
	  

	  

OVERBERG MARKET REPORT 

Tuesday 1st October 2019 

 

IN THIS WEEK’S BOTTOM LINE 

Contributed by Nick Downing 

• The South African economy appears to be lurching steadily weaker, defying the hope and 
optimism which accompanied Cyril Ramaphosa’s election as the country’s president in 
February 2018. Economic data, including GDP measures, business confidence, investor 
sentiment, bond yield spreads and equity market ratings, are all at historically low levels.  
 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

• Producer Price Inflation (PPI) decreased to 4.5% year-on-year in August, down from 4.9% in 
July. The decline in August was in line with economists’ expectations for a continued 
slowdown. The slowdown is in part due to statistical base effects relating to the petrol 
price, which rose sharply in 2018. The slowdown comes a week after consumer price 
inflation rose 4.3% year-on-year in August, a slight uptick on the previous month. The main 
contributors to the annual PPI were food products, beverages and tobacco products (up 
4.6% year-on-year); metals, machinery, equipment and computing equipment (up 5.4% 
year-on-year); and paper and printed products (up 7.8% year-on-year).  On a month-on-
month basis PPI increased by 0.3%, with food products, beverages and tobacco products the 
main contributors. In the medium-term producer price inflation is expected to remain well 
contained as depressed activity levels should limit the ability of producers to pass on 
meaningful price increases. 
 

• The South African Reserve Bank composite business cycle leading indicator, a measurement 
of expected economic conditions 6-9 months ahead, increased to 103.9 in July, up 0.7% 
from 103.2 recorded in June. Of the ten subcomponents, five components recorded a 
month-on-month increase and the other five a decline with the positive components slightly 
outweighing the negative contributors. The largest positive contributions in July came from 
an acceleration in the twelve-month percentage change in job advertisement space and an 
increase in the South African export commodity price index (US dollar based). The largest 
negative contributions came from a deceleration in the twelve-month percentage change in 
the number of new passenger vehicles sold and a deterioration in the BER’s Business 
Confidence Index. On a year-on-year basis the index contracted for the tenth consecutive 
month, falling 1.5% year-on-year in July. Overall, the index remains depressed and 



	  

	  

continues to signal weak economic growth with little sign of a meaningful recovery on the 
horizon. 

• The trade balance surprised to the upside, recording a welcome R6.8 billion surplus in 
August, well above the consensus forecast of R2 billion and a significant improvement on 
the larger than expected R3.7 billion deficit recorded in July. The August trade surplus is 
attributable to exports of R122 billion and imports of R115 billion during the month. The 
lower imports number was due in part to cheaper oil prices, which helped to lower the 
import cost of mineral products by 12%. While marking the largest monthly trade surplus 
since December 2018, it shows a decline from the R8.5 billion surplus recorded in August 
2018. Similarly, the year-to-date trade deficit of R0.85 billion is a deterioration from the 
same period in 2018, which recorded a R4.7 billion surplus.  

• Private Sector Credit Extension (PSCE) growth slowed in August to 6.9% year-on-year down 
from 7.2% in July. Nevertheless, the PSCE growth was above consensus forecast helped by a 
jump in investments and “other” loans and advances. Household credit grew 6.7% on the 
year, the strongest growth since late-2013. Households’ asset-backed credit grew 5.3% and 
mortgages growing by 4.9%, while unsecured loans increased by 11.1%.  The general 
strength in household credit is largely attributed to mortgages of high-income groups and 
unsecured loans of low-to-middle income groups. The corporate sector’s loans and 
advances grew 6.1% on the year boosted by a 30.4% increase in leasing finance, while 
instalment sales were up 8.3% and mortgages by 7.5%. While the moderate acceleration in 
household credit extension is encouraging, overall credit growth remains lacklustre 
reflecting continued weakness in domestic demand.  

 

   SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Ingrid Breed 

• ABSA Manufacturing Purchasing Managers’ Index: Due Tuesday 1st October. Following a 
sharp drop in the ABSA Manufacturing Purchasing Managers’ Index (PMI) from 52.1 to 45.7 in 
August, the PMI is expected to continue this downward trajectory. Consensus forecast is for 
PMI to come in at 43, reaching its worst levels since October 2018. 
 

• SACCI Business Confidence Index: Due Tuesday 1st October. The SACCI Business Confidence 
Index (BCI) is expected to have recovered to some extent after it reached its lowest level 
since 1985 in August. The forecasted SACCI BCI level of 93 for September will be an 
indication of a slight improvement in businesses’ attitude towards future businesses 
prospects in South Africa. Nevertheless, general business confidence remains low with low 



	  

	  

economic growth, continued policy uncertainty and the slow pace economic reforms viewed 
as the biggest contributors to the depressed levels of business confidence. 

 
• Total New Vehicle Sales: Due Tuesday 1st October. Following a 5.10% year-on-year decline 

in new vehicle sales in August, growth is expected to have picked up from 45 537 vehicles 
sold in August to approximately 48 000 in September, resulting in a 5.41% year-on-year 
increase.  

 
• South African Reserve Bank Monetary Policy Review: Due Tuesday 1st October. The Monetary 

Policy Review is published twice a year with the aim of broadening the public’s 
understanding of the monetary policies objectives and conduct. The publication is forward 
looking and covers domestic and international developments that have an influence on the 
monetary policy stance.  

 
• Standard Bank Manufacturing Purchasing Managers’ Index: Due Thursday 3rd October. After 

exceeding expectations in August, the Standard Bank Manufacturing Purchasing Managers’ 
Index is expected to have increased to 50 points for September. However, this neutral mid-
point is an indication that there has been no real change in South Africa’s private sector 
business conditions. Slow economic reforms by government and continued geopolitical 
uncertainty continue to weigh on business conditions and trade. 

 

GLOBAL 

Contributed by Nick Downing 

• Ahead of the planned resumption in high-level trade talks between the US and China, 
reports emerged that the Trump administration is considering capital market restrictions on 
Chinese companies. This could involve preventing Chinese companies from being listed on 
US stock exchanges and preventing US pension funds from investing in Chinese securities. 
These potential restrictions, while denied by the White House, would amount to a 
significant escalation in the current trade war and are perhaps being used as a veiled threat 
to ensure cooperation at the upcoming negotiations. The impact of the trade war shows up 
clearly in data prepared by the Netherlands Bureau for Economic Policy Analysis, which 
reports a 0.4% year-on-year fall in global exports in July, the eighth straight monthly 
decline. Any sign of progress in trade negotiations would act as a catalyst for improved 
business confidence and investor sentiment.  
 

NORTH AMERICA 

Contributed by Nick Downing 



	  

	  

• Financial markets barely reacted after the Democrat-led House of Representatives initiated 
impeachment proceedings against President Trump. The two precedents in US history show 
a similar pattern of minimal market impact. While in the year in which Bill Clinton was 
impeached, the S&P 500 index climbed around 30%, and in Richard Nixon’s case the equity 
market fell by a similar quantum, there were more powerful forces guiding markets, 
namely the dot-com boom in 1998/99 and the oil crisis in 1973/74. Moreover, the Senate 
remains Republican controlled, which dramatically limits the chances of a successful 
impeachment. The greater threat to financial market stability may lie less in the 
impeachment than in the next Democrat presidential candidate. Financial markets are 
following with trepidation the rising fortunes of Elizabeth Warren and her extreme views on 
taxation and regulatory policy.  
 

• The latest Fed policy meeting, at which the fed funds rate was cut for a second time this 
year to a range of 1.75-2.0%, was accompanied by a divided outlook from policy makers on 
future rate cuts, with at least half believing that no further rate cuts would be required. 
However, the support for additional quantitative easing was more unanimous and is gaining 
momentum following the unexpected spike in the overnight repo rate, a key market 
interest rate, which at one point reached 10%. The repo rate has not surged like this since 
the 2008/09 global financial crisis, prompting the New York Fed to inject an immediate $75 
billion into the money markets and to pledge further daily fund injections until the 10th 
October. Through successive quantitative easing programs, the Fed’s balance sheet peaked 
at $4.5 trillion in 2015 but has since shrunk to $3.8 trillion, while the excess reserves which 
banks hold with the Fed has dropped from a peak of $2.7 trillion to $1.4 trillion, 
contributing to calls for increased liquidity. Fed Chairman Jay Powell stated last week: “It 
is certainly possible that we will need to resume the organic growth of the balance sheet 
earlier than we thought.”  
 

• Personal consumption and business spending data were weaker than expected in August, 
prompting economists to downgrade their forecasts for third quarter GDP, from 2% and 
above to around 1.5-1.7%. Personal consumption expenditure, which contributes over two-
thirds to US GDP, grew in August by just 0.1% month-on-month, down sharply from 0.5% in 
July, marking its slowest pace since February. However, the loss in momentum is largely 
attributed to falling gasoline prices, whereas consumer expenditure on durable goods 
showed a healthy increase. Meanwhile, expenditure on non-defence capital goods excluding 
aircraft, a closely watched measure of business investment, fell in August by 0.2% month-
on-month, the first decline in four months. However, some pullback should be expected 
following the 1.7% surge in August. While superficially, the economic data points to a 
slower than expected third quarter GDP reading, underlying domestic demand remains 
buoyant and likely to reflect in stronger data over the remainder of the year.  
 

• New home sales increased sharply in August by 7.1% month-on-month, to an annualised rate 
of 713,000 close to the 12-year peak of 729,000 recorded in June. Meanwhile, July’s 
initially reported 12.8% decline was moderated to a revised decline of 8.6%. On a year-on-
year basis, new home sales surged by 18%, signalling an end to the year-and-a-half long 



	  

	  

slump in the housing market, which had been plagued by rising interest rates, low 
inventories and unaffordable prices. Since mid-2018 the average 30-year fixed mortgage 
rate has dropped from 4.93% to 3.73%, which combined with slowing home price growth, 
has dramatically boosted affordability. Lawrence Yun, chief economist at the National 
Association of Realtors observed that “The notable sales slump in the West region over 
recent years appears to be over.”  
 

CHINA 

Contributed by Nick Downing 

• The Caixin/Markit manufacturing purchasing managers’ index (PMI) unexpectedly gained in 
September from 50.4 to 51.4, remaining above the expansionary 50-level for the second 
straight month and marking its highest reading since February 2018. While the new export 
orders sub-index fell for a fourth straight month, the total new orders index increased to its 
highest in 18 months, helped by a strengthening in domestic demand. The official National 
Bureau of Statistics manufacturing PMI, which tends to focus on the larger state-owned 
enterprises rather than the private sector companies surveyed by the Caixin PMI, also 
gained in September from 49.5 to 49.8 with a notable improvement in domestic demand. 
The official non-manufacturing PMI dipped slightly from 53.8 to 53.7 but remained firmly in 
expansionary territory, while the official composite PMI remained unchanged at 53.1. The 
PMI data indicates a gradual bottoming-out in domestic economic conditions, which should 
feed through into a recovery in overall activity in the final quarter of the year and into 
2020.  
 

• Yi Gang, governor of the People’s Bank of China (PBOC), played down expectations of 
increased monetary stimulus, stating that “We are not in a rush to act as some other 
central banks have done recently by adopting drastic quantitative easing or rate cuts”. 
While the PBOC has implemented numerous cuts over the past 18 months to its prescribed 
banks’ Reserve Requirement Ratio, it has so far resisted making actual interest rate cuts. 
Despite the “hawkish” tone of Yi Gang’s statement, authorities have loosened restrictions 
on non-bank shadow lending, which comprised 39% of total lending in the third quarter and 
a record 45% in the second quarter, up dramatically from 21% in mid-2018. Shadow lending, 
which bypasses the banks, is channelled through asset managers, trusts, and peer-to-peer 
lending. Despite the PBOC’s apparent reluctance to dramatically ease monetary policy, 
overall lending appears to be recovering strongly.  
 

JAPAN 

Contributed by Carel la Cock 



	  

	  

• Earlier this month, the Bank of Japan (BoJ) decided to keep policy rates unchanged at -0.1% 
for overnight rates and zero percent for 10-year yields. The level of asset purchases also 
remains at ¥80tn per year. The BoJ predicted a continuation of the gradual expansion of 
the economy but expressed its concern over weak global economic conditions and the 
impact of the upcoming hike in the consumption tax from 8% to 10%. Haruhiko Kuroda, 
governor of the BoJ, stressed that they will closely monitor the effects of the consumption 
tax and further weakness in global demand and will be ready to act if inflation moves 
further away from the 2% target. 
 

• The United States and Japan have signed a partial trade agreement to allow Americans 
access to some agricultural sectors in Japan in exchange for a reduction in US industrial 
tariffs. President Donald Trump described the agreement as a “huge victory for America’s 
farmers, ranchers and growers” which will reduce the trade deficit with Japan. The partial 
trade deal is the first concluded by Mr Trump while several other trade negotiations remain 
unresolved, most notably with China. The two countries have also set the standard on 
digital trade in a separate executive agreement whereby digital products will be traded 
free of custom duties. These products include music, videos and ebooks and removes data 
localisation requirements. The deal is likely to become the blue print for similar digital 
deals with other trading partners. 

 

EUROPE 

Contributed by Carel la Cock 

• A string of recently reported surveys and sentiment indicators paint a gloomy picture for 
the economic growth of the eurozone over the remainder of the year. The Business Climate 
Indicator (BCI) and Economic Sentiment Indicator (ESI) both declined “markedly” in 
September according to the European Commission’s survey results. The BCI decreased from 
0.12 to -0.22 with all components contributing to the decline, but notably in past 
production, export order books and overall order books. The ESI decreased by 1.4 points in 
September to match its long-term average of 100 points. Amongst the largest economies in 
the EU, the Netherlands and Spain saw a decline of 3.1 points, Germany down 1.2 points 
and Italy down 0.8 points while France was unchanged. The decline was mainly driven by a 
pronounced fall in industry confidence which came as a result of surveyed managers’ 
pessimistic views on production expectations, the current level of overall order books and 
the stocks of finished products. In contrast to surveyed managers, consumers were slightly 
more optimistic as reported in the flash numbers of the Consumer Confidence Indicator 
which was higher by 0.6 point to -6.4 for the EU and above the long-term average of minus 
10. 
 



	  

	  

• The eurozone’s IHS Markit composite Purchasing Managers Index (PMI), measuring 
conditions in both manufacturing and services sectors, fell in September to 50.4 from 51.9 
points in August marking its lowest level since mid-2013. The fall was mainly driven by a 
further deterioration in manufacturing which saw output fall for an eighth consecutive 
month. Chris Williamson, Chief Business Economist at IHS Markit commented that “The 
eurozone economy is close to stalling as a deepening manufacturing downturn shows 
further signs of spreading to the services sector. The survey data indicate that GDP looks 
set to rise by just 0.1% in the third quarter, with momentum weakening as the quarter 
closed. With survey data like these, pressure will grow on the ECB to add to its recent 
stimulus package.” 
 

UNITED KINGDOM 

Contributed by Carel la Cock 

• The Bank of England (BoE) has kept its benchmark interest rate unchanged at 0.75% at its 
latest monetary policy meeting but has become more dovish in its stance citing the 
persistent uncertainty surrounding Brexit as a factor for a potential future rate cut. It also 
pledged to maintain its stock of corporate and UK government bond purchases. The 
Monetary Policy Committee (MPC) said “that underlying growth has slowed but remains 
slightly positive” and that although “Brexit uncertainties have continued to weigh on 
business investment”, “consumption growth has remained resilient, supported by continued 
growth in real household income.	  The weaker global backdrop is weighing on exports”. On 
the fiscal side, chancellor Sajid Javid has submitted his spending review in which public 
borrowing is set to increase. He has promised to increase spending to offset the negative 
effects of a no-deal Brexit, in particular in sectors exposed to trade. Mr Javid also wants to 
extend the minimum wage to include all workers of 21 and older and increase it to a level 
equal to two thirds the median wage by 2024. The new minimum wage planned in five years 
and estimated at £10.50 an hour, will be the highest amongst developed countries. 
 

• British prime minister, Boris Johnson is heading to Europe this week to present his new 
proposals to the EU in hope of securing a deal that would allow him to conclude Brexit by 
the end of the month as promised to the British public. Reports are that by the end of the 
weekend, we should have a clear view of whether the EU will engage with the new 
proposal. However, some of the expected proposals have been suggested before and were 
rejected by the EU. The main issue remains the Irish backstop and although the EU have 
said they are open to new workable proposals, it is unclear at this stage if Mr Johnson and 
his team have come up with any fresh ideas. With only one month to go until the deadline, 
EU officials are concerned that Mr Johnson has left it a bit late to push through new 
solutions and that he is hoping that the threat of a disorderly no-deal Brexit will strengthen 
his hand in negotiations. Mr Johnson still faces an uphill battle at home, where members of 



	  

	  

parliament have voted to block a no-deal Brexit. He has also lost a high court order that 
ruled his suspension of parliament last month as illegal. The current likelihood of a no-deal 
Brexit remains low. 

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

• There has been a significant divergence between the growth of the MSCI Emerging Markets 
share index and the S&P 500 since mid-2007, just prior to the financial crisis of 2008. The 
value of the S&P 500 has doubled whereas the MSCI EM has stayed the same. According to 
GMO, an investment group based in Boston, emerging market equities are expected to 
return 5.3% in real terms over the next 7 years compared with -3.3% for large cap US 
stocks. They argue that emerging markets (EM) have more room to cut rates and in some 
instances increase government spending. The case for investing in EM is further 
strengthened when looking at forward Price/Earning (P/E) ratios. The estimated forward 
P/E ratio for EM is at 12 times compared to 17.4 times for the S&P 500 indicating that EM 
offers more value. One key consideration of investing in an EM index such as the MSCI EM 
equity index, is that half of the index is comprised of China, South Korea and Taiwan and 
that within these countries, financials represents the largest weighting at roughly a quarter 
of the index. In contrast the S&P 500 has only a 13% weighting in financials and growth in 
the last decade has come mostly from the technology sector. The performance of financials 
in the coming years becomes quite an important consideration in the asset allocation 
decision. China, the largest component of the MSCI EM equity index, has in the past raised 
concerns over the health of its lenders. The Governor of the People’s Bank of China, Yi 
Gang, announced this week that some smaller lenders have “overstretched” themselves and 
warned that the country had to avoid large scale stimulus. Investing in the MSCI EM equity 
index will be greatly influenced by the performance of the financial sector in China, a 
sector which has underperformed this year and could be under further pressure if the trade 
wars and global slowdown continue for a protracted period. This strengthens the case for 
active portfolio management above a passive strategy.    
 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 3.96  54824 

JSE Fini 15  - 5.87  15418   

JSE Indi 25  + 9.35  69641 

JSE Resi 20  + 5.90  43469 



	  

	  

R/$   - 5.17  15.14 

R/€   - 0.21  16.50 

R/£   - 1.52  18.61   

S&P 500  + 18.74  2976 

Nikkei  + 8.70  21755 

Hang Seng  + 2.31  26092 

FTSE 100  + 10.11  7408 

DAX   + 17.70  12428 

CAC 40  + 20.02  5677 

MSCI Emerging + 3.66  1001 

MSCI World  + 15.72  2180 

Gold   + 16.34  1490 

Platinum  + 17.30  930 

Brent oil  + 11.65  60.78 

 

BOTTOM LINE 

Contributed by Nick Downing 

• The South African economy appears to be lurching steadily weaker, defying the hope and 
optimism which accompanied Cyril Ramaphosa’s election as the country’s president in 
February 2018. Economic data, including GDP measures, business confidence, investor 
sentiment, bond yield spreads and equity market ratings, are all at historically low levels.  
 

• GDP grew in the second quarter by 1% year-on-year, which means the country narrowly 
escaped recession, defined as two straight quarters of contraction. However, in nominal 
terms, the year-on-year GDP growth was just 4.4%, its slowest nominal growth since the 
early 1960s.  
 

• Business confidence, measured by the RMB/BER Business Confidence Index, dropped from 
28 in the second quarter to 21 in the third, its lowest level in 20 years and below levels 



	  

	  

reached during the 2008/09 global financial crisis. Current levels were last recorded in 
1989/99 during the emerging market debt crisis. The reading of 21 means that eight out of 
every 10 survey respondents are negative on South Africa’s current business conditions. A 
reading of 50 is neutral.  
 

• The CrossBorder Capital risk appetite index for South Africa makes for depressing reading. 
Admittedly, all BRICS countries currently have negative risk appetite scores due primarily to 
anxiety over the US/China trade war and restrictive global monetary policy. Brazil, China, 
India and Russia score -23.5, -15.3, -10.9, and -16.3, respectively but South Africa’s risk 
appetite index comes stone last at -37.1.  
 
 

• The lack of investor confidence is reflected in the high bond spreads between 10-year South 
African gilts and equivalent local currency bonds in other countries, exceeding the average 
developed market rate (excluding the US) and average emerging market rate by the most 
since 2004. The spreads are wider than after Nenegate in December 2016, when president 
Zuma fired then finance minister Nhlanhla Nene, an event which introduced the term 
“state capture” into our political lexicon.  
 

• The JSE All Share Index has returned just 11.18% over the past five years or 2.25% on an 
annualised basis. It is the first time since 1970 that the 5-year return has been exceeded by 
the cash deposit rate, which hovers above the Reserve Bank’s repo rate, currently at 6.50%. 
 

• There were great hopes for meaningful economic structural reforms after Ramaphosa’s 
CR17 campaign prevailed at the ANC National Elective Conference in December 2017. It is 
now 20 months later, with a strong boost from a resounding victory at the National 
Elections in May 2019, and still nothing.  
 

• Instead, business, household and investor sentiment has been rattled by anxiety over ill-
advised policy initiatives, including expropriation of land without compensation, the 
National Health Insurance Bill, the National Credit Amendment Act and the threat of forced 
prescribed asset investments. 
 

• It is no wonder that confidence is shot. However, a credible catalyst will spark a 
considerable rebound. Confidence boosting structural economic reforms, which remain 
conspicuously absent, a full 20 months after Ramaphosa was elected leader of the ANC and 
the country’s president, will provide the required catalyst.  
 

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. 


