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IN THIS WEEK’S BOTTOM LINE 

 There are significant differences between pooled investments such as unit trusts and 

private share portfolios (PSPs). The comparison between a mass-produced off-the-peg suit 

and a tailor-made suit (PSP) is apt, only that a PSP is usually cheaper too. PSP investing 

involves a bespoke investment portfolio in which shares, and other securities are held in 

the client’s name, and are bought and sold on behalf of the individual client by the asset 

manager. The asset manager will invest directly in the market and will avoid investing 

through middlemen. Asset allocation and share selection within the portfolio can be 

customised to suit the client’s precise risk-return objectives. This may range from share-

only portfolios through to more conservative portfolios focussed on giving investors a high-

income yield. A PSP can also exist within a wrapper such as a retirement annuity or 

preservation fund. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 As suggested by the slump in the ABSA/BER manufacturing purchasing managers’ index 

(PMI), manufacturing production contracted in September by 1.0% month-on-month, 

dragging year-on-year growth down to 0.1% from 1.5% in August. Nonetheless, on a quarter-

on-quarter basis manufacturing production managed growth of 1.7% in the third quarter 

(Q3) an improvement on the 0.2% growth in Q2. The largest detractors to manufacturing 

volumes in September were the petroleum, chemical, rubber and plastic products segment, 

which contracted 3.2% on the year and the motor vehicles, parts and accessories segment, 

which contracted 4.9%. On the upside, iron and steel products grew 3.3%, food and 

beverages by 2.7% and wood and paper products by 3.4%. Despite overall weakness in 

September’s manufacturing data, Q3 saw stronger growth than Q2, which will have helped 

pull the economy out of recession.  

 

 Mining production continued its decline in September although the pace of decline slowed 

to 1.8% year-on-year from 6.7% in August. On a month-on-month basis, mining output 

increased in September by 1.2%, although not enough to prevent mining production from 

contracting in the third quarter (Q3) by 2.2% quarter-on-quarter. Among mining sectors, 

gold production fell in September by 19% on the year, copper production by 45.2%, nickel 

production by 20% and building materials by 8.9%. There were a few bright spots, with 

platinum group metals, manganese ore, iron ore, diamonds and chromium ore production 

rising on a year-on-year basis by 7.2%, 16.8%, 2%, 10.6% and 4.2%, respectively. While 

making a negative contribution to Q3 economic growth, the mining sector accounts for a 



 

 

relatively small portion of GDP at around 7%. Its detraction from Q3 GDP growth was more 

than made up by growth in the manufacturing sector. The outlook for the mining sector 

should benefit from greater policy and regulatory certainty, and continued prospects for 

solid global demand and firm international commodity prices.  

 

 The SACCI business confidence index (BCI) increased in October from 93.3 to 95.8 its 

highest level since April. Among the 13 sub-components comprising the BCI, five showed 

strong gains, three fell slightly and the remainder remained unchanged. The key gainers 

were a stronger rand, increased import volumes, increased building plans passed, improved 

vehicle and retails sales, and higher precious metal prices. Detractors included a decline in 

share prices, lower exports and decreased manufacturing activity. SACCI noted that the 

euphoria at the start of the year has been replaced by a more rational assessment of the 

business climate although major developments over the past month have helped boost 

confidence. These include the Jobs Summit, Investment Conference and the earlier 

announcement of a fiscal stimulus package. The successful conclusion of the 2019 national 

elections will likely provide the catalyst for a more pronounced and sustainable increase in 

business confidence.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 Retail sales: Due Wednesday 14th November. Retail sales are likely to have grown in 

September by around 2-2.5% year-on-year similar to the 2.5% growth recorded in August, 

which would ensure a return to economic growth in the third quarter. Consumer spending 

comprises around 60% of South African GDP. While the elevated fuel price and slow credit 

growth is crimping consumer disposable income, consumers are benefitting from reasonably 

low interest rates and solid public-sector wage increases.  

 

GLOBAL 

 The oil price is officially in a “bear market” defined by a fall of 20% or more from its recent 

peak. The price decline is attributed to a combination of rising supply, slowing demand and 

a waiver on certain US oil sanctions against Iran. The US Energy Information Administration 

(EIA) weekly inventory report recorded a seventh straight week of rising US crude oil 

stockpiles, to 432 million barrels the highest level since June. The EIA noted US oil 

production increased last week to 11.6 million barrels per day (bpd), a record high, while 

lifting its forecast for production in 2019 from 11.8 million bpd to 12.1 million bpd. 

Meanwhile the European-based International Energy Agency (IEA) has cut its forecast for 

global oil consumption in 2019 citing higher oil prices and threats to global growth. Over 

the past weekend, the US granted sanction waivers to eight of Iran’s largest oil customers, 

further exacerbating the slump in the oil price. The eight largest customers collectively 

import three-quarters of Iran’s oil exports. The sharp decline in the oil price may prompt 



 

 

OPEC and its affiliated members, including Russia, to announce a production cut at their 

meeting in Vienna next month.  

 

NORTH AMERICA 

 As widely anticipated the Democrats gained control of the House of Representatives in the 

midterm elections, for the first time since 2010, while the Republicans remained in control 

of the Senate. A split Congress means President Trump and the Republicans will require 

Democrat approval before making any legislative changes, jeopardising the ratification of 

the renamed US-Mexico-Canada-Agreement, the planned repeal of the Affordable Care Act 

and any further tax stimulus or infrastructure spending. The US equity market traditionally 

celebrates congressional gridlock with strong gains normally occurring in the 12-month 

period after the president’s party suffers a loss of congressional control. However, markets 

may break with tradition this time round. Frustrated in his ability to pass through 

legislation, Trump may resort to increased trade protectionism and foreign policy conflict. 

The President has almost unfettered control over these policy areas. Politics and trade 

issues are therefore likely to remain a dominant theme in US and global equity markets 

over the next two years.  

 

 The Federal Reserve kept its benchmark fed funds interest rate unchanged at 2.0-2.25% as 

expected, while reiterating its upbeat economic assessment “that the labour market has 

continued to strengthen, and that economic activity has been rising at a strong rate.” 

However, there was one significant downgrade in the Fed’s assessment when it noted that 

business fixed investment growth had “moderated from its rapid pace earlier in the year.” 

Although the slightly “dovish” concession helped to subdue fears of excessive rate 

tightening, the Fed made no mention of the sharp sell-off in US equity markets during 

October, as had been the case after similar market weakness in 2015 and 2016. This 

indicates resolve for a further rate hike in December and further 25 basis point rate hikes in 

2019 taking the fed funds rate to the estimated “neutral rate” of 3.0%. The neutral rate is 

one which is neither accommodative nor restrictive.  

 

 The University of Michigan US consumer confidence index slipped slightly in November from 

98.6 to 98.3 although remained at elevated levels despite the impact of the stock market 

sell-off in October. The index of current economic conditions increased from 113.1 to 113.2 

reflecting buoyant labour market conditions and rising income expectations. However, the 

forward-looking index of consumer expectations dipped from 89.3 to 88.7 due to concerns 

over rising inflation and higher interest rates. Survey respondents anticipate total pay will 

increase by a substantial 3.6% over the next year, the highest projection in 10 years. 

However, expected annual inflation 5-years ahead increased from 2.4% to 2.6%. On 

balance, consumer confidence remains high and at current levels is consistent with 

annualised growth in consumer spending of around 5%. With consumer spending accounting 

for over 75% of US GDP, this bodes well for a continuation of solid economic growth.  

 



 

 

CHINA 

 China posted unexpectedly strong trade figures in October indicating global demand may be 

stronger than anticipated. A weaker yuan may also be a contributing factor. The yuan has 

depreciated against the US dollar by 6% since the start of the year and 3% on a trade-

weighted basis. China’s export growth accelerated to 15.6% year-on-year from 14.5% in 

September while import growth accelerated from 14.3% to 21.4%. Exports to the European 

Union increased by 15% on the year and exports to India and Brazil by more than 20%. 

Exports to the US increased 13.2% on the year while imports from the US fell by 1.8%, 

indicating that strong US demand and a weaker yuan are overwhelming the impact of trade 

tariffs. Moreover, China has aggressively shifted to non-US suppliers of key commodities, 

whereas a shift by the US to non-Chinese suppliers is less easy due to China’s dominance of 

global production across several products. However, the front-loading of orders ahead of 

January when the US plans to increase the tariff on $200 billion of Chinese imports from 

10% to 25%, has also played a part. Despite the deteriorating trade conflict between the US 

and China, China’s overall trade data points to healthy external demand.  

 

 Consumer price inflation (CPI) remained elevated in October at 2.5% year-on-year 

unchanged from September’s level. However, on a month-on-month basis CPI’s increase of 

0.2% shows a significant moderation from 0.7% in September. The decline is attributed to 

food price inflation, which fell 0.3% on the month after rising 2.4% in September. Core CPI, 

which excludes food and energy prices due to their volatility, remained well anchored on a 

year-on-year basis, rising modestly from a two-year low of 1.7% to 1.8%. Meanwhile, 

producer price inflation (PPI) fell from 3.6% to 3.3% on the year and is likely to decline 

further over coming months as the oil price continues to soften. The overall inflation 

outlook remains benign paving the way for the People’s Bank of China to pursue more 

aggressive easing in monetary policy.  

 

JAPAN 

 Growth in total monthly average cash earnings per employee accelerated in September to 

1.1% year-on-year up from 0.8% the previous month. However, the gain is attributed to 

notoriously volatile bonus and special pay, which increased 13.2% on the year rebounding 

from the previous month’s 8.2% decline. More importantly, growth in regular earnings 

slowed sharply from 1.4% to 0.8% on the year. Companies are reluctant to raise base wages 

despite the tightening labour market due to uncertainty over economic prospects. Wage 

growth will need to pick-up considerably from current levels to drive inflation up to the 

Bank of Japan’s 2% target. As things stand wage growth in real terms, after taking inflation 

into account, remains stuck in negative territory.  

 

 

 



 

 

EUROPE 

 The European Commission (EC) warned Italy that its current budget would cause its deficit 

to increase to 2.9% in 2019 and 3.1% in 2020, amounting to a serious breach of the EU’s 

fiscal rules. The EC noted that the Italian government’s growth outlook was “subject to 

high uncertainty and intensified downside risk” and that “envisaged policy measures might 

prove less effective, having a lower impact on growth. Uncertainty about government 

policies might affect sentiment and domestic demand. Finally, the planned rollback of 

structural reforms bodes ill for employment and potential growth.” The EC highlighted the 

effect of rising sovereign bond yields on the cost of funding for banks and businesses. The 

10-year Italian bond yield has surged from 1.60% to 3.40% since the country’s general 

election in March. Meanwhile, Italy’s composite purchasing managers’ index (PMI) a 

barometer of business conditions in the manufacturing and service sectors of the economy, 

fell in October from 52.4 to 49.3 in sub-50 contractionary territory and its lowest reading 

since November 2013. The PMI signals a potential contraction in GDP in the fourth quarter.  

 

 Growth in Eurozone retail sales slowed in September to 0.8% year-on-year its slowest pace 

since October 2017. On a quarter-on-quarter basis, retail sales showed nil growth in the 

third quarter (Q3). However, August’s initially estimated 0.2% month-on-month decline was 

revised upwards to a 0.3% increase providing a bright spot in the data. The outlook for 

retail sales is expected to improve over coming months with falling unemployment and 

rising wage growth boosting household disposable oncome, which will also benefit from a 

continued fall in the oil price. Meanwhile, vehicle sales should normalise in the fourth 

quarter following the standardisation of new emission regulations. 

 

UNITED KINGDOM 

 Sterling has declined by 2% versus the US dollar over the past week amid a continued lack 

of progress in Brexit negotiations and the resignation of transport minister Jo Johnson, all 

the more significant as he is a moderate pro-EU Conservative. The main sticking-point is the 

Irish border “backstop”, a means of avoiding a hard border in Ireland which entails the UK 

remaining in the Customs Union. However, the EU insists that if the UK pulls out of the 

Customs Union, Northern Ireland would have to remain in the Customs Union. This would 

split Northern Ireland from the rest of the UK. In addition, the EU is demanding numerous 

concessions for the UK remaining in the Customs Unions, which is frustrating not just British 

Euro-sceptics but also pro-EU Moderates. To avoid leaving the EU without a deal by the end 

of March when Article 50 expires the UK and EU must agree on a Withdrawal Agreement. 

Furthermore, the Withdrawal Agreement must be ratified in Parliament, which is looking 

increasingly less likely with the potential for further high-profile Cabinet resignations. The 

European Council Meeting on 13th-14th December is the most likely timeline for a 

negotiation breakthrough, failing which negotiations would have to spill into 2019.  



 

 

 

 GDP growth accelerated in the third quarter (Q3) to 0.6% quarter-on-quarter up from 0.4% 

in Q2, its fastest pace since 2016. Household spending grew 0.5% on the quarter up from 

0.4% in Q2, helped by unusually hot summer weather, the football World Cup and a royal 

wedding. Construction activity rebounded by 2.1% on the quarter as contractors made up 

for lost time earlier in the year when unseasonably cold weather halted activity. Trade also 

contributed strongly, amid strong export growth and lower vehicle imports due to new EU 

emission standards. However, business investment spending fell for a third straight quarter 

due to continued Brexit uncertainty, falling in Q3 by a further 1.2% on the quarter. While 

the economic growth data is encouraging, the upturn is unlikely to last in Q4 and the 

outlook for 2019 depends very much on ratifying a negotiated Brexit deal.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 12.18 

JSE Fini 15  - 8.72 

JSE Indi 25  - 21.82 

JSE Resi 20  + 12.58 

R/$   - 14.54 

R/€   - 8.49 

R/£   - 10.0 

S&P 500  + 1.97 

Nikkei  - 2.17 

Hang Seng  - 14.33 

FTSE 100  - 8.26 

DAX   - 12.33 

CAC 40  - 4.77 

MSCI Emerging - 15.73 

MSCI World  - 1.92 

Gold   - 6.92 



 

 

Platinum  - 8.29 

Brent oil  + 3.74 

 

TECHNICAL ANALYSIS 

 The spike in the rand/dollar rate to R/$15.50 in the first week of September may mark the 

peak in the currency’s recent decline.   

 

 The rally in the US dollar index has reached its medium-term goal suggesting a correction 

from current levels. The dollar remains below a major 30-year resistance line suggesting 

the bull run in the dollar may be over.  

 

 The British pound has broken back below key resistance at £/$1.35 suggesting a trading 

range of £/$1.30-1.35. The £/$1.28 level is expected to provide strong resistance.  

 

 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 above resistance at 3.0% and 3.20%, paving the 

way for a new 3.20-3.30% trading range. However, any further move highly is likely to meet 

stiff resistance, especially at the key 3.50% level.   

 

 The benchmark R186 2025 SA Gilt yield has spiked higher to 9.30% but is expected to meet 

stiff resistance at this level, limiting any further likely upside. The R186 may retrace a 

portion of its upward move taking the yield back to the 8.80% level and thereafter 8.60%.  

 

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

Nasdaq and Russell 2000, remain close to recently set record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent oil price was unable to remain sustainably above key resistance at $80 per 

barrel, suggesting a new trading range of $65-$75. The outlook for base metals prices is less 

certain after the copper price retreated sharply from the key $7000 per ton level. A 

decisive break below $6000 per ton would herald a bear market in copper and base metals’ 

prices.  

 

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

recovery and a test of the $1400 target level.  

 



 

 

 Despite the consolidation since the start of the year the break in the JSE All Share index 

above the key resistance level of 60,000 in December signals the early stages of a new bull 

market. 

 

BOTTOM LINE 

 There are significant differences between pooled investments such as unit trusts and 

private share portfolios (PSPs). The comparison between a mass-produced off-the-peg suit 

and a tailor-made suit (PSP) is apt, only that a PSP is usually cheaper too. PSP investing 

involves a bespoke investment portfolio in which shares, and other securities are held in 

the client’s name, and are bought and sold on behalf of the individual client by the asset 

manager. The asset manager will invest directly in the market and will avoid investing 

through middlemen. Asset allocation and share selection within the portfolio can be 

customised to suit the client’s precise risk-return objectives. This may range from share-

only portfolios through to more conservative portfolios focussed on giving investors a high-

income yield. A PSP can also exist within a wrapper such as a retirement annuity or 

preservation fund. 

 

 Global trends show that as investors and advisers demand greater transparency, there is 

growing appetite for private share portfolios as part of an overall investment solution. 

Given the wider choice, flexibility on fees, enhanced agility, and greater transparency, 

South African investors are increasingly following the global trend.  

 

 Private share portfolios benefit from incredibly simple and transparent fees. Total fees 

should not exceed 1.5% per annum and are flexible for larger portfolios. By contrast, the 

fee structure for unit trusts is rigid and complicated. There are many middlemen all 

charging fees including custodial fees, audit fees, legal fees, trustee fees, distribution and 

marketing fees, platform fees, and sometimes performance fees. Not all costs associated 

with a unit trust are included in the Total Expense Ratio.  

 

 Private share portfolios are by nature smaller than unit trusts and therefore more agile, 

with the ability to focus on a handful of “best” investment ideas including the potential for 

a meaningful exposure to small-capitalisation shares. Small-capitalisation shares provide 

better performance over time than companies with larger market capitalisations.  

 

 Unit trusts suffer from over-diversification. For regulatory and for practical reasons, most 

unit trusts, due to their size, end up holding dozens if not hundreds of different shares. 

This limits the chance of poor performance but also handicaps the opportunity for market 

outperformance. There are unit trusts which specialise in smaller-capitalisation shares, 

although they are generally forced into buying so many different shares that the advantage 

of finding opportunities in a few excellent small companies is diluted by the many less 

attractive ones.  

 



 

 

 Although private share portfolios (PSPs) and unit trusts both incur capital gains tax (CGT), 

PSPs can better exploit the CGT annual exclusion, currently R40,000 per annum. The annual 

exclusion is applied every year on an ongoing basis in an actively managed PSP. With a unit 

trust investment, it is only applied upon the sale of the unit trust which may be after a 

number of years. The annual exclusion is a “use it or lose it” benefit. Say you invest 

R200,000 in both a PSP and a unit trust… The two portfolios do well and after ten years 

they each triple in value to R600,000, giving you a capital gain of R400,000 for each 

portfolio. Using the full R40,000 annual CGT exclusion over each of the ten years, the PSP 

will attract no CGT. The unit trust however, will attract CGT upon sale at the end of the 

ten-year period, which at the maximum rate of 18% would amount to R64,000. The saving 

would buy numerous tanks of petrol, even at today’s exorbitant prices! 

 

 Unit trusts are typically large mass-market retail products. They tend to be cumbersome, 

over-diversified and expensive. PSPs are smaller boutique-style wholesale products. They 

are agile, more transparent and usually cheaper.  

 

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. 


