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IN THIS WEEK’S BOTTOM LINE 

 Despite global investor unease over emerging markets generally, foreign investors remain 

firm believers in South Africa’s New Dawn. While global emerging market bond funds have 

suffered severe net investor outflows, the appetite for South African bonds remains steady. 

The bell-weather R186 bond yield has strengthened in the year-to-date (YTD) from 8.59% to 

8.35%. Net foreign inflows into South African bonds have risen steadily to a YTD total of 

R24.58 billion. YTD net inflows into South African equities are even more impressive at 

R33.2 billion.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Manufacturing production unexpectedly shrank in March by 1.3% year-on-year following a 

0.6% contraction in February. On a quarter-on-quarter basis manufacturing production 

contracted in the first quarter (Q1) by 1.7%, which indicates the manufacturing sector will 

have subtracted around 0.8 percentage points from Q1 GDP growth. The worst performing 

manufacturing sub-categories in March were the textiles, clothing, leather and footwear 

sector, the glass and non-metallic mineral products, and petroleum, chemical products, 

rubber and plastic products, which contracted year-on-year by 10.1%, 6.4% and 6.3% 

respectively. By contrast the motor vehicles, parts and accessories sub-sector grew by 6.4% 

on the year. While manufacturing output slipped in March on a year-on-year basis it grew 

on a month-on-month basis by a solid 1.3%. Furthermore, the BER/ABSA manufacturing 

purchasing managers’ index (PMI) regained the expansionary 50-level in April indicating a 

lift in the manufacturing sector in Q2 and into the second half of the year.  

 

 Mining production fell sharply in March by 8.4% year-on-year following a 2.0% decline in 

February, far worse than the consensus forecast for a 0.2% increase. On a quarter-on-

quarter basis mining production fell in the first quarter (Q1) by 2.5%, which indicates the 

mining sector will have subtracted around 0.7% from Q1 GDP growth. The decline was 

broad-based. Among mining sub-categories, diamonds contracted 24.7% on the year, 

followed by gold which declined 18%, metallic minerals 17.5%, building materials 17.4%, 

iron ore 8.9% and PGMs 6.1%. The immediate outlook for mining production is 

overshadowed by the 3.4% month-on-month decline in March. However, conditions are 

expected to improve into the remainder of the year helped by rising domestic demand and 

as the base effect of high year-ago production data falls away. In addition, the longer-term 

outlook is brightened by the combination of buoyant international commodity prices and 

the imminent resolution of uncertainties surrounding the Mining Charter.  

 



 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Quarterly labour force survey: Due Tuesday 15th May. Having reduced from 27.7% in the 

third quarter (Q3) 2017 to 26.7% in Q4 the unemployment rate is expected to have lifted 

slightly in Q1 to 27.4% according to consensus forecast. Hiring over the festive season is 

typically reversed in the new year. Moreover, new labour entering the market spikes at the 

start of the year.  

 

 Retail sales: Due Wednesday 16th May. Retail sales growth may have slowed from 4.9% year-

on-year in February to 4.4% in March according to consensus forecast although momentum 

should remain positive as indicated by an extremely strong FNB/BER consumer confidence 

reading. The consumer confidence reading increased in the first quarter to its highest in 36 

years.  

 

GLOBAL 

 As widely expected the US withdrew from its nuclear deal with Iran and re-imposed 

sanctions on the country. Anticipation of the decision caused the oil price to rise 10% over 

the past month to its highest level since 2014. Yet the oil price barely lifted following the 

actual announcement. Sanctions will constrain oil supply from Iran by around 250,000-

350,000 barrels per day according to consensus estimates. However, the shortfall could be 

more than made-up by OPEC, which has cut its production by around 1.8 million barrels per 

day since the start of last year. Accordingly, the unilateral US sanctions on Iran are unlikely 

to have a significant impact on global oil supply.  

 

NORTH AMERICA 

 The monthly Job Openings and Labour Turnover Survey (JOLTS) showed job openings 

increased in March to 6.6 million its highest since the data series began in December 2000. 

Job openings are up year-on-year by 1 million. The ratio of unemployed Americans to job 

openings fell to 1.0 a record low. While the gap between available jobs and those actively 

seeking work has closed businesses highlight a skills mismatch. Nonetheless, the data 

confirms a tightening labour market and the increased risk of an acceleration in wage 

pressure. The latest weekly jobless benefit claims number remained unchanged for a 

second straight week at 211,000 just marginally above the 48-year record low of 209,000 

registered in mid-April. The less volatile four-week moving average fell to 216,000 its 

lowest since December 1969.  

 

 Consumer price inflation (CPI) was weaker than expected in April. Headline CPI increased 

by 0.2% month-on-month in line with the March increase but below the 0.3% consensus 



 

 

forecast. Core CPI, excluding food and energy, increased by 0.1% on the month down from 

0.2% in March and below the 0.2% consensus forecast. While shelter prices and energy 

prices gained sharply in April by 0.3% and 1.4% on the month prices for used cars and trucks 

fell 1.6% marking the largest decline since March 2009. The data suggests inflation is less of 

a problem than had been feared at the start of the year. In the three months to end April 

core CPI increased at an annual rate of 1.8% down substantially from 3.1% recorded in the 

three months to end February. Producer price inflation (PPI), viewed as a barometer of 

consumer price inflation further down the line, increased by a mild 0.1% month-on-month 

in April below the 0.2% consensus forecast. On a year-on-year basis PPI reduced to 2.6% 

from 3.0% in March. Excluding food, energy and trade prices PPI increased by just 0.1% on 

the month well below the 0.4% consensus forecast.  

 

 The University of Michigan US consumer sentiment index remained elevated in May at 98.8 

equal to April’s reading and only marginally below the 14-year high of 101.4 recorded in 

March. The data indicates consumers remain upbeat about the economy. While the current 

economic conditions index slipped from 114.9 to 113.3 the forward-looking consumer 

expectations index increased from 88.4 to 89.5. Households forecast 2.8% inflation over the 

next year up from 2.7% in April. However, long-term inflation expectations over 5-10 years 

remained anchored at 2.5%. Moreover, there was a decline in the number of households 

anticipating further declines in unemployment signalling a receding risk of rising wage 

pressure. According to the survey’s chief economist Richard Curtin, consumers have a 

“remarkable track record” in predicting changes in the unemployment rate.  

 

 Companies comprising S&P 500 index that have so far reported first quarter (Q1) earnings, 

have implemented $150 billion in share buybacks in Q1 marking the highest quarterly share 

repurchase value on record since the data series began in 1998. Share buybacks boost share 

price performance by reducing a company’s number of shares in issue and therefore 

earnings per share. Share buybacks are being boosted by new tax legislation, which has 

increased cash on company balance sheets via a reduced company tax rate and incentives 

to repatriate money from abroad. Disappointingly however, companies appear to be making 

a smaller allocation to capital expenditure and research and development (R&D). Capital 

expenditure is a prerequisite for increased productivity, which in turn would enable the 

economic upswing to continue without being inflationary. Goldman Sachs forecasts 

spending by S&P 500 companies on share buybacks and dividends will increase in 2018 by 

22% to $1.2 trillion while expenditure on capital expenditure and R&D will increase by 11% 

to $1 trillion.  

 

 A 59% majority of private sector economists who participated in a survey conducted by the 

Wall Street Journal predict that the current US economic expansion will last until 2020. The 

expansion would likely end due to an overheating economy and Fed interest rate tightening 

according to 62% of survey respondents. A much smaller percentage of respondents 



 

 

identified disruptions to international trade, a financial crisis, a fiscal crisis or the bursting 

of an asset bubble as potential culprits. If the expansion does last until 2020 it would be 

the longest on record exceeding the 10-year expansion during the 1990s, which ended with 

the Dot.com bust. Encouragingly, survey respondents predict US productivity growth will 

pick-up from 1.3% in 2017 to an annual average of 1.5% over the next five years, helped by 

corporate tax incentives and increased capital expenditure.  

 

CHINA 

 Consumer price inflation (CPI) fell from 2.1% year-on-year in March to 1.8% in April its 

lowest since hitting 1.5% in January. On a month-on-month basis CPI fell 0.2% in April 

pulled lower by a 1.9% decline in food prices. The decline was less pronounced than in 

March when CPI fell 1.1% on the month and food prices by 4.2%. However, the overall 

decline reflects a broad-based easing in inflationary pressure, which should enable the 

People’s Bank of China to loosen monetary policy in the second half of the year as 

economic momentum slows. While producer price inflation (PPI), a barometer for CPI 

further down the line, increased in April from 3.1% to 3.4% year-on-year it fell on a month-

on-month basis by 0.2% its third consecutive monthly decline.  

 

 China posted stronger than expected trade figures in April with exports rising 12.9% year-

on-year rebounding from the 2.7% drop in March and well above the 8.0% consensus 

forecast increase. Imports increased 21.5% on the year up from 14.4% in March and beating 

the 16.0% consensus forecast. However, import growth was less impressive in yuan than US 

dollar terms showing a lower year-on-year increase of 11.6%, due to the currency’s 

depreciation over the past year. Exports were led higher by strong demand from China’s 

largest trading partners, notably the US, EU and Japan. Exports to the One Belt One Road 

countries also increased strongly by 11.6% on the year. Following four straight months of 

decline, the monthly trade surplus with the US increased from $15.4 billion to $22.2 billion, 

adding further pressure on trade negotiators from the two countries.  

 

JAPAN 

 Wages increased in March well ahead of expectations. Labour cash earnings surged by 2.1% 

year-on-year up from 1.0% in February the strongest growth since 2003. Wage growth was 

boosted by a 12.8% increase in special payments, which comprise mainly of year-end 

bonuses. However, the increase in wages was broad-based underpinned by a 1.3% year-on-

year increase in base wages the biggest gain since 1997. Overtime pay increased 1.8% up 

sharply from the 0.4% increase in February. After taking inflation into account real cash 

earnings increased 0.8% on the year reversing the 0.8% decline the prior month. The wage 

data will be welcomed by the government which has been pushing companies to be more 



 

 

generous in their wage negotiations. The key to restoring Japan from its ongoing threat of 

deflation lies in wage growth, which in turn will feed through into higher consumer 

spending.  

 

EUROPE 

 Following months of declining momentum Germany’s industrial production rebounded in 

March by 1.0% month-on-month the strongest increase since November and beating the 0.8% 

consensus forecast. By industrial sub-category, production of capital goods increased 2.6%, 

energy production by 1.4%, production of consumer goods 1.1%, intermediate goods 0.6% 

and construction production 0.6%. Despite the improved performance in March Germany’s 

industrial production increased in the first quarter (Q1) by just 0.1% quarter-on-quarter. 

However, the slowdown is largely attributed to once-off factors including a flu epidemic 

and elevated strike activity, which caused February’s industrial production to fall by 1.7% 

on the year. Germany’s Economy Ministry remains confident that: “After a calm phase, 

industrial output will gain momentum in the course of the year.”  

 

 France’s manufacturing output fell in the first quarter (Q1) by 1,8% quarter-on-quarter its 

first decline in over a year and its worst since 2012, led by a sharp drop in the manufacture 

of transport equipment in particular vehicle production. The wider measure of industrial 

production also fell by 1.3% on the quarter its largest decline since Q3 2013. The weak 

manufacturing and industrial production data mirrors a similar slowdown in Germany, the 

Eurozone’s largest economy. Claus Vistesen, an economist at Pantheon Economics said: 

“The data confirms that the Eurozone economy has simply slowed sharply… Whatever 

growth we had in 2017 was never going to be sustained.”  

 

 Italy’s far-left 5 Star Movement and the anti-immigration far-right League Party have 

agreed the outlines of a governing program paving the way for a likely coalition government 

between the country’s two populist parties. The two parties won a combined majority in 

Italy’s general election in March. So far Eurozone populist parties have been limited to 

minority partnerships in coalition governments. The trend could change in Italy, the 

Eurozone’s third largest economy, where anti-establishment parties are poised to take 

complete power for the first time in the Eurozone. The EU and financial markets will be 

watching closely for any sign of fiscal populism and a potential withdrawal from the 

Eurozone although both parties have recently dropped their proposals for a referendum on 

Eurozone membership. Meanwhile the fiscal policy of both parties could seriously 

undermine Italy’s budget deficit and government indebtedness. Italy’s government debt is 

already the second highest in the Eurozone at 132% of GDP, second only to Greece.  

 

 



 

 

UNITED KINGDOM 

 Retail sales fell in April by 3.1% year-on-year its worst decline since the data series began 

in 1995 and in stark contrast to the 6.3% increase in April 2017. While the decline is partly 

attributed to the timing effects of Easter, retail sales still show a worrying downward 

trajectory when the seasonal distortions are excluded. In the three months to end April 

non-food retail sales fell 1.6% on the year its weakest reading since March 2009. Over the 

same period growth in food sales also weekend sharply to 3.0% from 5.3% in the three 

months to end March. The decline in retail sales growth is attributed to weak growth in 

wages and household income and the effect of Brexit uncertainty on consumer confidence. 

Samuel Tombs, chief UK economist at Pantheon Macroeconomics said: “It is extremely rare 

for total sales to fall outright: December 2008 was the last time our calendar-adjusted 

measure of total sales fell for two consecutive months.”  

 

 The Bank of England (BOE) kept its benchmark interest rate unchanged at 0.5%. While 

interest rate futures had predicted a 90% probability of a rate hike in May as recently as 

early April the probability had dropped to near zero following weak first quarter (Q1) GDP 

data. UK GDP grew in Q1 by just 0.4% quarter-on-quarter annualised its weakest since Q4 

2012 and weaker than any Eurozone economies. Although the BOE stated that the growth 

slowdown was likely temporary and that Q1 GDP growth would likely be revised upwards 

from its initial estimate of 0.4% to 1.2% it cut its forecast for GDP growth in 2018 to 1.4% 

from 1.8% previously. The BOE continued to stress that any increase in interest rates would 

likely be “gradual and limited”, signalling a single 25 basis-point rate hike per year over the 

next three years.  

 

FAR EAST AND EMERGING MARKETS 

 In his inauguration speech, newly re-elected Russian president Vladimir Putin made big 

promises for the economy outlining nine “national goals” to modernise the country’s 

economy by 2024 and radically improve the living standards of Russians. The goals, while 

enormously unrealistic, include making Russia one of the world’s five largest economies, 

substantially higher than its current ranking of 12th. Other goals include reducing the 

economy’s dependence on oil and natural resources. Putin pledged to create at least $250 

billion a year in non-resource and non-energy exports. He also pledged to increase annual 

residential construction from the current level of 80 million to 120 million square meters.  

 

 Following a series of desperate interest rate hikes by Argentina’s central bank to 40% aimed 

at quelling the sharp depreciation in the peso, the country’s reformist president Mauricio 

Macri formally approached the IMF for a standby credit line. Macri, who came to power in 

2015 after Argentina had suffered under 12 years of populist and spendthrift leadership, 

said: “The problem that we have today is that we are one of the countries in the world that 



 

 

most depends on external finance, as a result of the enormous public spending that we 

inherited and are restoring order to.” While Argentina’s weak inflation, budget and current 

account credentials may prevent it from qualifying for a flexible credit line, IMF managing 

director Christine Lagarde said: “Discussions have been initiated on how we can work 

together to strengthen the Argentine economy and these will be pursued in short order.”  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 1.50 

JSE Fini 15  - 1.38 

JSE Indi 25  - 3.47 

JSE Resi 20  + 8.60 

R/$   + 0.38 

R/€   + 1.08 

R/£   + 0.18 

S&P 500  + 2.11 

Nikkei  + 0.44 

Hang Seng  + 5.42 

FTSE 100  + 0.30 

DAX   + 0.47 

CAC 40  + 4.29 

MSCI Emerging + 0.90 

MSCI World  + 1.55 

Gold   + 1.88 

Platinum  - 0.39 

Brent oil  + 18.04 

 



 

 

TECHNICAL ANALYSIS 

 Having broken the key resistance levels at R/$12.50, the rand has returned to its 

appreciating trend, targeting a break below R/$11.00 over coming months. 

 

 The US dollar index has tried but failed to break through a major 30-year resistance line 

suggesting the three-year bull run in the dollar may be over.  

 

 The British pound has broken above key resistance at £/$1.35 promoting further near-term 

currency gains to a target range of £/$1.40-1.50.  

 

 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 decisively above key resistance at 2.5%, targeting 

the next key resistance level at 3.0%. A break above long-term resistance at 3.6% would 

indicate an end to the multi-decade bull market in bonds.  

 

 The benchmark R186 2025 SA Gilt yield has broken below key resistance at 8.6%% indicating 

a new target trading range of 8.0-8.5%.  

 

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

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

outlook for US equity markets.   

 

 The Brent oil price has broken above key resistance at $70 and likely to remain in a trading 

range of $65-75 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $7000 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 break in the JSE All Share index above key resistance levels at 56,000 and 60,000 

signals the early stages of a new bull market. 

 

BOTTOM LINE 

 Sceptics of South Africa’s “New Dawn” will point to the rand’s depreciation over the past 

month. Our currency has dropped 2.5% versus the US dollar over the period and at its low 

point had been down by as much as 5.5%.  

 



 

 

 The rand’s recent drop has nothing to do with domestic developments and everything to do 

with dollar strength. All emerging market currencies have been affected. The JP Morgan 

Emerging-Markey Currency Index has declined 7% from its peak in February. Rising US 

Treasury bond yields and the strengthening US dollar have lessened the attraction of 

emerging market bonds and the so-called “carry trade”. The JP Morgan Emerging Market 

Bond Index (EMBI) is at its lowest since February 2016, when global anxiety was centred on 

Chinese currency devaluation. The EMBI has dropped by 8.3% since the start of the year. 

 

 How has the rand fared against other emerging market currencies? The rand has 

outperformed with flying colours. Since the start of the year, the rand has firmed versus 

the US dollar by 0.6%, despite the demanding starting point following the 15% appreciation 

in the last six weeks of 2017. By contrast, since the start of the year the Brazilian real, 

Indian rupee, Indonesian rupia and Korean won have dropped by 7.3%, 5.1%, 3.4% and 0.3%, 

respectively. The outliers, the Argentinian peso and Turkish lira have fallen in dramatic 

fashion by 16.4% and 11.2%. The Mexican peso, helped by a more conciliatory US approach 

towards NAFTA trade talks, is one of the very few to have fared better than the rand with a 

gain versus the dollar of 1.4%.  

 

 Despite global investor unease over emerging markets generally, foreign investors remain 

firm believers in South Africa’s New Dawn. While global emerging market bond funds have 

suffered severe net investor outflows, the appetite for South African bonds remains steady. 

The bell-weather R186 bond yield has strengthened in the year-to-date (YTD) from 8.59% to 

8.35%. Net foreign inflows into South African bonds have risen steadily to a YTD total of 

R24.58 billion. YTD net inflows into South African equities are even more impressive at 

R33.2 billion.  

 

 South Africa’s vulnerability to external financial shocks has reduced in line with an 

improvement in its twin deficits, the budget deficit and current account deficit. The 

budget deficit is projected to fall steadily over the next three years in line with stronger 

economic growth and more stringent expenditure controls. The current account deficit is 

forecast to reduce to 2.8% of GDP in 2018, below the average of 3.5% over the past ten 

years and well below the 6.0% peak in 2013.  

 

 Moreover, there are a series of potentially positive events which will likely underpin the 

rand over coming months. The ongoing “re-capture” of the state’s financial institutions and 

state-owned enterprises followed by bolder structural reforms will provide a steady stream 

of positive events for the rand. 

 

 Blame for emerging market currency weakness generally is being lodged squarely at the 

doorstep of the US Federal Reserve. Dollar strength is attributed to falling global dollar 

liquidity growth, which stems from the Fed’s steepening trajectory of interest rate hikes.  

 



 

 

 Fed Chairman Jay Powell points out, however, that emerging markets can accommodate a 

normalisation in US monetary policy, noting that inflows have been rising steadily since the 

Fed started to taper its quantitative easing programme in 2015. He adds that emerging 

markets have made “Considerable progress in reducing vulnerabilities since the crisis-prone 

1980s and 1990s…. Many have substantially improved their fiscal and monetary policy 

frameworks while adopting more flexible exchange rates, a policy that recent research 

shows provides better insulation from external financial shocks.” It is noteworthy that 

global dollar liquidity growth, while slowing, remains firmly in positive territory. It is 

unlikely that a protracted flight from emerging market assets will take hold while global 

dollar liquidity growth remains positive.    

 

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. 


