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SOUTH AFRICA ECONOMIC REVIEW 

 The rand maintained its winning streak, gaining against the US dollar, euro and pound for a 

seventh straight week. Over the week the rand appreciated from R/$13.78 to 13.44, from 

R/€15.25 to 15.02, and from R/£17.99 to 17.38. The rand is at its highest level against the 

dollar since last September last year. SA government bonds continued to firm with the yield 

on the 10-year R186 falling from 8.58% to 8.44%. The improving rand is partly attributed to 

market optimism following the outcome of the local elections. Fitch credit rating agency 

cautioned that the ANC’s loss in support could tempt the government into shoring-up 

political support by pursuing more populist policies, which may turn away foreign investors. 

 

 Manufacturing production increased in June by a better than expected 4.5% year-on-year 

building on an already upbeat 3.9% in May and beating the 3.1% consensus forecast. On a 

month-on-month basis manufacturing output grew by 0.7% boosted by the petrochemical 

and steel manufacturing sectors, which increased production by 3.1% and 1.1%. For the 

second quarter (Q2) as a whole, manufacturing production increased by 8.2% quarter-on-

quarter annualised, providing a solid boost to Q2 GDP. 

 

 Mining production continued its recent recovery with year-on-year contraction moderating 

from -3.9% in May to -2.5% in June comfortably beating the -3.5% consensus forecast. On a 

month-on-month basis mining production grew 1.9% building on its upwardly revised 2.7% 

growth in May. While platinum group metals production fell -12.4% on the month giving 

back some of its massive 18.8% increase the previous month, the production of iron ore 

increased by 23.1% on the month and coal by 3.8%. For the second quarter (Q2) as a whole, 

mining production grew an impressive 17.4% quarter-on-quarter annualised, which 

combined with solid manufacturing data should ensure a healthy rebound in Q2 GDP 

growth.  

 

 The SA Chamber of Commerce and Industry (SACCI) business confidence index increased 

slightly from 95.1 in June to 96.0 in July, attributed to a firmer rand and improvements in 

retail sales and export performance. SACCI cautioned that economic growth prospects 

remained uncertain noting that the IMF and SA Reserve Bank had lowered their GDP 

forecasts for 2017. SACCI warned that a concerted effort would be needed to avert even 

tighter economic conditions in 2017.  

 



 

 

 Despite a slight improvement in the business confidence index SACCI’s Industry Trade 

Activity index fell from 51 in June to 47 in July below the key 50-level which demarcates 

expansion from contraction. According to SACCI: “Respondents cited the decline in 

economic activity, the predicament of notably small- and medium-sized businesses, the 

influence of trade unions, and a non-committal approach by government to pro-business 

policies. The strain led to muted return on assets, and sharp declines in profit margins as 

consequences of the tight trade environment.” Among the sub-indices the forward-looking 

new orders index fell from 49 to 44 and the trade expectations index fell from 54 to 52.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Retail sales: Due Wednesday 17th August. Following the buoyant June manufacturing and 

mining data released last week the retail sales figures will provide the last remaining clue 

to second quarter GDP. According to consensus forecast retail sales growth is set to 

moderate slightly from 4.5% year-on-year in May to 4.0% in June. Consumer confidence hit a 

15-year low in the second quarter held back by negligible growth in household disposable 

income amid slow wage growth and rising living costs. Households are also reluctant to 

borrow due to rising interest rates and high levels of indebtedness.  

 

GLOBAL 

 The Brent crude oil price has strengthened by over 10% in the past fortnight helped by 

OPEC President Mohammed bin Saleh Al-Sada’s announcement last week that the group will 

hold informal talks next month in Algiers. It is hoped that the talks will end with some 

agreement to curb OPEC production. Russian Energy Minister Alexander Novak said Russia 

was open to agreeing on output freezes in order to balance the oil market. However, the 

likelihood of OPEC and Russian output freezes remain unlikely given that several countries 

including Iran, Nigeria and Libya are still producing at well below their production capacity. 

The oil price will be prone to profit-taking from current levels in the event of likely 

disappointment from the OPEC/Russia talks. 

 

NORTH AMERICA 

 Labour productivity fell in the second quarter (Q2) by -0.4% year-on-year marking the first 

annual decline in three years. On a quarter-on-quarter annualised basis productivity fell in 

Q2 by -0.5% the third straight quarter of falling productivity, the longest losing streak since 

1979. According to Paul Ashworth chief economist at Capital Economics: “In the short-term, 



 

 

it’s hard to be anything other than pessimistic, just because this has been going on for so 

long.” Productivity has slowed steadily over the past few years stemming from weak 

investment in new plant and equipment. Low productivity growth combined with rising 

wage costs will put pressure on business profit margins. 

 Following unexpectedly strong non-farm payroll readings for two straight months the June 

Job Openings and Labour Turnover Survey provides further confirmation of a strengthening 

labour market. Job openings increased by 110,000 close to a record high with broad-based 

gains across both production and service sectors of the economy. Increased labour demand 

should ensure further employment gains in coming months in turn boosting wage growth 

and inflation. The data increases the likelihood of a more “hawkish” policy speech by Fed 

chair Janet Yellen at the upcoming Jackson Hole central bankers’ symposium on 26th 

August, potentially signaling a September rate hike.  

 Retail sales were flat in July at 0.0% month-on-month. Although retail sales were expected 

to decline following the larger than expected 0.8% increase in June the July reading is 

nonetheless disappointing and well below the 0.4% consensus forecast. With retail sales 

accounting for two-thirds of GDP the data indicates economic growth may be slower than 

originally expected in the third quarter. Auto sales increased by a strong 1.1% on the 

month. However, excluding cars, retail sales fell by -0.3% the first decline since January. 

Core retail sales, excluding autos and gasoline, fell -0.1% on the month. 

 Producer price inflation (PPI) fell in July by -0.4% month-on-month its largest fall since 

September last year while core PPI, excluding food and energy, fell -0.3% well below the 

respective consensus forecasts of 0.1% and 0.2%. Despite the improving labour market, 

robust wage growth and strong retail sales the absence of inflation at the producer level 

suggests little upward pressure in the months ahead in consumer price inflation.  

 

CHINA 

 China’s trade data was weaker than expected in July. While the year-on-year decline in 

exports moderated from -4.8% in June to -4.4% the contraction in imports deteriorated 

sharply from -8.4% to -12.5% far worse than the -7.0% consensus forecast. Commodity 

imports lost momentum: On a year-on-year basis crude oil import volumes fell from 3.8% to 

1.2%, iron ore import volumes from 8.9% to 2.7%, and copper import volumes from 20.3% to 

3.4%. Imports from Australia, comprising mainly commodities, fell by -22% on the year. 

China’s commodity imports are likely to lose further momentum in the second half of the 

year amid slowing fixed asset investment and falling housing market activity. Fixed asset 

investment between January and July increased by 8.1% year-on-year down from 9.0% in 

the period from January to June, its slowest pace in more than 16 years.  



 

 

 

 Consumer price inflation (CPI) edged lower from 1.9% year-on-year in June to 1.8% in July, 

in line with expectations following the sharp decline in pork price inflation and 

commensurate moderation in food price inflation from 4.6% to 3.3%. Core CPI, excluding 

food and energy prices, accelerated from 1.6% to 1.8% its highest since January 2014. 

Producer price inflation (PPI) also picked-up moving steadily out of deflationary territory, 

rising from -2.6% on the year in June to -1.7% in July well above the -2.0% consensus 

forecast, helped by rising commodity prices. The stabilization in inflation may prompt the 

People’s Bank of China to slow the pace of monetary policy easing in the second half of the 

year, especially in the context of the housing market asset bubble and rising financial 

leverage.  

 

JAPAN 

 Core private sector machinery orders, excluding volatile power supply and ship orders, 

increased in June by an unexpectedly strong 8.3% month-on-month the first gain in three 

months and well ahead of the 3.1% consensus forecast. Core machinery orders are closely 

watched as a barometer of capital investment confidence. The Cabinet Office forecasts 

core machinery orders will grow in the third quarter (Q3) by 5.2% quarter-on-quarter. 

Although encouraging the improvement will not be enough to reverse the substantial -9.2% 

decline in Q2. As a result, the Cabinet Office maintained its business investment outlook 

after downgrading it last month to “machinery orders are at a standstill”.  

 

 GDP growth fell from 0.8% quarter-on-quarter annualised in the first quarter (Q1) to 0.2% in 

Q2 well below the 0.6% consensus forecast. Consumer spending, which accounts for around 

60% of GDP, increased just 0.2% despite a 2.5% increase in incomes. Business investment 

fell by -0.4% marking a second straight quarterly decline after falling -0.7% in Q1. A bright 

spot was residential investment, which grew 5% year-on-year helped by increased mortgage 

refinancing as a result of the Bank of Japan’s introduction of negative interest rates. While 

the overall GDP data is disappointing Economic and Fiscal Policy Minister Nobuteru Ishihara 

said the economy will continue to post modest growth backed by improved employment and 

income conditions. He also cited the latest fiscal stimulus package. Meanwhile, the Bank of 

Japan plans a “comprehensive assessment” of the impact of its monetary policy, potentially 

paving the way for bolder monetary stimulus in coming months.  

 

EUROPE 

 Germany’s industrial production grew in June by 0.8% month-on-month recovering most of 

the -0.9% decline in May. Motor vehicle output increased a solid 12.4% on the month as 



 

 

production continues to normalize in the wake of the Volkswagen scandal. However, 

industrial production remained weak for the second quarter (Q2) overall with a quarter-on-

quarter decline of -1.0% the weakest reading since Q2 2014 in contrast to the 1.7% gain in 

Q1. The outlook for Q3 remains uncertain amid Brexit related uncertainties with factory 

orders in June falling 0.4% on the month.  

 

UNITED KINGDOM 

 Post-Brexit purchasing managers’ index (PMI) surveys and consumer confidence readings, 

which fell to multi-decade lows in July, are consistent with GDP contraction in both the 

third and fourth quarters this year of around -0.4% to -0.5% quarter-on-quarter. The pace of 

GDP contraction may moderate during 2017 but much will depend on clarity over the UK’s 

trade negotiations with the EU and the rest of the world. Protracted uncertainty will 

impact business and consumer confidence causing a deeper and more extended recession.  

 

FAR EAST AND EMERGING MARKETS 

 India’s monsoon rainfall this year continues to improve and is now 3% above the long-term 

average according to the India Meteorological Department with around 84% of the country 

receiving normal to excess rainfall. India’s improved monsoon has boosted consumer 

confidence, reflected in July’s 16.8% year-on-year surge in passenger vehicle sales. After 

two years of El-Nino inflicted droughts this year’s monsoon bodes well for crop sowing and 

harvests. Better harvests should help food prices to moderate during the second half of the 

year pushing consumer price inflation back below the key 5% level. At its policy setting 

meeting last week the Reserve Bank of India (RBI) kept the benchmark interest rate 

unchanged at 6.50% but is likely to resume its interest rate cutting cycle before year-end as 

inflation moderates. The RBI stated that it remained accommodative and was “awaiting 

space for policy action.” 

 

 The Reserve Bank of New Zealand (RBNZ) cut its benchmark interest rate by 25 basis points 

to a record low of 2.0% although some economists had forecast a larger 50 basis point rate 

cut, explaining the spike in the New Zealand dollar in spite of the monetary easing. 

According to RBNZ Governor Graeme Wheeler: “The high exchange rate is adding further 

pressure to the export and import-competing sectors and, together with low global 

inflation, is causing negative inflation in the tradeable sector.” Wheeler added that 

“further policy easing will be required.” Nonetheless the RBNZ upgraded its forecast for 

2017 GDP growth from a previous 3.1% to 3.4%.  

 



 

 

 Taiwan’s exports grew in July by a solid 4.0% month-on-month marking a fourth straight 

monthly increase and registering the first year-on-year increase since October last year. On 

a 3-month-on-3-month annualised basis exports grew by a substantial 17.5%. The export 

improvement is largely attributed to strong electronics demand ahead of new smartphone 

launches in the third quarter. Growing demand in China for lower-end smartphones is also 

helping with Taiwan’s exports to China turning positive on a year-on-year basis for the first 

time since January 2015. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.36 

JSE Fini 15  + 1.71 

JSE Indi 25  - 4.50 

JSE Resi 20  + 23.91 

R/$   + 16.38 

R/€   + 13.00 

R/£   + 31.66 

S&P 500  + 7.15 

Nikkei   - 11.37 

Hang Seng  + 4.65 

FTSE 100  + 11.20 

DAX   - 0.04 

CAC 40   - 3.00 

MSCI Emerging  + 14.60 

MSCI World  + 4.41 

Gold   + 27.08 

Platinum  + 24.80 



 

 

Brent Crude  + 29.02 

 

TECHNICAL ANALYSIS 

 The rand has strengthened below key resistance at R/$13.50 and is now comfortably below 

the 50-, 100- and 200-day moving averages. The rand’s momentum indicators are not 

confirming the rand’s new lows versus the dollar and therefore a sustained break below 

R/$13.20 is unlikely. The rand must break above R/$13.60 to indicate that the bottom has 

been reached. 

 

 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 £/$1.30 level provides key support, which if broken would open up a Fibonacci 

projected target of £/$1.20-1.24. 

 

 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 below key resistance levels of 1.6% confirming 

that the major bull trend in US bonds is likely to continue as the deleveraging phase is still 

in its early stages. 

 

 The benchmark R186 SA Gilt yield has compressed to its lowest level since “Nenegate” last 

year falling below key resistance at 9.0%. The yield is now testing the bottom of the 

current consolidation channel at 8.5%, which if broken will target a yield of 8.0%.  

 

 The MSCI World Equity index has broken downward from a rising trend-line 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 between mid-2016 and mid-2017.  

 



 

 

 The S&P 500 index has broken to new record highs but the rally is not being confirmed by 

momentum indicators, which suggests the market is overbought and in danger of 

correction. A further negative signal is that the Dow Jones Transport Index, traditionally a 

lead indicator for the broader market, is underperforming the broader index.  

 

 Despite this year’s 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 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 

 Emerging market (EM) currencies have continued to strengthen versus the dollar. The rand 

has appreciated for seven straight weeks. The rand has gained +15.1% versus the dollar 

since the start of the year and is the strongest performer amongst EM currencies over the 

past month with a gain of +7.81%. What is the rand’s sharp appreciation attributed to? The 

biggest factor behind the rand’s appreciation is the worldwide search for yield prompted by 

the negative yields being offered by many developed world government bonds. Over $12 

trillion worth of government bonds worldwide are now trading at negative yields.  

 

 The recovery in commodity prices since the start of the year has helped demand for 

commodity producing currencies such as the Brazilian real and SA rand. China’s monetary 

and fiscal stimulus have restored the country’s demand for commodities. The rand has also 

benefitted from country-specific developments. The local elections have boosted 

confidence in the rand due both to the successful democratic election process and the 

increase in support for the DA at the expense of the ANC. The SA economy has shown early 

signs of recovery. June’s improved manufacturing and mining production data are 

consistent with quarter-on-quarter annualised growth in GDP of around 1.5% in the second 

quarter. However, this growth rate is unlikely to be sustained during the second half of the 

year with expectations of close to zero GDP growth for 2016 as a whole. 



 

 

 

 There are risks that the current benevolent backdrop for the rand may fade over coming 

weeks or months. The worldwide search for yield has been fuelled by expectations of 

further monetary easing by the Bank of England, European Central Bank and Bank of Japan. 

However, the market underestimates the speed and extent of Federal Reserve tightening 

over the next 18 months.  

 

 Fed chair Janet Yellen is likely to give clearer signals of Fed tightening at the upcoming 

Jackson Hole central bankers’ symposium on 26th August. Fed tightening may lead to an 

abrupt reversal of EM inflows. Inflation is already above the Fed’s 2% target level and will 

undoubtedly accelerate as wage pressure increases. US wages are growing at an annual rate 

of 2.6% and likely to spike higher as the labour market tightens further. 

 

 The strong rebound in commodity prices is dependent on China’s continued economic 

recovery. China’s credit growth, fixed asset investment and industrial production are 

starting to flag following the initial pick-up in the first half of the year, signaling a 

potential topping-out in commodity prices. A decline in China’s economic growth rate and 

demand for commodities would dampen demand for EM assets. 

 

 SA’s local election results increase the complexity of the political landscape. Three of the 

eight large metros will be governed by coalitions, which could be unstable. As highlighted 

by Fitch credit rating agency, the ANC may be inclined to shore-up its dwindling support by 

adopting more populist policies.  

 

 EM inflows are notoriously cyclical. Net foreign inflows into EM bonds and equities have hit 

multi-year highs. However, from these elevated levels it may not be long before foreign 

demand begins to ebb especially if the Fed starts to hike interest rates and China’s demand 

for commodities begins to fade. 

 

 

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. 


