
 

 

OVERBERG MARKET REPORT 

Tuesday 13th December 2016 

 

SOUTH AFRICA ECONOMIC REVIEW 

 GDP grew in the third quarter (Q3) by just 0.2% quarter-on-quarter annualised in stark 

contrast to the upwardly revised 3.5% growth in Q2 and below the 0.6% consensus forecast. 

Manufacturing production, which supported GDP growth in Q2, contracted in Q3 by -3.2% 

annualised. Agricultural output shrank for a seventh straight quarter although to a lesser 

degree, by -0.3% compared with -0.8% in Q2. Surprisingly, trade, catering and 

accommodation, shrank during the quarter by -2.1%. On the plus-side, mining production 

grew by 5.1%. Without the contribution from mining, overall GDP would have contracted by 

-0.1%. GDP is expected to fare only slightly better in Q4 resulting in overall GDP growth in 

2016 of 0.4%. However, GDP growth is expected to lift to 1.2% in 2017, with stronger 

contributions from manufacturing, mining and agriculture. Consumer spending should also 

recover in line with easing inflation and a gradual decline in interest rates in the second 

half of the year. Expectations for stronger growth should also boost fixed investment 

spending.  

 

 The South African Reserve Bank (SARB) December Quarterly Bulletin reports a widening in 

the current account deficit from -2.9% of GDP in the second quarter (Q2) to -4.1% in Q3. 

The deterioration is due to the trade account moving from a surplus of R47.9 billion in Q2 

to a deficit of -R3.8 billion in Q3. The balance on the invisibles account, comprising 

services, income and current transfers payments, increased by a fraction to -R172 billion or 

-4.0% of GDP. On the financing side the current account deficit was counter-balanced by 

continued inflows into the capital account. Net portfolio inflows fell over the quarter from 

R30.9 billion to R22.4 billion, while net direct investment inflows increased from R2.1 

billion to R5.6 billion. The current account deficit is likely to resume its downward trend in 

the quarters ahead in response to improving global demand and the firming in commodity 

prices. 

 

 According to the SARB Quarterly Bulletin gross fixed capital formation fell for a fourth 

straight quarter but the pace of contraction slowed from -6.8% quarter-on-quarter 

annualised in the second quarter (Q2) to -1.0% in Q3. Contraction in private sector capital 

spending reduced from -4.1% to -1.6% while government sector spending grew by 1.5% up 

from -11.2% in Q2. Employee compensation improved in Q3 with annualised real household 

disposable income growth rising from 1.7% in Q2 to 2.0% in Q3. Household debt to 

disposable income fell from 75.1% to 74%, down from a peak of 80% in 2013, while the debt 



 

 

service ratio reduced from 9.7% to 9.6%. Fixed investment spending is expected to recover 

over the next year on expectations of an improving global and local economic outlook, 

while household finances and expenditure should benefit from declining inflation and a 

gradual reduction in interest rates. 

 

 Manufacturing production declined in October by -1.9% month-on-month more than 

reversing the 1.3% growth in September, while on a year-on-year basis production 

contracted -2.7% significantly worse than the +0.7% consensus forecast. The contraction is 

consistent with October’s fall in the Barclays manufacturing purchasing managers’ index 

(PMI) from 48.6 to 45.9. The PMI subsequently rebounded to 48.3 in November indicating 

some recovery in manufacturing activity. Manufacturing production is expected to increase 

in 2017 off this year’s low base, with domestic demand helped by a recovery in fixed 

investment and the boost to consumer spending from lower inflation and interest rates. 

Export-oriented manufacturing should benefit from rising global commodity prices and a 

US-led increase in global economic growth. 

 

 Mining production contracted in October by -1.2% month-on-month and -2.9% year-on-year 

well below the consensus forecast of 2.5% growth. The decline is attributed to the platinum 

group mineral (PGM) sector which suffered a -12.0% year-on-year production decline. 

Manganese production also fell by a substantial -10.5% on the year. In contrast, iron ore, 

coal and metallic minerals grew by 5.9%, 4.3% and 28.9%, respectively. While the overall 

data are disappointing, the improving outlook for global commodity prices amid growing 

infrastructure spending in China and now the US, should boost the mining sector in 2017. 

 

 The BER consumer confidence index improved from -9 in the second quarter (Q2) to -3 in 

Q3. Of the three sub-categories, consumers’ expectation of economic performance in 12 

months’ time and expectation of households’ financial prospects in 12 months’ time, both 

recorded gains. The appropriateness of the present time to make durable goods purchases 

recorded a decline. Among income groups, the BER confidence index increased sharply from 

-15 to +6 for those earning less than R7000 per month but fell from -6 to -10 for high 

income households.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation: Due Wednesday 14th December. Consumer price inflation (CPI) is 

expected to accelerate from 6.4% year-on-year in October to 6.7% in November, according 

to consensus forecast. However, this is likely to mark the peak with CPI projected to revert 

to the Reserve Bank’s 3-6% target range in the second quarter 2017, according to the 

central bank’s projections.  

 



 

 

 Retail sales: Due Wednesday 14th December. Retail sales growth is expected to fall from 

1.4% year-on-year in September to 1.1% in October and on a month-on-month basis from 

0.6% to 0.2%, according to consensus forecast. Consumer confidence is under pressure from 

rising inflation, high interest rates and weak jobs growth.  

 

 Producer price inflation (PPI): Due Thursday 15th December. Producer price inflation (PPI) is 

expected to rise slightly from 6.6% year-on-year in October to 6.8% in November, according 

to consensus forecast. PPI should pick-up due to the base effect of weak year-ago 

comparative data and rising food price inflation.  

 

GLOBAL 

 The oil price maintained its rally after non-OPEC producers agreed to reduce supply by 

558,000 barrels per day, close to the initial target of 600,000. This amounts to the largest 

ever cut by non-OPEC countries. The oil price has increased by just under 30% since OPEC’s 

production cut announcement on 30th November. However, according to Baker Hughes, US 

shale producers are already responding to the oil price increase with the total number of 

active US rigs rising in the past week by 21 to 498, the highest level since January. 

Meanwhile, many of the non-OPEC production cuts are in countries which are in any case 

experiencing natural declines in output. In addition, these countries are likely to exploit 

the lull in production by fast-tracking maintenance programmes, which would translate into 

even greater output once the production freeze is over. While the oil price is likely to rally 

into mid-2017 it may succumb to a surge in production in the second half of the year.  

 

NORTH AMERICA 

 Fed funds futures attribute a 97% probability that the Federal Reserve will hike its 

benchmark interest rate by 25 basis points when it concludes its policy meeting on 

Wednesday 14th December. All 120 economists surveyed in a Reuters poll expect a rate 

hike. In her most recent testimony to Congress Fed Chair Janet Yellen hinted at an 

imminent rate hike, stating that: “Such an increase could well become appropriate 

relatively soon if incoming data provide some further evidence of continued progress 

toward the committee’s objectives.” Inflation has continued to firm, unemployment has 

dropped to 4.6% and while rising bond yields and the dollar’s appreciation have tightened 

financial conditions, they nonetheless remain accommodative.  

 The University of Michigan US consumer sentiment index surged from 93.8 in November to 

98 in December its highest since January 2015 and substantially above the 94.5 consensus 



 

 

forecast. The current conditions index increased from 107.3 to 112.2 its highest since 2005. 

The data signals strong household consumption expenditure, which will be supportive of 

firm GDP growth. The upbeat data is attributed to confidence in new government policies. 

However, Richard Curtin director of the Michigan survey cautioned that: “President-elect 

Trump must provide early evidence of positive economic growth as well as act to keep 

positive consumer expectations aligned with performance…. Either too-slow growth or too-

high expectations represent barriers to maintaining high levels of consumer confidence.”  

 Factory orders increased in October by 2.7% month-on-month, the biggest increase since 

June 2015 and its fourth straight monthly gain, confirming that the manufacturing sector is 

gradually recovering after its prolonged downturn. Capital goods orders grew 11.9%, 

attributed to a 12.0% increase in transportation orders. Non-defense orders excluding 

aircraft, a measure of business spending, increased 0.2% although slightly down on the 0.4% 

recorded in September. The overall data is encouraging, indicating a continued stabilization 

in the manufacturing sector in the months ahead. 

 

CHINA 

 China’s November macro-economic data corroborates the recent uplift in purchasing 

managers’ indices and trade activity. Industrial production growth improved from 6.1% 

year-on-year to 6.2%, retail sales growth increased from 10.0% to 10.8% and fixed asset 

investment growth remained unchanged at a robust 8.3%. Public investment grew by a solid 

20.2% buoyed by a 17.2% increase in infrastructure investment. Encouraged by the firming 

in economic activity and government’s commitment to infrastructure spending the People’s 

Bank of China is likely to maintain its slight tightening in monetary policy. Authorities are 

mindful of China’s rapid increase in debt and the risks excessive leverage poses to financial 

stability.  

 China’s consumer price inflation (CPI) edged higher from 2.1% year-on-year in October to 

2.3% in November with core CPI, excluding volatile food and energy prices, also rising from 

1.8% to 1.9%. Producer price inflation (PPI) accelerated from 1.2% to 3.3% its fastest pace 

in five years and well above the 2.3% consensus forecast. According to Capital Economics 

analyst Julian Evans-Pritchard, China is “now a source of global inflationary pressure.” The 

sharp depreciation in the yuan and the global increase in oil and other commodity prices 

are likely to keep China’s inflation rate on an upward trajectory. 

 China’s commodity imports surged higher in November. Copper concentrate imports 

increased 29.4% month-on-month and 22.5% year-on-year while iron ore imports increased 

by 13.8% on the month and 12% on the year. Crude oil imports increased 11% month-on-

month with imports for the year to date up 14% on the same period in 2015. As well as 



 

 

signaling a potential uptick in China’s economic growth the data indicates continued 

upward momentum in commodity prices.  

 

JAPAN 

 Core machinery orders, viewed as an accurate indicator of business investment spending, 

increased in October by a robust 4.1% month-on-month, more than reversing September’s 

decline of -3.3%. Core machinery orders were up for the first time in three months and well 

above the 1.1% consensus forecast. While orders from the manufacturing sector fell -1.4% 

on the month, non-manufacturing orders grew 4.6%. The data points to a steady firming in 

machinery orders, especially in the services sector of the economy.  

 

 The Reuters Tankan survey, which polls 531 large- and medium-sized firms, showed 

manufacturers’ confidence increased in December for a fourth straight month to its highest 

since August 2015. Helped by a weaker yen, with the yen losing 7% against the US dollar 

since the last survey, the manufacturing confidence index increased from +14 to +16, The 

services sector confidence index gained from +15 to +19 its second straight monthly 

improvement. While encouraging, the manufacturing expectations index measuring 

expected conditions three months ahead fell from +16 to +10 indicating some let-up in the 

last four months’ gains. The services expectations index increased slightly from +19 to +20.  

 

EUROPE 

 The ECB extended its asset purchasing programme beyond April 2017 to December 2017 

while reducing its monthly purchases during the extended period from €80 billion to €60 

billion. However, the ECB stated that it would increase monthly purchases or the duration 

of the quantitative easing programme if “the outlook becomes less favourable or if 

financial conditions become inconsistent with further progress towards a sustained 

adjustment of the path of inflation.” The ECB forecasts consumer price inflation of 0.2% in 

2016, rising to 1.3% in 2017 up from its previous forecast of 1.2%, 1.5% in 2018 and 1.7% in 

2019.  

 

UNITED KINGDOM 

 The Bank of England (BOE) is expected to leave its monetary policy unchanged at its 

upcoming meeting, concluding on Thursday 15th December. The economy has performed 

better than expected with activity continuing as usual despite the Brexit uncertainty. At 

the same time inflation is spiking higher in reaction to the sharply weaker pound. While the 



 

 

BOE has said it will allow for a period if higher inflation, there may be limits to its 

tolerance. In last week’s BOE survey, consumers said they expected price-growth to 

average 2.8% in the next 12 months, up sharply from 2.2% in August, representing the 

biggest increase in over six years. Households’ 5-year price-growth expectations are at 

3.1%, well above the BOE’s 2% target. 

 

 Industrial production unexpectedly contracted in October by a substantial -1.3% month-on-

month far worse than the 0.2% consensus forecast growth. Manufacturing output also 

slumped unexpectedly, by -0.9% on the month, versus consensus forecast growth of 0.2%. 

While the weaker pound should boost competitiveness of UK exports, the advantage has 

tended to be neutralized by rising input costs. The outlook for British manufacturing and 

industrial production is likely to remain depressed into 2017. Uncertainty over Britain’s 

post-Brexit trading relationship with the EU and the rest of the world is likely to increase 

once Article 50 is triggered around March next year.  

 

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of India (RBI) surprised financial markets by keeping its benchmark repo 

interest rate unchanged at 6.25%. A 50 basis point rate cut had been widely expected, to 

shore up the disruptive impact on the economy of the recent currency ban. The RBI 

highlighted that the currency ban is largely transitory and therefore may not merit a rate 

cut. The decision to hold off on a rate cut may also be attributed to the imminent rate hike 

by the Federal Reserve. However, given the RBI’s forecast for consumer price inflation to 

fall to its 5% target during the first quarter 2017 a further repo rate cut to around 5.75% is 

likely by mid-2017.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 0.33 

JSE Fini 15  - 2.36 

JSE Indi 25  - 11.96 

JSE Resi 20  + 32.54 

R/$   + 13.67 

R/€   + 16.02 



 

 

R/£   + 30.78 

S&P 500  + 10.42 

Nikkei   + 0.64 

Hang Seng  + 2.37 

FTSE 100  + 10.38 

DAX   + 4.16 

CAC 40   + 2.67 

MSCI Emerging  + 9.83 

MSCI World  + 5.86 

Gold    + 9.56 

Platinum  + 4.69 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The key £/$1.30 level support level has been broken opening up a £/$1.20-1.24 

target. 

 

 The JPMorgan global bond index is testing the support line from the bull market stemming 

back to 1989, which if broken will project further sharp increases in bond yields. 

 

 The US 10-year Treasury yield has broken back above the key support level of 2.0% 

endangering the multi-year bull trend in US bonds. 

 



 

 

 The benchmark R186 SA Gilt yield is now testing the key support level of 9.0% endangering 

the mini-bull market in bonds which has been in place since the start of the year.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdqaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent crude price is well supported at $40 a barrel and having broken key resistance at 

$50 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5000 per ton. 

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 The JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. A break above 54,200 on the JSE All Share index 

would project an upward move to 60,000 marking a new high for the JSE.  

 

BOTTOM LINE 

 Sentiment towards the JSE is rock bottom. The optimism towards equities, which gripped 

the market in 2014 after five straight years of solid gains, has been replaced by a sense of 

unease, disappointment and anxiety. After three years of paltry gains in which the JSE All 

Share Index has risen by just 12%, investors are considering cashing up and moving to money 

markets, residential property or any asset class other than equities.  

 

 We see things differently. The economic outlook is likely to improve and with it the 

earnings power of companies making up the JSE. Inflation is set to peak this month and we 

are likely at the peak in interest rates. The South African Reserve Bank (SARB) forecasts 

consumer price inflation will peak at 6.6% in the final quarter this year and return to its 

target range of 3-6% in the second quarter 2017. The SARB has hinted that the interest rate 

hiking cycle is close to the end, suggesting that the repo rate, after rising from 5% in early 

2013 to 7% currently, is likely to ease in coming months.  

 

 GDP growth is expected to rise from its low point this year, amid recovering commodity 

prices, improving global growth and export demand, while lower interest rates will 

encourage household spending and business investment. GDP grew in the second quarter by 

just 0.2% quarter-on-quarter annualised with growth for 2016 as a whole unlikely to exceed 

0.4%. Coming off a low base GDP growth is expected to lift to 1.2% in 2017 and to 1.6% in 



 

 

2018, according to Reserve Bank forecasts. GDP growth will respond to rising commodity 

prices and strengthening export markets. The Commodity Research Bureau (CRB) metals 

index has increased by 45% since the start of the year, buoyed by Chinese fiscal stimulus 

and more recently by prospects for US-led infrastructure spending. Export markets are 

recovering in line with an improving global economy. World economic growth is expected to 

rise from around 3.4% in 2016 to 3.9% in 2017 in response to fiscal stimulus, easier credit 

markets and rising business and consumer confidence. 

 

 South Africa’s export performance is already having a beneficial impact. The current 

account deficit has steadily shrunk from -5.8% of GDP in 2013 to -5.4% in 2014, -4.4% in 

2015 and -4.1% in the third quarter 2016. The trade balance has strengthened in the year to 

end October to a deficit of just -R14.3 billion compared with -R59.5 billion in the same 

period last year.  

 

 In response to the improving global and local economic outlook, rising commodity prices 

and shrinking current account deficit the rand has strengthened versus major currencies. 

Since the start of the year the rand has appreciated by 29% versus the British pound, 14% 

versus the euro and even 13% versus the might US dollar.  

 

 There is the lingering threat of a credit rating downgrade to junk status, which would derail 

the constructive outlook for the rand, inflation, interest rates and economic growth. 

However, the credit rating agencies are likely once again to give South Africa the benefit of 

the doubt in 2017. The rating agencies have erred on the side of caution, given the 

substantial boost to structural reforms which could arise from a change in leadership. 

Therefore, with the next rating reviews in June and December 2017 occurring just prior to 

the ANC’s national electoral conference, it is likely the rating agencies will hold fire again, 

given the opportunity for constructive leadership changes.  

 

 The economy is bottoming out and the equity market, being forward-looking, will 

increasingly discount better times ahead. Far from considering a switch from equities into 

other asset classes, seasoned investors will most likely be increasing their exposure. In the 

words of Warren Buffet, one of the greatest investment geniuses of our time: “Be fearful 

when others are greedy, be greedy when others are fearful.” 
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