
 

 

OVERBERG MARKET REPORT 

Tuesday 2nd February 2016 

 

SOUTH AFRICA ECONOMIC REVIEW 

 As expected the SA Reserve Bank (SARB) hiked its benchmark repo rate by 50 basis points 

from 6.25% to 6.75% taking the prime lending rate from 9.75% to 10.25%. The decision was 

not unanimous: Among the six members of the SARB Monetary Policy Committee (MPC) 

three favoured a 50 basis point hike, two favoured 25 basis points and the remaining 

member argued for no change. SARB Governor Lesetja Kganyago acknowledged that 

although the weaker rand had so far shown little sign of being inflationary renewed rand 

weakness and the effect of the drought raised the risk of spillover effects from the 

depreciating currency. The SARB revised its GDP forecasts lower for 2016 and 2017 from a 

previous 1.9% and 2.1% to 1.5% and 1.6% respectively. The inflation forecast for 2016 and 

2017 deteriorated significantly from a previous 6.0% and 5.8%, to 6.8% and 7.0% well above 

the central bank’s 3-6% target range. (See “Bottom Line” for further analysis). 

 The trade surplus increased more than expected from R1.8 billion in November to R8.22 

billion in December. Although well above the R4.7 billion consensus forecast the December 

figure is often distorted by a lack of imports during the festive season. The improvement is 

attributed to the effect of the weaker rand on imports which fell -13.3% month-on-month 

while exports fell by -5.1%. Among the main export categories exports of precious stones 

increased 21.5% on the year, and vehicles and transport equipment by 9.6%. Imports were 

dragged lower by a -21.8% decline in mineral products which mainly comprises oil. The 

cumulative trade deficit reduced from –R82.27 billion in 2014 to –R48.63 billion in 2015. 

The outlook will depend on a recovery in commodity prices and improvement in global 

demand for SA’s manufacturing exports.  

 Growth in private sector credit extension (PSCE) increased from 9.5% year-on-year in 

November to 10.3% in December beating the 9.8% consensus forecast. Credit extended to 

households slowed from 4.6% to 4.5% but the slowdown was made up by corporate credit 

extension which increased from 13.8% to 14.1%. Although encouraging the pick-up in overall 

credit extension is unlikely to be sustained in the low growth environment and amid rising 

interest rates. The Reserve Bank is expected to hike the benchmark interest rate by a 

further 75 basis points on top of the 50 basis point rate increase last week. 

 Producer price inflation (PPI) accelerated from 4.3% year-on-year in November to 4.8% in 

December slightly below the 4.9% consensus forecast. The food products, beverages and 

tobacco products category increased 6.2% on the year adding 2.1 percentage points to the 

overall PPI measure. With food products making up 25.2% of the overall PPI basket the 



 

 

impact of the drought is likely to contribute to a pick-up in inflationary pressure over 

coming months. However, some relief may be in store with the department of agriculture 

upgrading its estimate for summer maize production from a previous 5.5 million tonnes to 

7.4 million. Among other PPI categories the increase in electricity and water prices 

accelerated from 12.9% year-on-year to 14.1%.  

 The Barclays manufacturing purchasing managers’ index (PMI) stayed below the key 50 

level, which separates expansion from contraction, for a sixth straight month falling from 

45.5 to 43.5. Among the PMI sub-indices the business activity index fell from 42.4 to 37.5, 

the forward-looking new sales orders index from 44.8 to 40.1, and the expected business 

conditions from 46.1 to 39.4, all at their lowest levels since the 2008/09 recession. 

Comprising numerous lead-indicator sub-indices the PMI is particularly concerning and 

indicates the manufacturing sector is likely to contract in the first quarter 2016. At the 

same time inflationary pressures mounted up pushing the prices sub-index from 77.2 to 

86.0.  

 New vehicle sales fell in January by -6.9% year-on-year extending the -4.0% decline in 2015. 

The outlook remains uncertain with the latest BER retail survey showing new car dealers 

expect a deterioration in sales in the first quarter. The National Association of Automobile 

Manufacturers (NAAMSA) forecasts total vehicle sales will contract in 2016 by 3-5%. 

Passenger vehicle sales, which shrank in January by -6.1% on the year will be under 

pressure from tightening credit standards and declining household disposable income. 

Growth in credit extended for vehicle purchases has fallen steadily to 3.7% year-on-year in 

contrast to double digit growth rates in 2014. Commercial vehicle sales, which shrank in 

January by -8.9% on the year reversing the previous month’s gain, will be constrained by 

weakening business confidence and delays in public sector infrastructure spending.  

 

SOUTH AFRICA POLITICAL REVIEW 

 Finance Minister Pravin Gordhan and senior National Treasury colleagues met with a large 

group of senior business executives from the private sector to discuss ways for averting a 

sovereign credit rating downgrade. The meeting should be viewed positively. There is a 

growing urgency to build better communication and lines of cooperation between the 

government and private sector. The meeting also signals government’s acknowledgement of 

the severity of the current crisis and that an economic recession and credit rating 

downgrade could be imminent realities. This acknowledgement was mirrored by ANC 

Secretary General Gwede Mantashe who admitted after the recent ANC National Executive 

Committee lekgotla that “everything” must be done to avoid an economic recession. While 

the more business- and market-friendly proposals are encouraging there is no doubt that in 



 

 

the run-up to the local elections the ANC will reiterate its commitment to radical populist 

policies, which may contradict recent initiatives.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Gross reserves: Due Friday 5th February. Gross reserves are expected to increase marginally 

from $45.79 billion in December to $45.83 billion in January due to the upward valuation in 

the dollar gold price and revaluation adjustments stemming from the stronger euro.  

 

GLOBAL 

 Russia’s Energy Ministry Alexander Novak reported the possibility of an OPEC meeting in 

February which he is willing to attend, aimed at discussing the state of the oil market and 

the possibility of making cuts to production. Given the extreme level of short positions in 

the oil market the news prompted heavy short-covering and an immediate 8% spike in the 

oil price. However, it is doubtful that the meeting will lead to any actual cuts in OPEC 

supply. Russia is unlikely to do anything which is not in its best interests and it needs to 

maximize hard currency revenue. Saudi Arabia faces similar domestic economic challenges 

to Russia and is unlikely to cut production at the same time that its nemesis Iran is ramping 

up its own production. Moreover, non-OPEC production is starting to decline in response to 

sub-$40 oil prices. OPEC members are aware that lower prices need to be maintained for 

longer in order to restore equilibrium to the oil market. As a result the OPEC meeting is 

likely to result in no more than a discussion of views and offers little chance of formal 

production cuts.  

 

 

NORTH AMERICA 

 As expected the Federal Reserve kept monetary policy unchanged leaving its benchmark 

fed funds rate at a range of 0.25-0.50%. The accompanying policy statement downgraded 

the Fed’s assessment of growth, from growth being “solid” last December to having 

“slowed late last year.” In addition the Fed stated that it is “closely monitoring global 

economic and financial developments and is assessing their implications for the labour 

market and inflation, and for the balance of risks to the outlook.” However, the Fed fell 

short of market expectations for a formal announcement delaying the interest rate 

tightening cycle. The Fed kept its options open for the next policy meeting in March, with 



 

 

any data improvement or stabilization in global markets likely to facilitate a further rate 

increase. 

 Durable goods orders fell sharply in December by -5.1% month-on-month and -1.7% year-on-

year. The decline is attributed largely to a steep fall in aircraft orders. Non-defence 

aircraft orders shrank -30% on the month and defence aircraft orders by -69%. Core orders 

excluding transport also fell by -1.2% on the month and the previous month’s flat reading 

was revised lower to -0.5%. Orders for non-defence capital goods excluding aircraft, a key 

barometer of business investment spending, fell by a substantial -4.3% on the month. 

Business investment spending is clearly on a downward trend mirroring weakness in the 

mining and manufacturing sectors. With capital goods investment on the decline US GDP 

growth will be increasingly reliant on consumer expenditure in 2016.  

 The Conference Board US consumer confidence index unexpectedly increased from 96.3 in 

December to 98.1 in January a three-month high and above the 96.5 consensus forecast. 

According to Lynn Franco director of economic indicators at the Conference Board: “For 

now, consumers do not foresee the volatility in financial markets as having a negative 

impact on the economy.” Among the confidence sub-indices the present situations index 

remained unchanged at 116.4 while the forward-looking expectations index increased from 

83.0 to 85.9. The proportion of households expecting a rise in income improved from 16.3 

to 18.1 consistent with a robust 2.5-3.0% increase in average hourly earnings. The data 

suggests that while industrial growth is depressed the outlook for consumer expenditure 

remains buoyant. Consumer expenditure comprises over 70% of US GDP.  

 A key barometer of US Midwest activity, the Chicago purchasing managers’ index (PMI), 

which unlike most US regional PMIs measures conditions in both the manufacturing and 

service sectors, surged higher from 42.9 in December to 55.6 in January. This is well above 

expectations for another sub-50 contractionary reading. Among the sub-indices the 

employment index gained from 46.4 to 48.9 albeit still in contractionary territory. The 

production index leaped from 46.6 to 62.5 and the forward-looking new orders index from 

38.6 to 58.8, both at their strongest levels in 12 months. The data indicates a positive 

turnaround in US economic activity. 

 GDP grew in the fourth quarter (Q4) by 0.7% quarter-on-quarter annualized slightly below 

the 0.8% consensus forecast but a marked slowdown from the 2.0% growth in Q3. The 

slowdown is attributed to weak business spending which shrank -1.8% down from 2.6% 

growth in Q3. Mining and energy investment fell -38.7% following the -47.0% decline in Q3. 

Inventory growth also slowed from $85.5 billion in Q3 to $68.6 billion in Q4 in response to 

slower business demand and weak foreign demand, shaving 0.5 percentage points from Q4 

GDP. The strong dollar and weak foreign demand also affected exports which fell -2.5% 

quarter-on-quarter, shaving a further 0.5 percentage points from GDP. The bright spot was 



 

 

household consumption which increased 2.2% albeit slower than the 3.0% pace set in Q3. 

Residential investment growth was especially strong with growth of 8.1%. Consumer 

purchases of durable goods increased a healthy 4.3%.  

 US new homes sales increased sharply in December by 10.8% month-on-month to an 

annualized rate of 544,000 the highest level since last February and well above the 500,000 

consensus forecast. The increase is attributed to unseasonably mild weather and an 

increase in the number of new homes available on the market. The stronger than expected 

data indicates that US consumers remain healthy. Their willingness to purchase high priced 

items such as durable goods, motor vehicles and homes signals confidence over the macro-

economic outlook, employment prospects and personal incomes. 

 

CHINA 

 China’s official manufacturing purchasing managers’ index (PMI) fell more than expected 

from 49.7 in December to 49.4 in January below the 49.6 consensus forecast. The reading is 

at its lowest in three years and below the key 50 threshold which separates expansion from 

contraction for a sixth straight month. Among the sub-indices the largest declines were 

registered by the production index from 52.2 to 51.4 and the forward-looking new orders 

index from 50.2 to 49.5. In contrast the services PMI although dropping from 54.4 to 53.5 

remained firmly in >50 expansionary territory. China’s efforts at rebalancing the economy 

from investment-led to consumer-led growth appear to be gaining traction. The service 

sector increased its share of GDP in 2015 to 50.5% and contributed over 60% over the year’s 

GDP growth.  

 

 

JAPAN 

 In an unexpected move the Bank of Japan (BOJ) introduced negative interest rates reducing 

the rate on excess bank reserves to -0.1%. As recently as last week BOJ Governor Haruhiko 

Kuroda had flatly rejected the idea of negative interest rates. The policy decision is most 

likely motivated by an attempt to address the recent appreciation in the yen. In its formal 

statement the BOJ expressed concern that the “conversion of the deflationary mindset 

might be delayed.” The BOJ pushed back the timeline for achieving 2% inflation from 

financial year 2016 to 2017 marking the third backward revision in the past 12 months. The 

BOJ hopes the negative interest rate will shore up business confidence amid rising market 

volatility and prompt portfolio rebalancing by domestic investors away from short-dated 

deposits and bonds towards longer-dated bonds and higher risk assets.  

 



 

 

 Industrial production contracted in December by -1.4% month-on-month worse than 

November’s -0.9% contraction and steeper than the -0.3% consensus forecast. On a year-on-

year basis industrial production shrank -1.6% reversing the 1.7% growth the prior month and 

marking the biggest year-on-year decline since May when production fell -3.9%. Shipments 

of capital goods excluding transportation equipment, a close proxy for capital expenditure, 

fell -3.7% on the year marking a second consecutive decline following the -0.6% decline the 

prior month. The data combined with weak consumer spending during the fourth quarter 

(Q4) raises the risk that GDP may have contracted in Q4. However, the outlook may be 

brighter with the Ministry of Economy, Trade and Industry (METI) forecasting a solid 

rebound in industrial production in January of 7.6% month-on-month.  

 

 

 

EUROPE 

 Eurozone consumer price inflation (CPI) increased from +0.2% year-on-year in December to 

+0.4% in January its highest rate since October 2014 and beating the +0.3% consensus 

forecast. The increase is especially surprising given the decline in oil prices during the 

month. Core CPI excluding food and energy also picked-up from +0.9% to +1.0%. While 

headline CPI is expected to accelerate further as the year progresses due to the 

comparative base effect of low oil prices the core CPI rate will likely remain subdued due 

to the economy’s weak growth and excess spare capacity. The latest inflation readings are 

unlikely to deter the ECB from enhancing its quantitative easing programme, widely 

expected at its next policy meeting on 10th March.  

 

 The European Commission’s Eurozone Economic Sentiment Indicator (ESI), measuring 

consumer and business confidence, fell from 106.7 in December to 105.0 in January its 

lowest level since last August and the biggest monthly decline since mid-2012. The 

industrial index fell from -2.0 to -3.2 and the consumer index from -5.7 to -6.3. Among the 

Eurozone’s four largest economies, France was the only country to show an increase due to 

the rebound from the Paris terrorist attacks. The German, Italian and Spanish indices all 

showed declines. The overall data is consistent with a decline in the pace of Eurozone GDP 

growth in the first quarter (Q1) closer to 1.8% than the 2.0% which was likely achieved in 

Q4 last year.  

 

 Spain’s GDP grew in the fourth quarter (Q4) by 0.8% quarter-on-quarter matching the pace 

of growth in Q3. Domestic demand grew strongly helped by continued improvement in 

employment growth, rising household disposable income and growing consumer confidence. 

For 2015 as a whole Spain’s GDP grew 3.2% up sharply from 1.4% in 2014. However, the 

outlook may be constrained by rising political uncertainty. In November Catalonia’s regional 



 

 

parliament formally initiated an 18-month programme towards achieving independence 

raising tensions between the regional Catalan and central government. Meanwhile 

December’s inconclusive general election confirmed Spain’s fragmented political landscape 

casting uncertainty over the composition of the next government.  

 

 

UNITED KINGDOM 

 GDP grew in the fourth quarter (Q4) by 0.5% quarter-on-quarter a slight improvement on 

the 0.4% growth in Q3 but below the Bank of England’s (BOE) perceived trend rate of 

around 0.6%. Trend growth needs to be achieved in order to absorb the economy’s spare 

capacity. This suggests little immediate need for the BOE to hike interest rates especially 

as GDP growth fell in Q4 on a year-on-year basis to just 1.9% below the key 2% mark for the 

first time in two years. Furthermore GDP growth was uneven: While the services sector 

grew 0.7% on the quarter, industrial production fell by -0.2%, construction fell by -0.1% and 

manufacturing showed nil growth. Expected fiscal austerity and uncertainty ahead of the 

referendum on EU membership will likely add to the recent downtrend in GDP growth. 

 

 

FAR EAST AND EMERGING MARKETS 

 Korea’s exports slumped in January by -18.6% year-on-year the weakest reading since 

August 2009 and far worse than the -10.3% consensus forecast. The data shows an 

acceleration in the downtrend building on the -13.8% and -4.8% declines in December and 

November. The latest decline is attributed to broad-based weakness in exports of autos, 

steel, petrochemicals, electronics and semiconductors. Weather disruptions across north 

Asia and the US also affected exports. However, the greatest threat remains slack demand 

from China. Exports to China shrank -21.5% on the year and to the US by -9.2% whereas 

Eurozone bound exports gained +7.3%. China is becoming increasingly self-sufficient in 

electronic components, which is placing a structural headwind as well as cyclical headwind 

on Korea’s exports.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 3.23 

JSE Fini 15  - 3.85 



 

 

JSE Indi 25  - 3.28 

JSE Resi 20  - 3.79 

R/$   - 2.89 

R/€   - 3.18 

R/£   - 1.83 

S&P 500  - 5.12 

Nikkei   - 6.14 

Hang Seng  - 10.58 

FTSE 100  - 2.92 

DAX   - 9.17 

CAC 40   - 5.28 

MSCI Emerging  - 6.47 

MSCI World  - 5.79 

Gold   + 6.46 

Platinum  - 2.24 

Brent Crude  - 8.32 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. Although the rate of the rand’s depreciation is accelerating there is little sign 

so far of panic selling or capitulation. This stage needs to be reached before a reversal in 

the rand’s move can occur. 

 

 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.  

 



 

 

 Despite the recent uptick in bond yields 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 above key resistance levels of 2.0% and 2.2%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield broke out of its long-term bull trend as a result of 

“Nenegate”. The new bear trend for the R186 is underpinned by resistance at 9.0% with a 

risk of further upside to 10.50%. While SA bond yields may fall in line with global bonds they 

are unlikely to return to the bull trend.  

 

 The MSCI World Equity index has broken downward from a rising wedge formation 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 around June 2016.  

 

 The S&P 500 index has broken downward from a rising wedge pattern, which is traditionally 

a trend-changing pattern. The downward trend is likely to remain intact unless the index 

decisively regains the 2070 level. A further negative signal is that the Dow Jones Transport 

Index, traditionally a lead indicator for the broader market, is leading the broader market 

lower on the downside.  

 

 Brent crude’s break below the key $30 support level suggests a continuation of the 

weakening long-term trend to a downside target of $25. Copper is regarded a reliable lead 

indicator for industrial commodity prices and barometer of global economic growth. It has 

broken below the key $4,500 support level suggesting further downside ahead.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 The JSE All Share index remains below the 24-month moving average at 50,600. The recent 

consolidation pattern between 47,000 and 49,000 is likely to be resolved with a break to 

the downside to an initial target of 45,000 and an ultimate target of 43,000.  



 

 

 

BOTTOM LINE 

 The SA Reserve Bank (SARB) hiked the benchmark repo interest rate by 50 basis points from 

6.25% to 6.75% in turn pushing the Prime rate higher from 9.75% to 10.25%. The central 

bank cited inflation as the main reason for the sharp interest rate hike, which was far 

larger than the recent pattern of gradual 25 basis point increases.  

 

 For some time the SARB has warned that it would stick to its core mandate of “price 

stability” so given the rapid deterioration in its consumer price inflation forecast since the 

last policy meeting in November the large rate hike should not come as a surprise. The 

SARB’s previous consumer price inflation forecasts for 2016 and 2017 of 6.0% and 5.8% have 

surged in the past two months to 6.8% and 7.0% respectively. These figures are well above 

the SARB’s 3-6% target range. 

 

 Why have the CPI forecasts increased so sharply? Drought induced food price inflation, the 

sharp increases in administered prices such as water and electricity tariffs, and persistently 

high wage agreements, have remained relatively constant since the last SARB policy 

meeting. The biggest scare for CPI forecasts is the rapid depreciation in the rand which just 

prior to last week’s monetary policy meeting had depreciated versus the dollar by a 

massive -16% in just two months.  

 

 The SARB believes that the large interest rate hike will limit the rand’s rate of depreciation 

by narrowing the interest rate differential between SA and the US. The initial reaction in 

foreign exchange markets was positive. The rand strengthened from R/$16.39 the day 

before the rate hike to R/$15.85 by the weekend two days later, a gain of almost 3.5%. 

However, part of the rand’s appreciation can no doubt also be attributed to increased 

global risk appetite when the next day the Bank of Japan’s announced a surprise interest 

rate cut and boosted its quantitative easing programme. Sadly the rand’s moment in the 

sun has been short-lived with the rate back at R/$16.07. 

 

 The irony is that contrary to the SARB’s best intentions the rate hike is bad news for the 

rand. Slower economic growth will affect company earnings growth in turn provoking 

greater net foreign selling of domestic equities.  

 

 Standard & Poor’s has cited weakness in GDP growth as their main concern due to the 

impact this would have on an already stretched Budget deficit. As the Treasury turns to the 

capital markets to plug the widening Budget deficit, SA’s debt to GDP ratio will rise. Far 

from rescuing the rand the latest interest rate hike raises the likelihood of SA losing its 



 

 

investment grade rating and with it the mandate for foreign institutional investors to invest 

in the country. 

 

 The SARB itself reduced its forecast for GDP growth for 2016 and 2017 from a previous 1.5% 

and 2.1 % respectively to just 0.7% and 1.6%. Higher interest rates will aggravate an already 

perilous situation by lifting the cost of investment and placing household disposable income 

under further pressure, increasing the probability of outright recession.  
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