
 

 

OVERBERG MARKET REPORT 

Tuesday 28th May 2019 

 

IN THIS WEEK’S BOTTOM LINE 

Contributed by Jade Blake 

 The benefits of being fully diversified mean that your portfolio is risk weighted to protect 

you during market contractions. It is inevitable that your portfolio will go down at some 

stage, but it will go down less if it is properly diversified. So, for retail investors looking to 

save towards retirement or for future generations, being diversified pays. (See Bottom Line 

for more analysis). 

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

 South African Consumer Price Inflation (CPI), released on the 22nd of May surprised to the 

downside. CPI for April came in at 4.4% year-on-year, 0.3% lower than the expected 

measurement of 4.7% and below the March level of 4.5%. The inflation forecast generated by 

the SARB’s Quarterly Projection Model has improved since the previous Monetary Policy 

Meeting. Headline inflation is expected to average 4.5% in 2019 (down from 4.8%), increasing 

to 5.1% in 2020 (down from 5.3%) and moderating to 4.6% in 2021 (down from 4.7%). Headline 

CPI inflation is expected to peak at 5.5% in the first quarter of 2020 and settle at 4.5% in the 

last two quarters of 2021. 

 

 The South African Reserve Bank (SARB), as expected, kept its benchmark repo interest rate 

unchanged at 6.75%. However, the decision was not unanimous. Three members of the 

Monetary Policy Committee voted to keep rates on hold while two members voted for a cut 

of 25 basis points. The less than expected inflation rate for April and the improved inflation 

outlook for the rest of the year has set the tone for a possible interest rate cut by the SARB. 

The SARB has also decreased its GDP growth outlook for 2019 to 1.0% (Down from 1.3% in 

March) while for 2020 and 2021 the forecast was kept unchanged at 1.8% and 2.0%. The 

downward revision of the 2019 GDP growth forecast further supports a potential interest rate 

cut. The expected GDP growth outlook for 2019 has been revised downwards mainly because 

of the larger than expected slowdown in the first quarter of 2019, resulting from declining 

manufacturing and mining production, low business and consumer confidence and weak 

household consumption. 

 



 

 

 The South African Reserve Bank composite business cycle leading indicator, a measurement 

of expected economic conditions 6-9 months ahead, declined to 104.5 in March, down 0.4 

points from 104.7 recorded in February. Of the component sub-indices, two fell and seven 

increased. The biggest positive contributions resulted from an acceleration in the twelve-

month percentage change in the number of new passenger vehicles sold and an increase in 

the South African produced export commodity price index (US dollar based).The negative 

contributions to the movement in the composite leading business cycle indicator came from 

a decrease in the number of residential building plans approved and a deceleration in the 

twelve-month percentage change in job advertisement space.  

 

 S&P global credit ratings agency, unsurprisingly, has kept South Africa’s foreign and local 

currency credit ratings unchanged at junk status with a stable economic outlook. The long-

term foreign currency rating is kept at “BB” and the long-term local currency rating at “BB+”. 

Of the three ratings agencies, Moody’s is the only one not to have a junk status rating on 

South Africa’s credit. 

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

 Private Sector Credit Extension for April 2019: Due Thursday, 30 May. According to consensus 

forecast Private Sector Credit Extension is expected to have increased in April by 6.5% year-

on-year, which would mark an acceleration from the 6.1% year-on-year gain in March. 

According to consensus forecast M3 Money Supply for April 2019 is expected to have increased 

by 7% year-on-year. 

 

 Producer Price Inflation for April 2019: Due Thursday, 30 May. According to consensus 

forecast producer price inflation is expected to have registered 6% year-on-year in April down 

from 6.2% in March.  

 

 The ABSA manufacturing purchasing managers’ index for May 2019: Due Friday, 31 May. 

According to consensus forecast the manufacturing purchasing managers’ index (PMI) is 

expected to decline to 46.8 for May 2019 down from 47.2 in April.  

 

 Balance of Trade: Due Friday, 31 May 2019. According to consensus forecast the trade surplus 

is expected to have decreased to R 1.7 billion in April 2019 compared to the trade surplus of 

R 5 billion in March.  

 

 Total New Vehicle Sales: Due Monday, 2 June 2019. According to consensus forecast total 

new vehicle sales are expected to increase to 43 000 for May 2019 up from 36 790 in the 

previous month. 



 

 

 

 First quarter GDP growth rate: Due Tuesday, 4 June. According to consensus forecast the 

South African economy is expected to have contracted in the first quarter by 0.5% year-on-

year and by 1.4% quarter-on-quarter annualised. 

 

GLOBAL 

Contributed by Nick Downing 

 The Organisation for Economic Cooperation and Development (OECD) cut its global economic 

growth forecast for 2019 from its previous estimate of 3.5% made in the fourth quarter last 

year to 3.2%, citing trade tensions as the principal culprit. The OECD said trade disputes are 

primarily to blame for the global growth slowdown since 2017. Disputes particularly impact 

business investment and therefore the long-term as well as current growth rate. The OECD 

forecasts growth in global business investment spending will fall to 1.75% in 2019 down from 

3.5% in both 2017 and 2018. Meanwhile, global trade is projected to increase by only 2.1% 

this year, down sharply from 3.9% in 2018 and 5.5% in 2017. The additional tariffs imposed in 

May between the US and China are expected to reduce the countries’ respective GDP growth 

rates by 0.2% and 0.3% respectively by 2021, doubling the impact of the previous tariffs. 

According to the OECD, if the two countries extend tariffs to 25% across all bilateral trade, 

the total impact on GDP growth by 2021 would be 0.9% and 1.1%, respectively and the impact 

on global GDP growth 0.7%. In its report the OECD acknowledged the need to protect 

intellectual property but stressed that disputes should be resolved through a multilateral 

process.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 The yield curve, which measures the yield distribution of US Treasury bonds across different 

maturities, has inverted once more attributed to the escalation in the US/China trade 

dispute. An inverted yield curve means the yield on the 10-year US Treasury bond has fallen 

below the yield of the 3-month Treasury Bill, traditionally a warning flag for an impending 

recession. Last week the 10-year Treasury yield fell from 2.39% to 2.29%, its lowest since 

October 2017 and 6 basis points below the prevailing yield on the 3-month Treasury Bill. The 

yield curve inversion, although occurring twice over the past six months has yet to become 

entrenched.   

 

 Until recently the bulk of US tariffs imposed on Chinese imports have not affected consumer 

goods. However, this is changing. Around 40% of the $200 billion worth of imports penalised 

with 25% tariffs during May, are direct consumer goods. In a study published by the Federal 

Reserve Bank of New York, it is estimated that US households will pay an additional $831 per 

year as a consequence of the latest tariff increases, equivalent to $106 billion collectively. 



 

 

Moreover, the US fiscus will not necessarily benefit by this amount. Increased tariffs may 

cause buyers of imports to source the goods elsewhere rather than the country being 

targeted. The findings illustrate the domestic economic cost of the latest escalation in the 

trade dispute and should incentivise President Trump into securing an early compromise.  

 

 Minutes from the Fed’s last policy meeting, which concluded on 1st May, reveal that although 

the recent reduction in inflation data will be temporary, several participants nonetheless 

expressed concern that inflation expectations could remain at uncomfortably low levels. 

While this concern did not deter the Fed from keeping interest rates on hold, the meeting 

took place prior to the recent escalation in the trade dispute with China, which may affect 

policy at the next Fed meeting on the 18th and 19th of June. Meanwhile, the minutes 

confirmed that the Fed will end the runoff of its $3.9 billion asset portfolio at the beginning 

of October. Policy members debated the optimal composition of Treasury bonds in the asset 

portfolio, arguing that holding longer-dated bonds created more stimulus as the effect of 

supressing longer-dated yields (the so-called risk-free rate) encouraged investors into 

equities and shorter-dated bonds. If necessary stimulus could be provided without increasing 

the size of the balance sheet but rather by altering its composition with a lengthening of the 

maturity of the asset portfolio.  

 

 Addressing global concerns over ballooning non-financial corporate debt, which has increased 

in line with record low interest rates, Fed chair Jay Powell concluded that: “today business 

debt does not appear to present notable risks to financial stability.” While the global 

leveraged loan market has grown to an estimated $1.4 trillion, leveraged loan products such 

as collateralised loan obligations tend to be sponsored by non-bank lenders rather than banks, 

and so do not pose a threat to the banking system. Moreover, while total business debt has 

expanded significantly its increase has been broadly in-line with the growth in the economy. 

Powell showed that interest paid by businesses was covered ten-times by their earnings, a 

considerable improvement on the six-times multiple twenty years ago.  

 

 Durable goods orders fell in April by 2.1% month-on-month, the largest decline since 

November last year while the March reading was revised lower from a gain of 2.6% to 1.7%. 

The weak April figure is attributed to the impact on civilian aircraft orders of the Boeing 737 

MAX airliner crashes. Civilian aircraft orders dived 25% on the month. However, the slowdown 

was broad-based. Excluding the volatile transportation sector, durable goods orders showed 

nil growth in April while the March reading was downgraded from an initial gain of 0.3% to a 

decline of 0.5%. Non-defence capital goods orders excluding aircraft, a closely watched proxy 

for business investment spending, fell 0.9% on the month and on a year-on-year basis gained 

by just 1.3% its smallest increase since January 2017. The ratcheting-up in the trade dispute 

with China may prompt businesses to postpone investment decisions until there is greater 

clarity.  

 

 Both new and existing home sales fell in April on a month-on-month basis, by 6.9% and 0.4% 

respectively, extending the year-long weakening trend. Weakness in the housing market is 

attributed to falling inventories of home for sale, and the effect of rising home prices and 



 

 

rising interest rates on affordability. However, these factors are improving, which should 

shore-up the housing market. The year-on-year median home price increase fell in April to 

3.6% compared with 5.0% in the same month last year. The inventory of new and existing 

homes for sale has increased over the past year from 5.7 to 5.9 and 4.0 to 4.2 respective 

months’ supply at the existing pace of sales. Meanwhile, the 30-year fixed mortgage rate has 

declined sharply to around 4% from a peak of almost 5% at the end of last year.  

 

CHINA 

Contributed by Nick Downing 

 The collective profit of China’s industrial companies fell in April by 3.7% year-on-year, the 

largest decline since December 2015. However, some pullback had been expected following 

the 13.9% profit surge in March. The March surge was boosted by front-loading of input orders 

ahead of the VAT rate cut on 1st April. Nonetheless, the longer-term smoothed data also 

points to a worrying downward trend in the industrial sector. In the first four months of the 

year, collective industrial profits fell 3.4% compared with the same period in 2018. Over the 

same time period, profits of state-owned industrial enterprises fell 9.7% in contrast with 

profits of private-sector industrial companies, which increased 4.1%. Among the industrial 

sectors most affected, the oil, fuel and other fuel processing sector suffered a 50.2% year-

on-year decline while profits in the car manufacturing sector slumped 25.9%. While the 

disappointing industrial profit data suggests the earlier boost from fiscal and monetary 

stimulus may be fading, second quarter GDP should benefit from front-loading ahead of 

potential new US tariffs.  

 

JAPAN 

Contributed by Carel la Cock 

 Japan’s inflation remained obstinately low in April despite better than expected economic 

growth reported last week. Core inflation was 0.9% for April, up from 0.8% in March while 

core-core inflation, stripping out energy and food prices, was 0.6% well below the 2% target. 

Former IMF chief economist, Oliver Blanchard, has formulated a plan for Japan’s current 

secular stagnation, defined as the inability of generating economic growth from private 

demand only. Mr Blanchard proposes that Japan forgoes plans to cut fiscal spending in favour 

of expanding its debt to GDP, as long as interest rates remain below the economic growth 

rate. Japan has one of the highest Debt-to-GDP ratios in the world at 234%. However, Mr 

Blanchard argues that Japan has exhausted its monetary policy options and that it could run 

a deficit for many years with low risk of a debt crisis. Such a policy would help Japan reach 

its inflation target of 2% and move interest rates above the current -0.1%, making room for 

future monetary policy options.    

 



 

 

 Japan’s exports fell in April by 2.4% year-on-year faring worse than expected, marking the 

fifth consecutive month of declines as the impact from the ongoing US-China trade dispute 

continues. Exports to China fell by 6.3%. Japan recorded a trade surplus of ¥60.4bn, well 

below forecasts of a ¥203.2bn surplus. Imports grew by 6.4% year-on-year and economists 

warn that higher imports in the second quarter could detract from economic growth, in 

contrast to the first quarter when lower imports contributed to economic growth. Core 

machine orders declined by 0.7% in March but were an improvement on the 5.5% decline in 

February. The measure is a leading indicator for capital expenditure and the decline will add 

to the growing body of evidence that the economic outlook remains weak. 

 

EUROPE 

Contributed by Carel la Cock 

 The Purchasing Manager’s composite output index (PMI) measuring conditions in both 

manufacturing and service sectors of the economy, compiled by IHS Markit, points to an 

improved outlook for both France and Germany. The index for France was up from 50.1 in 

April to 51.3 in May and for Germany up from 52.2 to 52.4 in May. According to Eliot Kerr, 

economist at IHS Markit, there is “improved performance by the French private sector” 

Similarly the reading points to continued expansion in the German economy. 

 

 Germany’s ifo Business Climate Index fell to 97.9 points in May from 99.2 in April driven 

largely by a much worse assessment of the current business situation while the outlook for 

the next 6 months remains unchanged. According to Clements Fuest, president of the ifo 

Institute, “The German economy is still lacking in momentum.” The decline in the current 

situation was especially marked in the service sector as well as wholesale trade. The 

construction sector is still experiencing a boom with an increase in the business index for a 

third consecutive month. The latest data contrasts with other leading economic indicators 

and the most recent GDP growth of 0.4% which beat expectations. The consensus view is that 

although fundamentals for the domestic economy remains positive, the traditionally export 

led German economy remains vulnerable to external risks. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

 Retail sales grew in the three months to April by 1.9% compared to the previous three months, 

largely driven by online sales which grew 9.4%, the fastest growth since records began in 

1988. The bulk of that growth came from clothing sales boosted by warmer weather. Total 

sales were up 5.4% year on year which was the fastest growth in more than 2 years. High 



 

 

employment rates coupled with earnings growth outstripping inflation have supported sales 

growth. Economists have cautioned that UK consumers will have a key role to play in keeping 

the economy ticking over once the boost from inventory stockpiling earlier in the year starts 

to unwind. 

 

 Prime Minister Theresa May unexpectedly resigned on Friday morning and is set to vacate 10 

Downing Street by 7th June. Former London mayor and foreign secretary, Boris Johnson, is 

widely seen as the favourite in the race for the Conservative Party leadership. Mr Johnson, a 

staunch Brexit supporter, is seen as the answer to counter the growing popularity of the 

newly formed Brexit Party of Nigel Farage. The Brexit Party romped to a win in the European 

Parliamentary elections in the UK with 32% of the votes. In contrast the Conservatives 

slumped to fifth place with only 10% support from a previous 25%, its worst performance in 

any election ever. The results have made clear that the Conservatives will have to take a 

hard-line view on Brexit for their own survival which increases the likelihood of leaving the 

eurozone without a deal. Although only a third of voters turned out for the vote, there is a 

strong indication that the public has become ever more polarised around Brexit and that 

political parties will have to campaign on either to remain or to leave, possibly without a 

deal. The looming 31st October deadline is now seen as a date that is unlikely to be postponed, 

even if no deal is agreed upon.  

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 Lead economic indicators for emerging markets (EM) have risen above the same forward-

looking measures for the developed world (DM) for the first time since 2013 and point to a 

divergence in economic growth in favour of EM. The purchasing managers’ index (PMI) 

produced by IHS Markit for EM currently stands at 52.4 points and is indicative of growth of 

5.5%, according to an IHS Markit report. The indicative growth is ahead of the IMF’s forecast 

of 4.4%, however it predates the most recent escalation in the trade war between the US and 

China and economists fear that it could cause the rebound in EM industrial production to 

moderate. Traditionally a higher PMI reading for EM compared to DM has led to a flow of 

funds into EM assets. However, Mr Zweifel, chief economist at Pictet, argues that given the 

relative strength of the US economy, investors might not want to take on the extra risk to 

seek higher growth in EM. A resolution to the US-China trade war will be key to unlocking the 

potential for sustained EM growth.  

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 3.32  54488 



 

 

JSE Fini 15  - 0.60  16282   

JSE Indi 25  + 5.48  67173 

JSE Resi 20  + 4.76  43001 

R/$   - 0.52  14.43 

R/€   + 1.95  16.15 

R/£   + 0.15   18.30   

S&P 500  + 12.73  2826 

Nikkei  + 5.83  21182 

Hang Seng  + 6.99  27288 

FTSE 100  + 8.17  7277 

DAX   + 14.32  12071 

CAC 40  + 12.80  5336 

MSCI Emerging + 2.43  989 

MSCI World  + 11.28  2096 

Gold   + 0.37  1285 

Platinum  + 1.55  805 

Brent oil  + 28.88  70.16 

 

BOTTOM LINE 

Contributed by Jade Blake 

 We often read about diversification, asset allocation and its importance. This usually goes 

hand in hand with the famous saying: “don’t keep all your eggs in one basket”. What does it 

really mean to the average investor? How do I know if I’m fully diversified? Why should I even 

be diversified? 

 



 

 

 Diversification along with asset allocation is a risk management mechanism. It is true that 

every individual investor should be diversified to protect their wealth in all economic 

conditions, but how would they know if they are over-diversified?  

 

 South African investors have many decisions to make in the diversification process. The first 

choice to make within their investment portfolio is the diversification between local and 

offshore assets. The South African Gross Domestic Product (GDP) is less than 1% of the global 

GDP. This exposes South African investors to significant geographical risk. This risk can be 

diversified away by investing in other global markets. It is generally excepted that at least 

30% of your total wealth should be outside country of residence.  

 

 The next diversification decision will be between asset classes. Traditionally there are four 

main asset classes; Cash, Bonds, Equities, Property. Today, for retail investors, a fifth asset 

class has been made available called Alternatives. Alternatives encompass private equity, 

hedge funds, crypto assets and art. 

 

 Often the distribution between these 5 asset classes are based on factors such as age, risk 

appetite, net worth and dependants. Another consideration is tax. Each asset class is taxed 

differently, and it is of critical importance that investors are aware of the tax implications.  

 

 The benefits of being fully diversified mean that your portfolio is risk weighted to protect 

you during market contractions. It is inevitable that your portfolio will go down at some 

stage, but it will go down less if it is properly diversified. So, for retail investors looking to 

save towards retirement or for future generations, being diversified pays. How do you choose 

the right currencies, the right jurisdictions, the right amount in each asset class to reach 

your goals and preserve your capital for the long run? Well you don’t. Unless it’s your full-

time job, it’s virtually impossible to make these decisions all alone, never mind continuing 

to adjust the portfolio as markets, economies and your situation changes. 

 

 A Boutique discretionary portfolio manager is the go-to for many retail investors and has 

started gaining popularity. Boutique investment managers are preferred as they don’t treat 

the client as just another number. Clients’ individual needs are considered and catered for. 

Discretionary portfolio managers are different to traditional fund managers as they can take 

a client’s entire portfolio into consideration. The client doesn`t have to worry about 

diversification and risk management; the portfolio manager does. They consider economic 

conditions, currency and asset allocations alongside clients individual needs, age, risk profile 

and goals among many other factors to provide the best bespoke solution for each client. 

They can give their clients a holistic, diversified and often more tax efficient solution 

encompassing all asset classes in one portfolio.  

 



 

 

 As an individual investor you never have to worry about your diversification. You have a 

manager on call, internet access to your portfolio and face to face meetings with your 

investment manager, keeping you updated on market changes, your portfolio and progress 

towards your financial goals.  

 

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. 


