
 

 

OVERBERG MARKET REPORT 

Tuesday 31st May 2016 

 

SOUTH AFRICA ECONOMIC REVIEW 

 The SA Reserve Bank leading economic indicator (LEI) surprisingly increased from 91.6 in 

February to 91.9 in March marking the first increase since October last year offering some 

hope that the economy is stabilizing. Four of the nine LEI components increased with the 

largest positive contributions an improvement in the US dollar based export commodity 

price index and an acceleration in money supply growth. The largest detractors were a 

decline in the number of residential building plans passed and a fall in job advertisement 

space. Although it may be too early to call the bottom in the economic cycle the gain in the 

leading economic indicator is supported by recent improvements in business and consumer 

confidence, growth in export volumes and stability in the rand.  

 

 Foreign investors registered net sales of SA equities and bonds in the past week of –R1.5 

billion and –R0.8 billion respectively. For the month of May to date foreign investors have 

sold a net –R14.9 billion of equities and –R13.7 billion of bonds, contributing to a steep drop 

in the rand over the month, from R/$14.61 to 15.71, from R/€16.30 to 17.46, and from 

R/£20.87 to 22.82. Foreign selling has gathered momentum due to increased domestic 

political uncertainty and rising global risk aversion, with the growing likelihood of a Fed 

rate hike on the 15th June. Foreign selling has been especially evident in the equity market, 

with total net sales of –R57.9 billion since the start of the year.  

 

 Growth in money supply (M3) fell from 10.3% year-on-year in March, a level it had 

maintained for three straight months, to 9.0% in April. On a month-on-month basis money 

supply grew by just 0.1%. Growth in private sector credit extension (PSCE) slowed sharply 

from 8.7% year-on-year in March to 7.1% in April well below the 8.9% consensus forecast, 

attributed to a sharp drop in household credit. Household credit contracted -2.2% month-

on-month and increased on a year-on-year basis by just 2.3%, a record low. Credit growth 

to companies fared better, rising 0.1% on the month and 12.1% on the year. Among the 

household credit categories, “all other loans and advances”, which includes unsecured 

loans, grew just 9.2% on the year its weakest growth since January 2011. Annual growth in 

mortgage advances slowed from 6.2% to 6.1%. The credit outlook is likely to remain weak 

amid poor economic prospects, and subdued business and consumer confidence, causing 

credit demand to drop and lending standards to tighten.  

 

 Producer price inflation (PPI) moderated slightly from 7.1% year-on-year in March to 7.0% in 

April in line with consensus forecast and well below the recent high of 8.1% in February. 



 

 

However, on a month-on-month basis PPI increased by 0.8%. The lagged effect of the 

weaker rand and the drought signal an upturn in PPI in the months ahead. Food price 

inflation, which makes-up more than a quarter of the PPI basket, accelerated from 10.5% in 

March to 10.9% in April. Among the food sub-categories, the prices of oils and fats 

increased just under 26% on the year, grain mill products by 21%, and starches and animal 

feeds by 14.9%. The SA Reserve Bank has to combat rising inflationary pressures in an 

environment of weakening economic growth. Although facing a difficult balancing act the 

SARB is likely to announce two further 25 basis point rate hikes, one each at the July and 

September policy meetings.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Trade balance: due Tuesday 31st May. Following the larger than expected R2.9 billion trade 

surplus in March the trade balance is likely to revert to a small deficit of –R0.2 billion in 

April, according to consensus forecast.  

 Barclays manufacturing purchasing managers’ index (PMI): Wednesday 1st June. Following 

its surprise spike upwards in April to 54.9 the manufacturing PMI is likely to fall back 

slightly in May although still remain above the key 50-level which separates expansion from 

contraction. 

 Vehicle sales: dues Wednesday 1st June. Markets will be watching closely for any 

improvement in vehicle sales in May following the steep -9.20% year-on-year decline in 

April. 

 Standard Bank composite purchasing managers’ index (PMI): Due Friday 3rd June. The 

composite PMI, measuring conditions across both manufacturing and services sectors, 

registered just 47.9 in April well below the Barclays manufacturing PMI at 54.9. As a 

forward-looking leading indicator the composite PMI will be closely watched for guidance 

over the broader economy’s performance over the next three-to-six months.  

 Standard & Poor’s (S&P) credit rating review: Due Friday 3rd June. S&P put SA’s sovereign 

foreign-currency credit rating on negative outlook at its last review in December, 

suggesting the next rating change will be a downgrade. If S&P downgrades, SA will lose its 

foreign-currency investment grade rating. The rand would weaken, bond yields would rise 

and SA’s debt servicing costs would increase. (See Bottom Line for more detailed analysis).   

 

NORTH AMERICA 



 

 

 Durable goods orders jumped higher in April by 3.4% month-on-month, up from 1.9% in 

March. However, the increase is attributed to a 64.9% increase in commercial aircraft 

orders which are notoriously volatile. Excluding transportation, durable goods orders rose a 

more modest 0.4% on the month. Non-defence capital goods orders excluding aircraft (core 

orders), viewed as a barometer of business investment, fell by -0.8% month-on-month and 

by -8.7% year-on-year. The sharp decline in core durable goods orders signals weak business 

confidence and a continuing decline in capital investment.  

 Pending home sales surged in April by 5.1% month-on-month well above the 0.8% consensus 

forecast, marking the largest monthly gain since 2010. The National Association of Realtors 

pending home sales index increased to 116.3 the highest level since February 2006. The 

increase is attributed to especially strong growth in the South and West of the country with 

respective gains of 6.8% and 11.4% on the month. Pending home sales are a forward-looking 

indicator of housing activity with a time lag of around two months between pending and 

existing sales. The data points to continued improvement in US housing activity during the 

second quarter.  

 Initial jobless claims fell in the week ended 21st May by 10,000 to 268,000 below the 

275,000 consensus forecast. Jobless claims have been volatile over the past month, hitting 

a four-decade low in mid-April before rebounding in early May. Jobless claims have dropped 

again for a second straight week, raising hopes that May’s non-farm payroll numbers due 

out on Friday will show an improvement on April’s 160,000 reading. April marked the 

smallest payroll increase since September falling well short of the 192,000 monthly average 

since the start of the year. An improved payroll report will boost the likelihood of a June 

Fed rate hike.  

 

JAPAN 

 Japan’s core consumer price inflation (CPI), excluding perishables, fell in April by -0.3% 

year-on-year, which although less than the -0.4% consensus forecast marks the second 

straight negative reading. The negative inflation readings signal a growing likelihood of 

increased monetary stimulus from the Bank of Japan (BOJ). The current inflation rate is a 

long way from the BOJ’s 2% target. According to Takashi Shiono, an economist at Credit 

Suisse in Tokyo: “If you look at economic and price fundamentals, the BOJ has to ease 

further soon.”  

 

 The Reuters Tankan survey signaled falling business confidence in both manufacturing and 

non-manufacturing sectors in May. The Tankan manufacturing index fell from +10 in April to 

+2 in May the lowest level since April 2013 attributed to the effect of yen appreciation and 



 

 

the Kumamoto earthquakes which began on 14th April. The non-manufacturing index fell 

from +23 to +19 with the retail sub-index dropping for a second straight month. The Tankan 

forward-looking manufacturing outlook index showed some improvement from +2 to +5. 

However, the overall data points to extremely sluggish economic activity, raising the 

likelihood of additional monetary stimulus.    

 

 

EUROPE 

 Germany’s GDP grew in the first quarter (Q1) by an impressive 0.7% quarter-on-quarter 

more than double the 0.3% rate in Q4 last year. Investment spending was particularly strong 

rising 1.8% on the quarter, with evidence of support from the ECB’s ultra-accommodative 

monetary policy. Consumer spending also grew by a reasonable 0.4% on the quarter, with 

disposable income boosted by low oil prices and generally subdued inflation. Although the 

fast pace of GDP growth in Q1 may not be maintained for the whole year, the data should 

prompt economists to raise their 2016 GDP forecasts to around 1.5-2.0%.  

 

 The German Ifo Business Climate Indicator (BCI) increased from 106.6 in April to 107.7 in 

May well ahead of the 106.8 consensus forecast, showing a steady improvement from 105.7 

in February and 107.7 in February. The improvement was broad-based: Robust increases 

were recorded across all sub-categories including trade, manufacturing, construction, 

wholesale and retail. The Ifo forward-looking business expectations index also increased 

from 100.5 to 101.6 indicating that the upward momentum is likely to be sustained over the 

second quarter (Q2). Although GDP growth may slow from the elevated 0.7% quarter-on-

quarter pace set in Q1, the Ifo data is consistent with sustainable annualised growth of 

around 1.5-2.0%.  

 

 Spain’s GDP grew in the first quarter (Q1) by a healthy 0.8% quarter-on-quarter attributed 

to strong domestic demand. Consumer spending grew 0.9% on the quarter helped by 

improving employment growth, while public consumption grew by a surprisingly strong 0.8% 

on the quarter. However, investment growth was disappointing, slowing from 1.1% in Q4 

last year to 0.4% due to uncertainty ahead of elections on 26th June. Political uncertainty 

may spillover to the labour market and prompt a similar retreat in consumer expenditure 

during the second quarter.  

 

 

UNITED KINGDOM 



 

 

 According to second estimate revisions first quarter (Q1) GDP grew 0.4%, down from 0.6% in 

Q4 last year. GDP growth was almost exclusively reliant on consumer spending, which 

increased 0.7% on the quarter, up from 0.4% in Q4. By contrast, weak trade figures 

subtracted -0.4 percentage points from GDP up from -0.3 in Q4. Business investment 

declined -0.5% on the quarter, attributed to Brexit fears. Although GDP growth is likely to 

sag further in Q2 to around 0.3%, there should be a rebound in the second half of the year 

following the EU referendum. Business confidence should recover with opinion polls and 

bookmakers increasingly pointing to the UK voting to remain within the EU. The trade 

balance should also improve in lagged response to the weaker pound.  

 

 Public sector net borrowing unexpectedly increased from £6.7 billion in March to £7.2 

billion in April, substantially above the £6.4 billion consensus forecast. The borrowing 

figures deteriorated in spite of a 47% year-on-year surge in stamp duty receipts in April 

ahead of the duty increase on second homes. Meanwhile the full-year public sector net 

borrowing estimate for 2015/2016 was revised upwards from £74 billion to £76 billion. 

Unless the expected vote to keep the UK in the EU leads to a marked improvement in GDP 

growth and tax receipts, the government will struggle to meet its much reduced £55.5 

billion borrowing target for the current financial year.  

 

FAR EAST AND EMERGING MARKETS 

 Singapore recorded surprisingly strong industrial production growth in April, of 2.9% year-

on-year and 4.8% month-on-month well ahead of the respective -0.2% and 1.6% consensus 

forecasts. The industrial production rebound is attributed to rising semiconductor, 

biomedical and pharmaceutical output, which increased year-on-year by 24.2%, 14.9% and 

17.7% respectively. Although Singapore is enjoying a mini-boom in industrial production it is 

doubtful the pace of growth will be sustained in the second half of the year, with China’s 

recovery still in question and likely to affect external regional demand.  

 

 After showing positive growth earlier in the year Thailand’s exports fell sharply in April, by 

-8.0% year-on-year far worse than the -1.5% consensus forecast. The commerce ministry 

blamed the poor export performance on global economic uncertainty and falling commodity 

and oil prices. Exports contribute around two-thirds of Thailand’s economic output. 

Shipments to all major export markets suffered a broad-based decline, with year-on-year 

falls of -10.3% to Japan, -5.9% to China and -6.7% to the US. Shipments to Europe were 

comparatively resilient falling by just -1.1%.  

 

 The Central Bank of Nigeria unexpectedly kept its benchmark interest rate unchanged at 

12.0% in spite of sharply rising inflation in recent months. Nigeria’s economy is suffering 

textbook stagflation conditions, while inflation is spiking higher the economy is contracting, 



 

 

registering negative GDP growth in the first quarter. Meanwhile the naira has been pegged 

at 198 per US dollar since March 2015 offering no respite for the country’s terms of trade 

via currency depreciation. Encouragingly, President Buhari has given the central bank the 

go-ahead to introduce flexibility to the naira exchange rate, which should boost Nigeria’s 

export competitiveness and help stabilize the economy.  

 

 The African Development Bank’s (ADB) 2016 African Economic Outlook report forecasts 

economic growth on the continent of 3.7% in 2016 rising to 4.5% in 2017, commenting that 

African economies remained remarkably resilient despite the global economic slowdown. 

The ADB report states that Africa’s urban population doubled between 1995 and 2015 and 

that by 2050 two-thirds of Africans will live in cities. However, the report cautioned over 

the lack of urban planning and stressed that bold policy reforms and planning efforts are 

vital to reaping the full benefits of urbanization. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.46 

JSE Fini 15  + 0.78 

JSE Indi 25  + 3.59 

JSE Resi 20  + 26.73 

R/$   - 2.20 

R/€   - 4.61 

R/£   - 2.47 

S&P 500  + 2.70 

Nikkei   - 10.33 

Hang Seng  - 5.86 

FTSE 100  + 0.46 

DAX   - 3.81 

CAC 40   - 2.32 

MSCI Emerging  + 1.70 



 

 

MSCI World  + 0.84 

Gold   + 14.00 

Platinum  + 8.75 

Brent Crude  + 34.82 

 

TECHNICAL ANALYSIS 

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

depreciation.  

 

 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 1.8% and 2.0%. 

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 trendline 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.  

 

 Despite the recent 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 broken its recent downtrend by rising decisively above the $1100 resistance level. 

An extended break above $1250 is needed to confirm the end of gold’s bear market.  

 

 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 50,700 in turn 

opening a downside target of 45,000 and an ultimate target of 43,000.  

 

BOTTOM LINE 

 The day that we have all been dreading is finally upon us. Standard & Poor’s (S&P) credit 

rating agency will deliver its review of SA’s sovereign credit rating on Friday 3rd June. Both 

local and foreign currency credit ratings are on negative outlook. However, while the 

foreign-currency rating is at BBB- just one notch away from “junk status” the local-

currency rating is two levels higher at BBB+ and three notches away from junk status. 

 

 S&P’s concerns center around SA’s weak GDP growth, potential deterioration of its public 

finances, and exposure to the weak balance sheets of state-owned enterprises (SOEs). At its 

last review S&P forecast SA GDP growth of 0.8% in 2016 while the SA Reserve Bank last 

week reduced its forecast to 0.6%, and many economists have even lower forecasts. The 

GDP outlook has deteriorated since S&P’s December review. Moreover, the political crisis 

has intensified. 

 

 However, in the face of growing political uncertainty SA has displayed the strength of its 

institutions in particular the judiciary, the Reserve Bank and the Treasury. This fact was 

cited in the recent review by Moody’s rating agency, which kept SA’s foreign-currency 

rating unchanged and a notch above S&P.  

 



 

 

 The foreign-currency rating was given a negative outlook in December last year so if a 

rating downgrade occurs on Friday the time between outlook change and downgrade would 

be six months. While it is not impossible for a rating downgrade to follow-on so soon after a 

negative outlook the delay is normally longer, usually around 18 months. It is reasonable to 

expect that S&P will allow SA more time to address the rating agency’s concerns. 

 

 The 2016/2017 State Budget tabled in February promised reform of SOEs. It is likely that 

S&P will give the Treasury until the Medium-Term Budget Policy Statement in October to 

report on progress made. S&P may also want to wait until after the local elections in August 

for any sign of change, before committing itself to a downgrade. 

 

 The credit default swap spread, which measures the cost of insuring against default on SA’s 

foreign-currency bonds, is higher than other countries which already have a junk rating, 

including Russia, Turkey, Indonesia and Hungary. The credit default swap market has 

discounted a credit rating downgrade. Therefore, in the event of there being no downgrade 

on Friday which seems to be a reasonable expectation, SA bonds and the rand may rally 

over the short-term.  

 

 S&P is likely to leave the foreign-currency rating unchanged but with a negative outlook for 

a potential downgrade in December. The local-currency rating is likely to be downgraded 

from BBB+ to BBB but will still be one notch above the foreign-currency rating at BBB- and 

therefore still safely in investment grade territory.   
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