In addition, gold production continues to weigh on total mining 

production as it has become increasingly difficult for gold mines to mine profitably at deeper 

levels. 

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

• Retail sales: Due Wednesday 14th August. After exceeding market expectations in May, 

consensus forecast is that retail sales growth will have slowed from 2.2% year-on-year in May 

to 2% in June. South African household budgets are expected to remain constrained by higher 

personal income taxes, sharp fuel and electricity price hikes and a rising unemployment rate. 

 

NORTH AMERICA 

Contributed by Nick Downing 

• In last week’s “Fed talk”, three Federal Reserve policy makers separately stated the need 

for more monetary stimulus if trade uncertainty escalates. Chicago Fed President Charles 

Evans, St. Louis Fed President James Bullard and San Francisco Fed President Mary Daly each 

indicated the need for further interest rate cuts given the escalation in the trade dispute. 

Following the last Fed policy meeting the US Treasury Department upped the trade hostility 

by labelling China a “currency manipulator”, for the first time in 25 years. Meanwhile, the 

bond yield curve measuring the yield gap between 3-month Treasury bills and 10-year 

Treasury bonds, recorded a negative reading of minus 41 basis points, marking the greatest 

yield curve “inversion” since April 2007. Although recessions do not necessarily follow a yield 

curve inversion, an inversion has preceded every recession over the past 50 years. The 

monthly Wall Street Journal survey of private sector economists conducted in the first week 

of August shows a rising percentage of respondents predicting a US recession in the next 12 

months, now pegged at 33.6% up from 30.1% in the July survey. Fed funds futures are now 



 

 

attributing a 100% probability to a 25 basis-point interest rate cut at the Fed’s next policy 

meeting concluding on the 18th September.  

 

• Producer price inflation (PPI) moderated in July, which could feed through to a further 

deceleration in consumer price inflation in the months ahead, adding to the likelihood of 

additional monetary easing from the Fed. While PPI remained unchanged on a year-on-year 

basis at 1.7% at the headline level, core PPI which excludes food, energy and trade services 

components due to their volatility fell sharply from 2.1% to 1.7%, attributed to decreases in 

service prices especially for hotel accommodation and truck logistics. On a month-on-month 

basis, core PPI fell 0.1% its first decline since October 2015.  

 

CHINA 

Contributed by Nick Downing 

• China’s exports unexpectedly increased in July despite the trade war with the US and slowing 

global demand, rising on a year-on-year basis by 3.3% more than reversing the 1.3% decline 

in June. However, imports fell 5.6% on the year, reflecting weak domestic demand, although 

not as bad as the 7.3% decline in June. As expected, trade with the US continued to falter, 

with exports falling 6.5% on the year similar to the 7.8% fall in June while imports fell 19.1% 

compared with a decline of 31% in June. The monthly trade surplus with the US narrowed 

marginally from $29.92 billion to $27.97 billion. While exports to the US continued to drop, 

they showed double-digit growth to several emerging market economies, especially in South 

East Asia, possibly helped by “transhipments”. Transhipments describe exports which are 

routed to the US via countries like Vietnam, Cambodia and the Philippines, in order to avoid 

tariffs. Although the recent pick-up in overall exports is encouraging, the longer-term 

downward trend is likely to remain until trade negotiations yield positive results. However, 

China’s imports should recover over coming months as domestic demand responds to 

continued monetary and fiscal stimulus.  

 

• The yuan fell sharply over the past week falling below the key 7-level to the US dollar for the 

first time since 2008, a level which the People’s Bank of China had previously defended. The 

yuan’s depreciation prompted the US Treasury, for the first time in 25 years, to label China 

a “currency manipulator”, adding to uncertainty in the escalating trade dispute. By default, 

the allegation must be investigated by the IMF. However, the US is unlikely to receive much 

support as the IMF in a study on China conducted in July described the yuan as trading 

“broadly in line with fundamentals”. Moreover, it said that “the exchange rate should remain 

flexible and market-determined to help absorb the tariff shock.” China’s authorities, while 

providing a cushion for exporters through a weaker yuan, will be keen to avoid excessive 

currency depreciation due to the risk of igniting a capital exodus, as occurred in 2015. Risks 

have diminished following the implementation over the past three years of numerous capital-



 

 

control regulations to avoid illicit capital outflows. Meanwhile, China’s $3 trillion in foreign 

exchange reserves are available to prevent a disorderly currency depreciation.  

 

• China’s producer price inflation (PPI), which over time has the potential to feed through to 

inflation at the consumer level, fell in July by 0.3% year-on-year, declining into negative 

territory for the first time since August 2016. Consumer price inflation (CPI), on the other 

hand picked-up from 2.7% to 2.8%, although the acceleration is narrowly attributed to rising 

vegetable, fruit and pork prices. Fresh fruit and pork prices increased by 39.1% and 27% on 

the year. Core CPI, which excludes food and energy prices due to their volatility, remained 

unchanged at a depressed 1.6%. The weak inflation outlook will undoubtedly raise concerns 

at the People’s Bank of China especially over the deflationary trend at the PPI level, fuelling 

the likelihood of increased monetary stimulus.  

 

JAPAN 

Contributed by Carel la Cock 

• Japan’s Cabinet Office released preliminary Q2 GDP growth figures which beat forecasts by 

0.3 percentage points with growth of 0.4% on the quarter or 1.8% annualised compared to 

0.5% forecasted. The key drivers were private consumption and capital spending. According 

to Masaki Kuwahara, senior economist at Nomura, companies are investing to offset for a 

declining population and “Japanese corporations have a huge labour shortage in Japan, so 

they have to prepare for that regardless of the global situation”. Imports exceeded exports 

for the first time in two quarters and detracted 0.3 percentage points from GDP growth for 

the quarter compared to a 0.4 percentage point contribution in the first quarter. The 

movement was largely due to import growth of 1.6% compared to an export decline of 0.1% 

on the quarter. It was the third straight quarterly GDP growth and analysts are convinced 

that prime minister Shinzo Abe will go ahead with the planned increase in consumption tax 

scheduled for October. 

 

EUROPE 

Contributed by Carel la Cock 

• Industrial production in Germany fell by 1.5% in June from the month before and imports 

grew by 0.5%, more than the expected 0.3%. Exports were marginally down by 0.1% on the 

month, but a more substantial 8% compared to the previous year. Exports contribute to GDP 

growth while imports detract. Germany’s poor economic data point to an economic 

contraction in the second quarter, as the eurozone’s largest economy continues to struggle 

in a weak global economic environment impacted by the US-China trade dispute and the 

possibility of a no-deal Brexit. 



 

 

• Economic data from France also paint a gloomy picture. Industrial production in June was 

down by 2.3% month on month with manufacturing, the largest component, down 2.2%. The 

contraction was largely due to weak demand in transport equipment. The weak industrial 

production figures for both France and Germany came after growth in May gave hope that 

the eurozone has turned a corner. France only narrowly staved off a contraction in the second 

quarter, growing by a modest 0.2%. The weak economic data in both Germany and France 

adds to the growing body of evidence that the eurozone economy is slowing and that the 

European Central Bank will announce further stimulus at its next meeting in September. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

• The UK’s economy contracted by 0.2% in the second quarter, its first negative growth in 7 

years largely due to a weaker global economy and the unwinding of inventories stockpiled 

ahead of the original Brexit deadline in the first quarter. The contraction was also worse than 

the flat performance economists had expected and a reversal from the growth of 0.5% in the 

first quarter. The change in inventories negatively impacted growth by 2.24 percentage 

points, however it is expected that there might be more stockpiling in the third quarter ahead 

of the new Brexit deadline at the end of October and that it will help rebound the economy. 

The service sector remained buoyant and grew by 0.1% although it was the weakest growth 

in 3 years. Consumer spending was 0.5% higher than the previous quarter, driven by low 

unemployment and real wage growth. Of concern is the fall in business investment and 

construction which fell by 0.5% and 1.3% respectively. There is a high probability that those 

two sectors could be further impacted in the third quarter because of the uncertainty 

regarding a no-deal Brexit. The unexpected overall contraction has put further pressure on 

the currency with sterling trading below 1.21 to the US-dollar and below 1.08 to the euro. 

There is also a stronger case for monetary policy easing with the markets pricing a 70% chance 

of a rate cut by January which will be Mark Carney’s last policy meeting in charge of the Bank 

of England. 

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

• Argentina is in turmoil after incumbent President Mauricio Macri lost a primary election to 

Alberto Fernández who boasts former president Cristina Fernández de Kirchner as his running 

mate. Mr Macri has presided over unpopular austerity measures which the electorate blames 

for a deep recession with accompanying unemployment and inflation of over 50%. Markets 

fear that a win in the October elections for Mr Fernández will usher in a period of populist 



 

 

policies, bringing to an end the economic stability achieved by Mr Macri’s government. The 

main concern is that populist policies could jeopardise the record $56bn IMF bailout Argentina 

received in 2018 which came with stringent conditions, including a zero-budget deficit by 

2019. On Monday the Argentine peso fell by 25.3% against the US dollar and the Merval equity 

index slumped 37%. US-dollar denominated bond yields shot up, pushing shorter dated bond 

yields as high as 38%. There will likely be some contagion effect on other emerging markets 

with increased volatility expected over the short term. 

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 4.41  55062 

JSE Fini 15  - 7.40  15167   

JSE Indi 25  + 11.19  70809 

JSE Resi 20  + 5.73  43397 

R/$   - 3.83  14.92 

R/€   - 1.52  16.72 

R/£   + 0.90  18.16   

S&P 500  + 14.96  2881 

Nikkei  + 2.85  20585 

Hang Seng  + 1.85  25976 

FTSE 100  + 6.59  7171 

DAX   + 9.56  11567 

CAC 40  + 10.65  5234 

MSCI Emerging + 0.73  972 

MSCI World  + 11.96  2109 

Gold   + 14.05  1460 

Platinum  + 7.96  856 

Brent oil  + 7.86  58.72 



 

 

BOTTOM LINE 

Contributed by Nick Downing 

• Globally, central banks are once again injecting liquidity into the financial system, led by a 

surge in liquidity injections by the People’s Bank of China since May and more recently a 

pick-up in liquidity injection by the US Federal Reserve. The European Central Bank is 

expected to follow suit from September onwards.  

 

• Increased central bank liquidity is positive for financial markets and particularly for risk 

assets, such as emerging market bonds and equities. In such circumstances, emerging market 

currencies would be expected to outperform, as in fact they have been over the past two-

to-three months. 

 

• As the most liquid emerging market currency, the rand has benefitted from the recovery in 

global central bank liquidity. However, the rand, beset by its own unique set of problems, 

including fiscal pressure from Eskom and other state-owned enterprises and an insatiable 

political demand for social expenditure, may come under pressure, especially if South Africa 

loses its last remaining investment grade credit rating. Moody’s, which still has South Africa 

on an investment grade has expressed concern over the Treasury’s latest R56 billion bailout 

of Eskom.  

 

• A downgrade to junk status would lead to South Africa’s automatic expulsion from global 

bond indices and the forced withdrawal of potentially R100 billion worth of ZAR bonds from 

global bond tracker funds and by global institutional funds. Many funds are constrained by 

their mandates from investing in junk-rated debt. 

 

• Despite rising global trade uncertainty and the pressure of rising deficit spending on South 

Africa’s fiscus, the rand has been relatively stable since the start of the year, and far stronger 

than the low of R/$16.79 recorded on 16th January 2016 in the wake of the “Nenegate” 

debacle, when president Zuma appointed three different Minsters of Finance in as many 

weeks. The relative stability of the rand provides an opportunity for South African investors 

to either initiate or increase their overseas investment exposure.  

 

• South Africa contributes less than 1% of global GDP so it stands to reason that overseas 

portfolios provide a much greater choice of investments. Regardless of how one feels about 

local prospects, it is advisable to have a meaningful overseas exposure, not just to diversify 

risk but also to take advantage of the numerous investment opportunities available in the 

global context. Take for example, China and India, two economies growing at more than 6% 

per annum compared with South Africa’s current annual GDP growth of less than 1%. The 

Russian equity index trades on a historic price-earnings multiple of less than 6x despite it 

climbing by 35% since the start of the year. Another example is the biotech sector, which 



 

 

unlike most industrial sectors will benefit from an ageing global population. These and other 

investment opportunities are not accessible via listed securities on the JSE.  

 

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. 


