
 

 

OVERBERG MARKET REPORT 

Tuesday 4th September 2018 

 

IN THIS WEEK’S BOTTOM LINE 

 South Africa has its own unique domestic concerns, most notably policy and political 

uncertainty ahead of the general elections in early 2019 and uncertainty over land 

expropriation without compensation. Despite unique domestic concerns, South Africa, as 

the emerging market with the deepest and most liquid capital markets, will benefit 

disproportionately from the expected recovery in sentiment towards emerging market 

equities.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Total new vehicle sales unexpectedly declined in August by 2.5% year-on-year, reversing 

the 2.6% growth in July. The outcome was worse than the 1.7% consensus forecast increase. 

New passenger vehicle sales contracted 2.2% in contrast to their 4.3% increase in July while 

light commercial vehicles fell 5.8% after declining 2.3% in July. More encouragingly, sales of 

medium, heavy and extra heavy commercial vehicles increased by 9.3%, 16.0% and 23.6%, 

respectively. New vehicle exports also provided positive reading, with growth of 7.7% 

compared with a contraction of 19.1% in July. The National Association of Automobile 

Manufacturers of South Africa (NAAMSA) reported strong export order books, which suggests 

the pace of new vehicle export growth should continue to improve over the remainder of 

the year. Improving new vehicle exports bode well for the country’s trade balance and a 

narrowing of the current account deficit.  

 

 The trade balance unexpectedly recorded a deficit in July of R4.7 billion contrasting the 

consensus forecast surplus of R5.0 billion and the substantial June surplus of R11.9 billion. 

This marks the first monthly trade deficit since February. On a month-on-month basis, 

imports increased by 13.8% with imports of mineral products, comprising mainly oil, rising 

22.6% on the month. Exports decreased 2.7% on the month although on a year-on-year basis 

grew by 15.0% up from 7.9% in June. The cumulative trade deficit for the year-to-date was 

R6.5 billion compared with a surplus of R33.2 billion in the same period last year. The 

weaker rand will boost South Africa’s export competitiveness while weak domestic demand 

should hold back import demand, contributing to an expected overall trade surplus in 2018. 

The current account deficit is likely to improve in the second half of the year, narrowing to 

around 3.5% of GDP in 2018 compared with 4.8% in the first quarter.  

 

 The BER manufacturing purchasing managers’ index (PMI) unexpectedly slumped in August 

from 51.5 to 43.4 its lowest since August 2017 and well below the key 50-level which 

demarcates expansion from contraction. The sharp decline dents previous forecasts of a 



 

 

strong rebound in manufacturing in the second half of the year. According to the 

accompanying BER statement: “The significant declines in August are surprising as it is hard 

to imagine that the underlying economic conditions deteriorated as rapidly as reflected by 

the main PMI subcomponents. Strictly speaking, the PMI is not a sentiment indicator as it 

gauges activity levels, but the responses of purchasing managers may have been influenced 

by the further ratcheting up of the land debate during the past month.” Among the PMI 

sub-indices, only the prices component provided encouraging reading, falling from 83.6 to 

79.2, which indicates a weaker than expected inflationary impulse from the depreciating 

rand. However, the business activity index and the forward-looking new orders index fell 

sharply from 50.3 to 37.2 and from 52.8 to 39.9, respectively. The future conditions index, 

measuring expected business conditions in six months’ time, fell further into contractionary 

territory from 48.7 to 44.6.  

 

 Producer price inflation (PPI) nudged higher in July from 5.9% year-on-year to 6.1% slightly 

above the consensus forecast of 6.0%. A sharply higher oil price was the main culprit, 

exacerbated by the weaker rand. Coal and petroleum products inflation surged from 19.4% 

to 29.2%. Excluding petroleum products, PPI slowed from 4.0% to 3.1% on the year. 

Producer inflation for food, beverages and tobacco inflation softened from 1.7% to 1.1% on 

the year although for utilities accelerated from 3.5% to 7.8%. Although PPI may suffer 

further upward pressure over the short-term, the rand is expected to strengthen from 

current levels over coming months which combined with forecasts for a slight decline in the 

oil price, bodes well for PPI on a six-month view.  

 

 Growth in private sector credit extension (PSCE) unexpectedly slowed in July from 5.7% 

year-on-year to 5.4% below the consensus forecast of 5.9%. On a month-on-month basis, 

PSCE contracted by 0.1%. Household credit increased 0.5% on the month, lifting year-on-

year growth from 4.5% to 4.8% while corporate credit fell 0.6% on the month reducing its 

growth on the year from 5.3% to 5.1%. With household disposable income under pressure 

from a weak labour market, rising fuel prices and higher taxes, any recovery in household 

credit growth is likely to be gradual. Corporate credit growth should receive a boost from 

upcoming renewable energy deals although a more sustainable recovery will probably only 

occur after the 2019 general election with greater policy certainty over mining legislation 

and land expropriation.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank Quarterly Bulletin: Due Tuesday 4th September. Helped by a weaker rand, 

weak domestic demand and an improvement in South Africa’s terms of trade, the current 

account deficit is expected to have narrowed slightly to around 4.0% of GDP in the second 

quarter (Q2) from 4.8% in Q1. A narrowing in the current account deficit should shore-up 

support for the beleaguered rand.  

 



 

 

GLOBAL 

 US plans to double its spending on development and infrastructure projects around the 

world are gathering momentum. The bill to boost spending and streamline its various 

agencies into a single agency, called the US International Development Finance Corp, has 

been passed by the House of Representatives and awaits Senate approval. The move to 

increase international development spending has been endorsed by the National Security 

Council and the Office of Management and Budget. The annual budget would rise from $30 

billion to $60 billion, motivated by a desire to keep up with China’s expanding global 

infrastructure and development spending. The initiative bodes well for an increase in 

potential US government-led infrastructure spending in Africa.  

 

NORTH AMERICA 

 The S&P 500 equity index has chalked up successive new record highs over the past 

fortnight prompting commentary on the sustainability of the bull market, now the longest 

in history. While the percentage of individual stocks making new highs has diminished with 

large technology-driven stocks such as Apple and Amazon doing most of the heavy lifting, 

other market breadth indicators remain constructive. The advance/decline ratio, a key 

indicator of market breadth which measures the number of stock rising versus the number 

falling, remains in firm positive territory and has accompanied the record breaking S&P 500 

index with a record of its own. Far from displaying a red flag for the S&P 500, typified by a 

negative advance/decline ratio, the bullish market breadth reading suggests recent equity 

gains are sustainable.  

 

 The Commerce Department reported countrywide after-tax profits increased in the second 

quarter (Q2) by 16.1% year-on-year its fastest pace since 2012. Earnings per share of 

companies comprising the S&P 500 index grew in Q2 by an even more impressive 24.8% on 

the year, with an added boost from share buybacks. Aggregate revenue of companies in the 

S&P 500 index increased in Q2 by a substantial 9.5% on the year indicating that the surge in 

earnings is attributed to strong GDP growth as well as the extraordinary corporate tax cut 

for 35% to 21%. Concerns remain however, that momentum from the tax stimulus and 

economic growth could slow in 2019 especially amid an escalating global trade war.  

 

 Second quarter (Q2) GDP growth was revised upwards from the initial estimate of 4.0% 

quarter-on-quarter annualised to 4.2% its fastest pace since Q3 2014. The revised estimate 

reflects stronger fixed investment spending, revised higher from 7.3% to 8.5%, and slightly 

weaker consumer spending than originally forecast, revised lower from 4.0% to 3.8%. 

Consumer spending contributed 2.55 percentage points to the GDP growth rate and fixed 

investment 1.07 percentage points. Net exports were also revised higher, contributing 1.17 

percentage points to GDP growth up from the earlier estimate of 1.06 points. The overall 

GDP data confirms that the US economy is enjoying a broad-based expansion, which will 

likely spill over into the second half of the year.  

 



 

 

 The Conference Board consumer confidence index surged in August from 127.9 to 133.4 its 

highest since October 2000 suggesting strong consumer spending will continue to buoy GDP 

growth in the third quarter. According to Lynn Franco, director of economic indicators at 

the Conference Board: “Overall, these historically high confidence levels should continue to 

support healthy consumer spending in the near term.” The present situation index gained 

from 166.1 to 172.2. The forward-looking expectations index also gained from 102.4 to 

107.6 but by a lesser amount and remains below its February level of 109.2. The divergence 

between the two readings tends to widen to extreme levels ahead of economic downturns. 

The gap is currently at its widest since 2001. The buoyancy in the current headline 

consumer confidence reading appears to show little concern for the escalating trade war or 

rising inflation, which may act as headwinds in coming months.  

 

CHINA 

 Both official purchasing managers’ indices (PMIs) gained in August, the manufacturing PMI 

rising from 51.2 to 51.3 and the services PMI from 54.0 to 54.2. However, the breakdown of 

the surveys indicates a further weakening in demand and a potential slowing in economic 

activity in the months ahead. The forward-looking new orders sub-indices declined in both 

cases, in the manufacturing PMI to its lowest in six months. The Caixin manufacturing PMI, 

which focuses on smaller companies and tends to be a better predictor of cyclical turning 

points, fell from 50.8 to 50.6 its lowest since June 2017. Surprisingly, the Caixin new export 

orders sub-index posted an increase which suggests most of the slowdown can be attributed 

to weakening domestic demand rather than export demand, despite the escalating trade 

war with the US. Overall, the data suggests China’s economic activity will remain under 

pressure. Weak domestic demand appears to be the main culprit amid a continued 

deceleration in credit growth. The People’s Bank of China policy shift towards monetary 

easing will have a typical lagged effect with benefits only likely to appear in early 2019.  

 

JAPAN 

 Tokyo consumer price inflation (CPI), which provides a barometer for countrywide inflation, 

accelerated in August from 0.9% year-on-year to 1.2%. While attributed to a surge in fresh 

food prices and high energy inflation, Tokyo’s core CPI, which excludes food and energy 

prices, also edged higher from 0.5% to 0.6% its strongest since 2016. Various components 

indicate a gradual strengthening in underlying inflation. Both service and rent inflation 

increased to their strongest in ten years. Unemployment, which has reduced since the start 

of the year from 2.8% to 2.5%, combined with a tight job-to-applicant ratio has boosted 

annual wage growth to around 1%, which may have a sustainable upward effect on 

inflation. The government is adamant that higher wages are the key to bringing an end to 

Japan’s decades-long battle with deflation.  

 

 The initial second quarter (Q2) estimate of capital spending growth was revised sharply 

higher. Capital spending growth surged from 3.4% year-on-year in Q1 to 12.8% in Q2, its 



 

 

fastest pace since 2007. The upward revision suggests the initial Q2 GDP growth estimate 

will also be revised sharply higher from 0.5% quarter-on-quarter to around 0.8%. Meanwhile, 

data shows firms’ profit margins continued to improve. In the manufacturing sector, the 

net profit margin increased to a new record high and in the services sector came within a 

whisker of its previous record set in 2016. Firms’ aggregate net profits increased in Q2 by a 

solid 15.8% year-on-year.  

 

EUROPE 

 The European Commission (EC) Business and Consumer Confidence Survey, which has 

declined every month since the start of the year fell again in August from 112.2 to 111.6. 

Among the survey categories, consumer confidence took the biggest knock, falling from -0.5 

to -1.9. Surprisingly, the only bright spot was a lift in retail confidence although from a 

depressed level, from +0.3 to +1.7. Industrial confidence fell from +5.8 to +5.5. Services 

confidence also fell although from a higher level, declining from +15.3 to +14.7. Of the 

region’s three largest economies, France suffered the worst decline from 109.5 to 108.2 

while Germany remained essentially flat, dipping slightly from 112.8 to 112.7 which 

suggests it should maintain its robust second quarter (Q2) growth rate of 0.5% quarter-on-

quarter in Q3. Overall, while the headline EC economic sentiment index has maintained its 

downtrend, it remains at a high level consistent with solid annual GDP growth of around 2%.  

 

 After falling steadily for most of the year, the GfK German consumer confidence index 

climbed in August from 15.7 to 22.2 boosting third quarter (Q3) economic growth 

expectations. The GfK report stated that: “Despite a trade conflict with the USA as well as 

increasing energy prices, the German consumer is once again showing greater economic 

optimism. They believe in the German economy’s solid growth trend.” However, 

households lowered their income expectations perhaps due to rising inflation. The GfK 

report cautioned that: “A further increase in inflation would certainly dampen the 

consumer climate.”  

 

 Fitch credit rating agency affirmed Italy’s credit rating at BBB, two notches above non-

investment grade, although cut its outlook from “negative” to “stable” indicating the 

potential for a rating downgrade. Fitch cited the country’s high debt making it vulnerable 

to potential shocks and reducing its scope for counter-cyclical fiscal policy. It also cited the 

ideological differences in the government’s coalition partners placing the country under a 

“relatively high degree of political uncertainty.” The upcoming budget which may include a 

flat tax rate and generous pension reforms may increase public spending by as much as 7% 

of GDP, exacerbating the country’s high debt levels. The yield gap between German and 

Italian 10-year government bonds, which measures Italy’s sovereign risk premium, 

exceeded the 3% level in August its highest since 2014. Besides domestic political 

uncertainty Italy’s banks are among the most exposed to Turkish debt.  

 



 

 

UNITED KINGDOM 

 The Markit manufacturing purchasing managers’ index (PMI) fell sharply in August from 53.8 

to 52.8, which although still above the expansionary 50-level is its lowest since July 2016 

immediately following the Brexit vote. Among the sub-indices, the output index fell only 

slightly from 53.8 to 53.7. However, the forward-looking export orders index slumped from 

53.0 to 47.4 its lowest since October 2014, reflecting a moderation in global demand and 

the rising possibility of there being no Brexit deal ahead of the March 2019 deadline. The 

output and input prices indices remained elevated at 57.3 and 65.7 which suggests the 

expected moderation in inflationary pressure will be gradual and hindered by the pound’s 

current weakness.  

 

FAR EAST AND EMERGING MARKETS 

 Following recent volatility, emerging market bond yields are back to levels last seen in 2006 

prior to the 2008/09 global financial crisis whereas developed market bonds are 

substantially below their earlier levels. German and US 5-year government bond yields, 

currently at -0.23% and 2.75% respectively, were at 3.9% and 4.6% in 2006. The discrepancy 

suggests considerable relative value in emerging market bonds. After excluding Turkey and 

Argentina from the calculation, emerging market bonds are yielding over 3% in real inflation 

adjusted terms, offering considerable value. The ratio of emerging market currency 

volatility to developed market currency volatility is at its highest since 2008, which may 

indicate the bottom in emerging market currency depreciation.  

 

 In an unscheduled meeting Argentina’s central bank lifted its benchmark interest rate from 

45% to 60% a day after President Macri asked the IMF to fast-track disbursements from its 

$50 billion bailout programme. The news did little to shore-up the peso, which has dropped 

in value by half against the US dollar since the start of the year. The IMF, which disbursed 

$15 billion of its bailout programme in June, requires Argentina to take tough austerity 

measures amid growing social unrest while the country is mired in recession. The economy 

contracted in June by 6.7 year-on-year while inflation in July registered a massive 31%. 

According to Capital Economics Latin American economist Edward Glossop: “Our sense is 

that maintaining investor confidence for a sustained period will require more input from 

the government, particularly details on how it plans to meet the IMF’s fiscal targets.”  

 

 India’s GDP growth beat even the most optimistic forecasts in the second quarter (Q2) 

accelerating to 8.2% year-on-year from 7.7% in Q1. Export growth increased from 3.6% in Q1 

to 12.7%, private consumption growth from 6.7% to 8.6% and while investment growth 

declined from 14.4% to 10.0% it remained at high levels. Government consumption growth 

slowed from 16.8% to 7.6% but is expected to revert to its previous growth path ahead of 

next year’s general election. Growth should remain strong in the coming quarters helped by 

expected fiscal stimulus and pre-emptive monetary policy. The rupee has lost over 10% 

versus the US dollar since the start of the year but government appears to be supporting 

the currency’s decline in the interests of improved export competitiveness.  



 

 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 1.33 

JSE Fini 15  - 3.74 

JSE Indi 25  - 5.70 

JSE Resi 20  + 21.61 

R/$   - 16.68 

R/€   - 13.93 

R/£   - 12.49 

S&P 500  + 8.52 

Nikkei  - 0.19 

Hang Seng  - 7.38 

FTSE 100  - 2.38 

DAX   - 4.42 

CAC 40  + 1.91 

MSCI Emerging - 9.61 

MSCI World  + 3.33 

Gold   - 7.27 

Platinum  - 15.15 

Brent oil  + 17.51 

 

TECHNICAL ANALYSIS 

 The rand has retraced 50% of its 2016-2017 appreciation against the US dollar, indicating 

that the spike in the rand/dollar rate to R/$15.07 in mid-August may mark the peak in the 

currency’s recent decline.   



 

 

 

 The rally in the US dollar index has reached its medium-term goal suggesting a correction 

from current levels. The dollar remains below a major 30-year resistance line suggesting 

the bull run in the dollar may be over.  

 

 The British pound has broken back below key resistance at £/$1.35 suggesting a trading 

range of £/$1.30-1.35. The £/$1.28 level is expected to provide strong resistance.  

 

 The JPMorgan global bond index is testing the support line from the bull market stemming 

back to 1989, which if broken will project further sharp increases in bond yields. 

 

 The US 10-year Treasury yield is struggling to break decisively above key resistance at 3.0%. 

However, a break above this level is expected and would open the next target of 3.6%.  

 

 The benchmark R186 2025 SA Gilt yield has retraced earlier weakness and fallen back below 

the key 9.0% level. A trading range of 8.4-9.0% is expected over the foreseeable future.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent oil price has struggled to break above key resistance at $75 per barrel, indicating 

a likely trading range of $65-75 per barrel. The outlook for base metals prices is less certain 

after the copper price retreated sharply from the key $7000 per ton level. A decisive break 

below $6000 per ton would herald a bear market in copper and base metals’ prices.  

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates a price 

recovery and a test of the $1400 target level.  

 

 Despite the consolidation since the start of the year the break in the JSE All Share index 

above key resistance levels at 56,000 and 60,000 in December signals the early stages of a 

new bull market. 

 

BOTTOM LINE 

 Emerging market currencies have suffered a vicious sell-off since the beginning of August, 

buffeted by contagion from the Turkish lira and Argentinian peso. During August the two 

currencies fell against the US dollar by 23.4% and 28.8%, respectively. Besides the lira and 

peso, the rand fell in August by the most of all emerging market currencies, with a decline 

of almost 13%. The JP Morgan emerging market basket of currencies fell 6%. As the world’s 



 

 

most liquid, easily traded emerging market currency, the rand always suffers the brunt of 

emerging market risk aversion. The rand, widely used as a hedging currency, is especially 

vulnerable to any shift in emerging market sentiment. 

 

 Due to the liquidity of its capital markets, South Africa suffered the worst foreign 

investment outflows of any emerging market during August. Foreign bond investment 

outflows from South Africa measured $1 billion, following a small inflow in July and a 

record $2.5 billion outflow in June. In the year-to-date combined outflows from both bond 

and equity markets have reached a staggering R53 billion, the largest outflow for the period 

since 2008. 

 

 Currency contagion and heavy foreign investment outflows have compounded the 

underperformance of emerging market equities. Emerging markets have been laggards over 

the past five years. The latest bout of uncertainty has brought overall emerging market 

equity valuations to extremely undemanding valuations. They trade on an estimated 11.5x 

forward price-earnings multiple, a 30% discount to developed equity markets. 

 

 Emerging market equities tend to have a strong inverse correlation with the US dollar. The 

dollar is likely to weaken once the Federal Reserve approaches the end of its interest rate 

tightening cycle. This may occur sooner than currently expected. The fed funds rate, 

currently at 1.75-2.0% is rapidly approaching the so-called neutral rate, which is neither 

accommodative nor restrictive. As the fiscal boost fades and monetary tightening starts to 

bite, as already noticeable in the housing market, US economic growth is expected to slow 

quite dramatically from mid-2019 onwards. Fed funds futures have started pricing-in a rate 

cut in 2020, in contrast to earlier in May when futures were still predicting a further rate 

hike.  

 

 A concern for emerging market equities is the effect an unwinding in quantitative easing 

may have on global liquidity. While central bank balance sheets may gradually contract, the 

health of actual credit supply and credit demand is steadily improving. Since the Global 

Financial Crisis in 2008/09 the world’s major central banks have increased their balance 

sheets by around $10.5 trillion, lifting the ratio of their total assets to GDP from 12% to 

almost 40%. However, the unwinding of these balance sheets is likely to be extremely 

gradual. At the same time, global credit extension is accelerating, boosted by the 

combination of rising credit demand and loosening lending standards.  

 

 The escalating global trade war is affecting emerging market sentiment. However, the 

tariffs levelled so far between the US and China have had a negligible impact on growth in 

either country. Even in a worst-case scenario, the effect will be modest. If the US levies 

25% tariffs on all its imports from China and China retaliates proportionately, this will only 

affect around 3% of world trade with only a moderate impact on growth of either country. 

Moreover, this worst-case scenario is unlikely to unfold. President Trump is liable to tone 

down his protectionist zeal after the US midterm elections on 6th November.  

 



 

 

 South Africa has its own unique domestic concerns, most notably policy and political 

uncertainty ahead of the general elections in early 2019 and uncertainty over land 

expropriation without compensation. Despite unique domestic concerns, South Africa, as 

the emerging market with the deepest and most liquid capital markets, will benefit 

disproportionately from the expected recovery in sentiment towards emerging market 

equities.  

 

 

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. 


