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SOUTH AFRICA ECONOMIC REVIEW 

 The rand broke its winning streak. After gaining for seven straight weeks the rand lost 

ground against the US dollar, euro and pound from R/$13.44 to 13.47, from R/€15.02 to 

15.26, and from R/£17.38 to 17.59. The rand was affected by the release of Federal 

Reserve minutes from its policy meeting on 26-27 July. Although the Fed remain divided 

over the near-term direction of monetary policy the minutes suggest a growing keenness to 

hike interest rates. (See Bottom Line for further analysis). A Fed tightening could lead to a 

reversal of the recent capital inflows into SA. Net foreign buying of bonds and equities have 

increased in August for the month-to-date, to R8.5 billion and R3.2 billion respectively. 

Although foreigners have been net sellers of equities for the year-to-date net buying of 

bonds has increased to R58.8 billion.  

 

 President Zuma has ordered that university fees be frozen for a second year. The cost will 

amount to around R1-2 billion, causing a headache for Finance Minister Pravin Gordhan who 

will have to reallocate budget spending. The move is in line with the ANC’s post-election 

National Executive Committee meeting decision to “re-prioritise” spending in favour of job 

creation and poverty alleviation. The government’s directive to freeze university fees 

reinforces concerns that the ANC’s election losses could prompt it to pursue more populist 

spending policies, in turn damaging the National Treasury’s fiscal disciplines. 

 

 Retail sales growth slowed from an elevated 4.5% year-on-year in May to 1.7% in June well 

below the 3.8% consensus forecast. On a month-on-month basis retail sales contracted in 

June by -2.0% in sharp contrast to the 3.3% increase in May. The biggest culprits were 

household furniture, and hardware and paint which fell -10.4% and -1.5% on the month, 

indicating little appetite for durable goods expenditure. Sales of clothing and textiles also 

fell by -0.7% on the month while less cyclical sectors showed continued growth including 

food, beverages and tobacco, and pharmaceuticals with month-on-month gains of 7.5% and 

9.2%. In the second quarter (Q2), overall retail sales grew by just 1.1% quarter-on-quarter 

annualised, undermining the improved contribution to Q2 GDP growth from manufacturing 

and mining. Retail sales are unlikely to show significant recovery in the second half of the 

year amid job losses, rising inflation and high levels of indebtedness.  

 

 The three-week strike in the oil refining sector ended after the Chemical, Energy, Paper, 

Printing, Wood and Allied Workers’ Union (CEPPWAWU) and the National Petroleum 

Employers’ Association (NPEA) agreed to a two-year wage agreement. Wages will increase 



 

 

7% in the first year and in the second year by the rate of consumer price inflation plus 1.5%. 

Potential strike action still hangs over the platinum sector with the Association of 

Mineworkers and Construction Union (AMCU) demanding R12,500 as a minimum basic wage, 

which would entail an increase of around 50% for lowest paid employees. Meanwhile, 

vehicle manufacturers and the National Union of Metalworkers (NUMSA) are engaged in 

their three-yearly wage negotiations with the potential for a repeat of the strikes which 

hampered the sector in 2013.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The Economic Freedom Fighters (EFF) announced that they would vote alongside the 

Democratic Alliance (DA) in the hung metro municipalities of Johannesburg and Tshwane 

enabling the DA to lead minority governments in these key cities. However, the EFF’s 

decision not to enter a formal coalition with the DA may undermine the stability of 

government in these metros. In Nelson Mandela Bay, the DA can form a government without 

the support of the EFF having received pledged support to form a coalition from four 

smaller parties comprising the Congress of the People (COPE), African Christian Democratic 

Party (ACDP), Freedom Front Plus (FF+) and the United Democratic Movement (UDM).  

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank (SARB) leading indicator: Due Tuesday 23rd August. The SARB leading 

indicator, which forecasts economic conditions six-to-twelve months ahead, fell in May 

from 90.9 to 90.8 and according to consensus forecast is expected to remain unchanged in 

June. 

 

 Consumer price index (CPI): Due Wednesday 24th August. CPI is expected to moderate 

slightly from 6.3% year-on-year in June to 6.1% in July, according to consensus forecast, 

helped by the elevated base effect of last year’s comparative figure. However, CPI Is 

unlikely to break below the SA Reserve Bank’s (SARB) 3-6% target range over the 

foreseeable future due to the lingering effect of drought-induced food price increases and 

high administered price increases such as municipal rates and electricity. The SARB expects 

CPI to remain above the target range until the third quarter 2017. 

 

 Producer price inflation (PPI): Due Thursday 25th August. PPI is expected to increase from 

6.7% in June to 7.0% in July according to consensus forecast. The slight acceleration in PPI 

will contribute to a pick-up in CPI over the remainder of the year.  

 



 

 

NORTH AMERICA 

 The Conference Board leading economic indicator (LEI), which gauges economic conditions 

six months ahead, increased for a second straight month in July, by 0.4% on the month, 

building on the 0.3% gain in June. Among the ten components making up the LEI, the latest 

increase is attributed to improvements in the average work-week, lower jobless claims, 

higher equity markets and the slope of the yield curve. According to Ataman Ozyildirim, 

director of business cycles and growth research at the Conference Board: “The US LEI 

picked-up again in July, suggesting moderate economic growth should continue through the 

end of 2016.” He added that: “There may even be some moderate upside growth potential 

if recent improvements in manufacturing and construction are sustained, and average 

consumer expectations don’t deteriorate further.” 

 The Philadelphia (Philly) Fed manufacturing index, a barometer of manufacturing activity in 

the US mid-Atlantic region, increased from -2.9 in July to +2 in August. Some of the 

underlying sub-indices were less positive. The employment index fell from -1.6 to -20.0, 

the average workweek from -3.6 to -11.5 and the forward-looking new orders index from 

+11.8 to -7.2. However, the gauge for future general activity increased from +33.8 to 

+45.8. According to the Philly Fed report: “The survey’s future indicators suggest that firms 

expect the current weakness to be temporary.”  

 Initial jobless benefit claims fell in the past week from 266,000 to 262,000, marking the 

76th straight week below 300,000 the level associated with sustainable employment growth. 

This is the longest winning streak since 1970, when the population and labour force were 

far smaller. The data indicate another solid non-farm payroll number will be reported on 

2nd September, following the strong payroll increases of 255,000 in July and 292,000 in 

June. According to the Federal Reserve’s latest policy minutes, most Fed officials “judged 

that labour market conditions were at or approaching those consistent with maximum 

employment.” 

 Consumer price inflation (CPI) was flat in July on a month-on-month basis and fell on a 

year-on-year basis from 1.4% in June to 0.8%. However, the decline is attributed to energy 

prices and food prices, which are notoriously volatile. Energy prices fell for the first time in 

five months with gasoline prices falling -4.7% on the month while food prices fell -0.2%. 

Other sub-sectors showed growing inflationary pressure. Medical care and shelter inflation 

increased by an elevated 0.5% and 0.2% on the month with year-on-year gains of 4.1% and 

3.3%. Core CPI, which excludes food and energy, increased in July by 0.1% on the month 

and 2.2% on the year, above the Fed’s 2% target.  

 Industrial production grew in July by an unexpectedly strong 0.7% month-on-month the 

biggest increase since November 2014 and well above the 0.3% consensus forecast. 



 

 

Manufacturing output increased 0.5% the largest increase in a year and mining by 0.7% 

reflecting higher oil and gas drilling activity. Machinery production increased 0.7% the 

highest in ten months. The production of motor vehicles and parts increased a solid 1.9% on 

the month, building on the previous month’s 5.3% surge. The data bodes well for third 

quarter GDP and should assuage the concerns among some Fed members over the durability 

of the economic recovery.  

 

CHINA 

 Despite the previous week’s announcement that growth in fixed asset investment slowed to 

an annual pace of 8.1%, its slowest growth in more than 16 years, Moody’s Investor Services 

raised its forecast for China’s GDP growth. Moody’s upgraded its forecasts for China’s GDP 

growth for 2016 and 2017 from its previous forecasts of 6.3% and 6.1% to 6.6% and 6.3%, 

citing “significant” monetary and fiscal stimulus policies. Moreover, according to Madhavi 

Bokil a senior analyst at Moody’s: “The slowdown and rebalancing of China’s economy is 

likely to be gradual… Thus we do not expect China to exert a significant drag on global 

growth prospects over the rest of 2016 and 2017.” 

 

JAPAN 

 The Tankan manufacturing business sentiment index fell from +3 in July to +1 in August 

equal to its lowest reading since April 2013, attributed to the appreciation in the yen. 

However, the non-manufacturing sentiment index gained from +15 to +18, its first 

improvement in five months. The Among the non-manufacturing sub-sectors, real estate 

and construction jumped from +2 to +6, boosted by negative interest rates. The Tankan 

retail sector index was another bright spot, rising from 0 to +13 reversing the declines over 

the previous three months. The Tankan outlook indices for both manufacturing and non-

manufacturing sectors show improvements from current levels, indicating a slight uptrend 

in the months ahead.  

 

 Bank of Japan governor Haruhiko hinted at further monetary easing at the next policy 

meeting on 20-21 September. In an interview with the Sankei Shimbun newspaper Kuroda 

said: “Based on our comprehensive assessment, there is a fair amount of possibility that we 

will conduct additional measures without hesitation, if necessary.” A comprehensive 

assessment of inflation and economic developments under the current easing programme 

was initiated after the last policy meeting at the end of July.  

 



 

 

EUROPE 

 Minutes from the ECB’s policy meeting on 21st July confirm that the market’s reaction to 

the Brexit vote was more contained than had been expected, attributed to solid regulatory 

frameworks and the anticipation of supportive monetary policy response. The minutes 

stated that it was too early to draw conclusions. Since market developments since the July 

meeting have been negligible, and on the whole positive, the minutes imply that the ECB 

may choose to pause again at its upcoming policy meeting on 8th September.  

 

 Germany’s ZEW investor and analysts’ expectations index, which gauges expected economic 

conditions six months ahead, increased from -6.8 to +0.5 in August but failed to recover 

July’s sharp 26.0 decline in the aftermath of the Brexit vote. ZEW president Achim 

Wambach said: “Political risks within and outside the European Union continue to inhibit a 

more optimistic economic outlook for Germany.” The ZEW current situation index was more 

upbeat, rising from 49.8 to 57.6 well above the 50.2 consensus forecast. Overall, the ZEW 

data suggests a slowdown in Germany’s economic growth rate with GDP likely to decrease 

from the 0.4% quarter-on-quarter pace recorded in the second quarter to 0.2-0.3% in the 

second half of the year.  

 

UNITED KINGDOM 

 Following June’s -0.9% month-on-month decline retail sales rebounded in July with an 

unexpectedly strong increase of 1.4% well above the 0.1% consensus forecast. The buoyant 

retail numbers are attributed to better weather and anecdotal evidence that the weaker 

pound is encouraging overseas visitors to spend. Non-food store sales increased a 

substantial 2.4% on the month with strong sales recorded in department stores and 

specialist stores such as jewelers. Despite the strong data, the outlook for retail sales 

remains uncertain, with domestic consumer confidence likely to erode as the UK negotiates 

its exit from the EU. In addition, the weaker pound will lead to an increase in imported 

inflation diminishing households’ spending power.  

 

 The unemployment rate remained unchanged in June at 4.9% while wage growth increased 

slightly from 2.3% year-on-year in the three months to end May to 2.4% in the period to end 

June. However, the average work week declined undermining the impact of the wage 

increase. The post-Brexit employment outlook is less positive according to the Bank of 

England Agents’ Report, which signals a decline in employers’ hiring intentions during the 

second half of the year in line with declining business confidence. The unemployment rate 

is likely to increase over the next 18 months amid falling business confidence and weak 

hiring, in turn contributing to a decline in consumer spending and the probability of a 

protracted albeit mild recession.  



 

 

 

FAR EAST AND EMERGING MARKETS 

 Raghuram Rajan, who unexpectedly announced his resignation from the Reserve Bank of 

India (RBI) in June, will be succeeded as RBI governor by Urjit Patel. Patel was a deputy 

governor under Rajan since 2013 and head of the committee which recommended the 

monetary policy reforms under Rajan. He is therefore expected to maintain Rajan’s legacy, 

comprising inflation targeting and prudent currency management. Patel is likely to stick to 

the RBI’s accommodative monetary policy, paving the way for a further 25 basis point 

interest rate cut during the second half of the year. India’s macro-economic fundamentals 

remain positive, helped by an improved monsoon, strong foreign fixed direct investment 

inflows, a healthy current account and solid GDP growth. 

 

 Australia’s total number of employed increased in July by a solid 26,200 while June’s figure 

was revised higher from 7,900 to 10,800. The unemployment rate fell from 5.8% to 5.7%. 

However, the quality of job creation remains questionable with most of the growth in part-

time positions, which tend to be less secure. Part-time employment increased in July by 

71,600 while full-time employment fell by 45,400. Other indicators confirm that the jobs 

market is less strong than suggested by the headline figure. Job advertisements fell -0.8% 

month-on-month more than reversing the previous month’s 0.4% increase. Overall wage 

growth fell to 2.1% year-on-year the lowest since the data series began.  

 

 The Philippines’ GDP grew in the second quarter (Q2) by 7.0% year-on-year up from 6.8% in 

Q1 setting the fastest pace in South East Asia. Quarter-on quarter growth accelerated from 

1.3% in Q1 to 1.8% in Q2 led by government spending and investment, which increased in Q2 

on a year-on-year basis by 13.5% and 27.6%, respectively. There are concerns that 

increased government spending was boosted by election-related stimulus and therefore 

may not be sustainable. Nonetheless, positive spending momentum should ensure that GDP 

growth in 2016 meets the government’s 6-7% target.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.21 

JSE Fini 15  + 0.80 

JSE Indi 25  - 2.11 

JSE Resi 20  + 22.70 



 

 

R/$   + 15.31 

R/€   + 9.83 

R/£   + 29.09 

S&P 500  + 6.85 

Nikkei   - 12.80 

Hang Seng  + 4.67 

FTSE 100  + 9.88 

DAX   - 1.85 

CAC 40   - 5.10 

MSCI Emerging  + 13.86 

MSCI World  + 4.20 

Gold   + 26.46 

Platinum  + 25.20 

Brent Crude  + 36.24 

 

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 

 So-called “risk assets”, which include equities and emerging market currencies, have 

surged in the past three months. Over the period, the S&P 500 and Nasdaq indices have 

gained 6.6% and 9.9%. The MSCI World Index has rallied 5.9% and even more impressive is 

the 15.4% increase in the MSCI Emerging Market Index. The rand has strengthened against 

the US dollar by 17.0%.  

 

 The party in risk assets may be interrupted this Friday when central bankers from around 

the world congregate at the Jackson Hole symposium in Wyoming. Fed chair Janet Yellen 

will make a keynote address, which will be scrutinized for any signals on prospective Fed 

rate hikes.   

 

 Recent statements by Fed officials indicate a growing appetite for hiking US interest rates. 

In the past week, John Williams and Stanley Fischer of the San Francisco Fed and William 

Dudley of the New York Fed have stated that the US economy is close to reaching its 

employment and inflation targets, suggesting that a rate hike is imminent.  

 

 Minutes of the Fed’s Federal Open Market Committee (FOMC) policy meeting on 26th and 

27th July stated that: “Regarding the near-term outlook, (FOMC) participants generally 

agreed that the prompt recovery in financial markets following the Brexit vote and the 

pick-up in job gains in June had alleviated two key uncertainties about the outlook that 

they had faced at the time of the June meeting.”  

 

 Since the July Fed policy meeting, there has been another strong non-farm payroll report, 

adding to further evidence of a tightening labour market. The second quarter GDP figures 

were also released after the last Fed meeting, which although weaker than expected, 

contained robust private consumption readings. 

 

 Inflationary pressure is gathering pace as the earlier disinflationary effects of a strong 

dollar and weak oil and commodity prices start to fade. Core consumer price inflation (CPI), 

excluding energy and food costs which tend to be volatile, was 2.2% year-on-year in July, 

above the Fed’s 2% target. Services inflation, excluding energy, increased in July by 0.3% 

month-on-month and 3.1% on the year, driven by rental and medical prices, which 

increased on a month-on-month basis by 0.3% and 0.5% respectively. 

 

 In the past, Janet Yellen, has tended to respond to hawkish comments by Fed officials with 

dovish comments of her own. The improving economic outlook raises the likelihood that 



 

 

Yellen will break with tradition and instead pave the way for a September rate hike. A 

hawkish speech by Janet Yellen on Friday could introduce a period of profit taking in risk 

assets, including a set-back in the rand’s strong rally. Fed fund futures ascribe a 54% 

probability of a rate hike by December up from 47% at the end of last week.  

 

 

 

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. 


