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IN THIS WEEK’S BOTTOM LINE 

 Besides being able to mitigate systemic market risk, active portfolios have numerous 

benefits. Actively managed portfolios have the potential to achieve returns above that of 

the market whereas a passive fund will only ever achieve the market’s returns, never more.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The Absa manufacturing purchasing managers’ index (PMI) increased sharply from 44.9 in 

December to 49.9 in January, within a whisker of the key 50-level which demarcates 

expansion from contraction. Among the PMI sub-indices, the forward-looking future 

business conditions index surged higher from 61.9 to 72.8 its highest since the first quarter 

2010. Strengthening confidence in the longer-term outlook should translate into higher 

business investment spending. The business activity index increased from 42.7 to 52.0 amid 

strengthening demand. At the same time, the prices index eased from 75.3 to 70.4 helped 

by the disinflationary impact of a strengthening rand. The manufacturing PMI is expected to 

regain the critical 50-level over coming months in response to buoyant export demand and 

gradually improving domestic consumer and business confidence.   

 

 The Standard Bank composite purchasing managers’ index (PMI) measuring conditions across 

all sectors of the economy, edged higher from 48.4 in December to 49.0 in January, 

although remained below the key 50-level which signals contraction. Despite the 

improvement the PMI remains below its year-ago level of 51.3. Surprisingly, the forward-

looking new orders sub-index slipped from 48.2 to 47.9 and the new export orders sub-

index remained unchanged at 46.7. The output sub-index increased from 46.5 to 47.4 albeit 

still in contractionary territory. While disappointing, given the strong gain in the ABSA 

manufacturing PMI, the Standard Bank composite PMI is expected to break above the 

expansionary 50-level over coming months amid improving political and policy certainty and 

growing economic optimism.  

 

 In the absence of third quarter (Q3) data the FNB/BER consumer confidence index 

increased slightly in the fourth quarter (Q4) to -9 from -8 in Q2 but remained in negative 

contractionary territory. The consumer confidence index, while measured prior to the ANC 

elective conference in December, has been negative since 2012, its longest losing streak 

since the data series began in 1982. The consumers’ outlook on the appropriateness of the 

present time to buy durable goods fell from -12 to -24 its lowest since 2000. The BER noted 



 

 

that: “Low-income households in particular experienced great financial strain towards the 

end of 2017, on the back of very high food price increases registered in 2016 and 2017, 

record high unemployment rates and soaring fuel prices during the second half of 2017.” 

Fortunately, the outlook has strengthened considerably since the ANC elective conference, 

with resulting rand appreciation and prospects for lower inflation and lower interest rates 

expected to provide relief to consumers.  

 

 The trade surplus increased from R13.05 billion in November to R15.72 billion in December 

marking the 11th straight monthly surplus. The trade balance tends to spike in December 

due to the traditional slowdown in imports at that time of year. In December exports 

declined 10.2% year-on-year but imports fell by an even greater 14.1%. In 2017, the trade 

surplus registered R80.55 billion its highest since 2010 and well above the 2016 surplus of 

R1.1 billion. The trade surplus bodes well for the current account deficit and the rand. 

However, the trade surplus is likely to shrink in 2018 amid rising imports as domestic 

business and consumer confidence return following an expected improved in government 

economic policy.  

 

 New vehicle sales unexpectedly fell in January by 8.9% year -on-year. Passenger vehicle 

sales were the main culprit, falling by 11.6% on the year despite the rental industry’s 

robust contribution of 23.1% of purchases. More encouraging, vehicle exports increased by 

22.0% on the year boosted by a 71.7% jump in the number of passenger vehicle exports. 

Despite the slow start to the year, new vehicle sales are expected to show gains in 2018 

helped by continued strong export demand and a recovery in domestic consumer and 

business confidence. Attractive pricing should provide an added boost. Vehicle price 

inflation is currently at a subdued 2.5% year-on-year. The National Association of 

Automobile Manufacturers (NAAMSA) forecasts total new vehicle sales will grow in 2018 by 

around 11%, which would mark the fastest annual growth since 2012.  

 

 Growth in private sector credit extension (PSCE) unexpectedly increased from 6.5% year-on-

year in November to 6.7% in December well above the 6.1% consensus forecast. However, 

the acceleration was due entirely to the highly volatile investment and bills category, 

which grew 15.2% on the month and 27.6% on the year. Credit extension to companies and 

households remained lacklustre. Credit to households grew 3.8% on the year unchanged 

from November’s level. Credit to companies grew by 6.5% on the year down sharply from 

7.8% in November and its weakest since March 2013. Growth in mortgage advances slowed 

from 4.4% to 4.2%. Growth in other loans and advances, which includes unsecured lending, 

slowed from 7.5% to 6.1% its slowest pace in 12 months. From a low base, credit growth is 

likely to pick-up as the year progresses, helped by improving business and consumer 

confidence and prospects for interest rate cuts.   

 

 



 

 

SOUTH AFRICA: THE WEEK AHEAD 

 South African Chamber of Commerce and Industry (SACCI) business confidence index: Due 

Tuesday 6th February. Having moved higher in December from 95.1 to 96.4 following the 

ANC elective conference the SACCI index is expected to maintain its upward momentum in 

January. According to SACCI: “Political developments have vastly improved the business 

mood.” 

 

 Manufacturing production: Due Thursday 8th February. Based on the slump in the 

manufacturing purchasing managers’ index (PMI) in December it is likely that manufacturing 

output growth slipped during that month from the 1.7% year-on-year growth recorded in 

November. Manufacturing is nonetheless expected to make a positive contribution to fourth 

quarter GDP growth. Moreover, the PMI recovered strongly in January indicating a rebound 

in manufacturing activity since the start of the year.  

 

 Mining production: Due Thursday 8th February. Mining production growth may have slowed 

slightly in December from the heady 6.5% year-on-year growth recorded in November. 

Despite November’s impressive year-on-year growth, due mainly to constructive base 

effects, December’s mining output would have to increase on a month-on-month basis by at 

least 2% for the sector to make a positive contribution to fourth quarter GDP growth.  

 

 State of the Nation Address (SONA): Due Thursday 8th February. The SONA, as well as 

providing clues on expected changes to the country’s presidency, will offer insights into the 

upcoming Budget speech and the government’s policy priorities for the coming year. 

 

GLOBAL 

 Global equity markets lost their 2018 gains in the past week amid severe selling pressure, 

which stemmed from a spike in US Treasury bond yields. The 10-year US Treasury bond 

yield jumped to a four-year high raising fears that inflation would accelerate faster than 

expected. The Dow Jones Industrial Index fell 4.6% on Monday its largest one-day 

percentage decline since August 2011, capping an 8.5% decline since its recent high on 26th 

January. Despite some panic selling among retail investors, institutional investors remain 

positive. According to David Kelly, chief global strategist at JP Morgan Asset Management: 

“Rising interest rates from very low levels are not a good reason for stocks to fall…. History 

shows that rising Treasury yields, from these levels, are not normally associated with falling 

stock prices.” Importantly, the spread between short-dated 1-year bond yields and the 10-

year bond yield is widening, indicating an acceleration in economic growth and company 

earnings. Furthermore, the yield spread between corporate and government bonds is 

narrowing despite the rise in Treasury yields, which also signals a brighter growth outlook.  

 



 

 

 The price of Bitcoin has dropped 64% in the past month and almost 70% since its peak in 

December. The selloff is attributed to a widening regulatory crackdown on cryptocurrencies 

and a hacking scandal in Japan. Coincheck in Japan confirmed two weeks ago that hackers 

stole $530 million of customers’ assets in a cryptocurrency called NEM. Meanwhile, last 

week the US Securities and Exchange Commission halted a $600 million initial coin offering. 

Facebook has stopped running ads promoting cryptocurrencies and initial coin offerings. JP 

Morgan Chase and Bank of America, the two largest banks in the US have halted purchases 

of Bitcoin and other cryptocurrencies on their credit cards. China has ordered the closure 

of some cryptocurrency exchanges and placed limits on bitcoin mining operations. India’s 

Finance Minister Arun Jaitley said the government would “take all measures to eliminate 

use of these crypto-assets in financing illegitimate activities or as part of the payment 

system.” South Korea’s customs system said it had identified $594 million worth of illegal 

foreign-exchange dealings carried out via cryptocurrencies. While Bitcoin has suffered 

similar percentage losses in the past the latest decline represents a far greater loss in 

market capitalisation, in excess of $100 billion. Markus Mueller, global head of the chief 

investment office at Deutsche Asset Management said that with Bitcoin “there is a realistic 

risk of total loss.” Nouriel Roubini of Roubini Macro Associates described Bitcoin as the 

“biggest bubble in human history.”  

 

NORTH AMERICA 

 Nonfarm payrolls increased in January by 200,000 up strongly from 148,000 in December 

and well above the consensus forecast of 160,000. January’s payroll gain marks the 88th in 

succession the longest winning streak on record. The unemployment rate remained 

unchanged at 4.1% for a fourth straight month below the full employment level of 4.4%. 

With the labour market continuing to tighten the growth in average hourly wages 

accelerated to 2.9% year-on-year, the fastest pace since June 2009, up from 2.7% in 

December. Wage growth was especially strong in professional business services, rising in the 

financial services industry by 5% on the year, followed by education and health at 3.4%. The 

employment report and the sharp rise in wages caused the 10-year Treasury bond yield to 

spike higher to 2.85% on Friday compared with just 2% in September. Federal Reserve Bank 

of Minneapolis President Neel Kashkari reported: “I do think, if wage growth continues, that 

that could have an effect on the path of interest rates.”  

 

 As expected the Fed left its benchmark fed funds rate unchanged at 1.25-1.50%, repeating 

that policy makers see the near-term economic risks as “roughly balanced”, meaning that 

prospects for weaker than expected or stronger than expected growth are about the same. 

However, since the last Fed policy meeting President Trump has signed into law $1.5 

trillion in tax cuts over the next ten years, prompting a slightly more “hawkish” Fed 

statement: “Gains in employment, household spending and business fixed investment have 

been solid, and the unemployment rate has stayed low.” In her final statement as Fed chair 



 

 

Janet Yellen stated that inflation was expected to rise and then stabilise around the target 

of 2% in the medium-term. The Fed has guided the market for three 25 basis point rate 

hikes in 2018 and a reduction in its more than $4 trillion portfolio of bonds. Fed fund 

futures are pricing-in a 78% probability of a 25 basis-point rate hike at the next policy 

meeting on 20-21 March.  

 

 US productivity growth, measuring the increase in goods and services produced per hour 

worked, decreased in the fourth quarter (Q4) by 0.1% quarter-on-quarter annualised 

marking the first quarterly decline since Q1 2016. However, some pullback had been 

expected following the robust 2.7% productivity increase in Q3, the highest reading since 

Q1 2015. Productivity gains are vital to growing the economy’s potential growth rate and 

with the economy running at full employment are required to sustain the current economic 

upswing. US productivity growth has been below trend for the past ten years, averaging at 

1.2% per year well below the 2.1% annual average since 1947. The $1.5 trillion fiscal 

stimulus package should boost business investment spending, leading to an acceleration in 

productivity growth over the next three years.  

 

 The Conference Board US consumer confidence index rebounded from 123.1 in December to 

125.4 in January, closing-in on the 17-year high of 129.5 reached in November. While the 

current conditions index slipped from 156.5 to 155.3 the forward-looking expectations 

index firmed from 100.8 to 105.5 in response to a strong jobs market, a rising stock market 

and expected tax reform stimulus. The percentage of survey respondents who said jobs 

were “plentiful” increased to the highest level since 2001. The elevated consumer 

confidence levels should translate into increased consumer spending over coming months, 

which bodes well for GDP growth. Consumer spending accounts for around 70% of US 

economic activity.  

 

CHINA 

 The Caixin manufacturing purchasing managers’ index (PMI), a survey focused on small- and 

mid-size manufacturing companies, registered 51.5 in January unchanged from December’s 

level and comfortably above the expansionary 50-level. Zhensheng Zhong, director of 

macroeconomic research at CEBN Group, a subsidiary of Caixin, confirmed that: “Operating 

conditions continued to improve at a modest pace” but cautioned that “overall new 

business and new export orders increased at a slower pace than in the previous month, 

pointing to slightly moderating demand.” The official manufacturing PMI, which focuses on 

large companies and state-owned enterprises, decreased from 51.6 to 51.3 in January, with 

its forward-looking new export orders sub-index falling into sub-50 contractionary territory. 

 

 The Caixin service purchasing managers’ index (PMI) increased to 54.7 in January, its joint-

best reading since October 2012, from 53.9 in December. The buoyant services PMI 



 

 

contrasts with the country’s more subdued manufacturing PMIs, confirming the shift in the 

economy from export-led manufacturing towards domestic consumption and services. The 

official services PMI also increased in January, from 55.0 to 55.3 corroborating the positive 

outlook for the service sector of the economy.  

 

JAPAN 

 Bank of Japan Governor (BOJ) Haruhiko Kuroda told the Lower House Budget Committee 

that economic conditions are fine despite the recent sell-off in global equity markets: 

“Economic fundamentals in Japan, the US and Europe are fine. Corporate profits have been 

improving and are expected to rise further.” Kuroda also addressed concerns that the BOJ’s 

massive purchases of exchange-traded funds (ETFs) may have unintended consequences. He 

confirmed that the ETF’s held by the BOJ accounted for only 3% of all securities listed on 

the Tokyo Stock Exchange. Meanwhile, Kuroda reiterated that the BOJ will persist with its 

large-scale asset purchase programme as consumer price inflation is only halfway to the 

central bank’s 2% target. 

 

 Japan’s IHS-Markit manufacturing purchasing managers’ index increased for a third straight 

month in January from 54.0 to 54.8 its highest level in almost four years and well above the 

expansionary 50-level. The forward-looking new order index also increased for a third 

straight month to a four-year high and the new export orders index to its highest since May 

2010, indicating solid expansion in manufacturing output over coming months. 

Encouragingly, the PMI sub-indices point to a pick-up in inflation. Joe Hayes, economist at 

IHS Markit noted that: “Sustained output price inflation observed recently in the PMI 

suggests firms are becoming more confident in the purchasing power of their customers. 

With a tightening labour market, firms should raise wages to support consumption and in 

turn, generate domestic inflationary pressures.”  

 

EUROPE 

 Eurozone consumer price inflation (CPI) eased in January to 1.3% year-on-year from 1.4% in 

December. While matching expectations the CPI reading follows a fall in December and will 

disappoint the ECB, which is targeting a rate of close to but below 2%. The CPI decline is 

attributed to food, alcohol, and tobacco price inflation which edged lower from 2.1% to 

1.9% and energy price inflation which fell steeply from 2.9% to 2.1%. More encouragingly, 

core CPI, excluding energy, food, alcohol and tobacco, increased marginally from 0.9% to 

1.0%. Despite the glimmer of hope in the core CPI reading, the ECB forecasts inflation will 

slow over coming months due to the adverse base effect of high year-ago oil prices. The 

combination of high GDP growth and subdued inflation will complicate the ECB’s task of 

timing its monetary policy normalisation.  



 

 

 

 Eurozone GDP expanded in the fourth quarter (Q4) by 0.6% quarter-on-quarter in line with 

expectations. While marking a slight slowdown from the upwardly revised 0.7% growth 

achieved in Q3, overall in 2017, Eurozone GDP grew by 2.5% the fastest pace of growth 

since 2007 when it peaked at 3.0%. Eurozone economic growth is broad-based across the 

entire region and across all sectors of the economy. The Eurozone’s solid pace of economic 

growth is expected to spill-over into 2018 despite the effect of a strengthening euro on 

export competitiveness or the political risk from the upcoming general elections in Italy.  

 

UNITED KINGDOM 

 Consumer confidence rebounded in January. The GfK consumer confidence index increased 

to -9 from its almost two-year low of -13 in December, recording the biggest monthly point 

increase since September 2016. The rebound is attributed to consumers’ improved 

confidence in their financial situation, which increased from +2 to +6. The major purchases 

index, a measure of consumers’ willingness to buy durable goods items, increased from -4 

to +1. While encouraging, the consumer confidence is coming from a very low base and 

remains deep in negative territory. Joe Staton, Head of Market Dynamics at GfK said: “In 

the absence of good news about rising wages and declining inflationary pressures, this off-

trend number could be a temporary blip rather than a strong sign of recovery.”  

 

 An internal government document leaked findings of a study which showed the UK will be 

worse off in any of the three Brexit scenarios. The study concluded that national income 

would be 8% lower under a “no deal” scenario, around 5% lower with a free-trade 

agreement with the EU and 2% lower under the “soft Brexit” scenario of single market 

access over a 15-year period. The leaked Brexit document angered the Conservative party’s 

Eurosceptic members of parliament and will likely further undermine Prime Minister 

Theresa May’s tenuous grip on the party’s leadership.  

 

FAR EAST AND EMERGING MARKETS 

 India’s IHS Markit manufacturing purchasing managers’ index (PMI) fell from 54.7 to 52.4 in 

January although this remains an encouraging reading given that the index reached a 5-year 

high in December. Aashna Dodhia, economist at IHS Markit observed that: “Following 

December’s stellar performance, growth in the Indian manufacturing economy lost some 

impetus, reflected by slower growth in output, new orders and employment. Nevertheless, 

these key PMI indicators registered in expansion territory signalling the sector stayed on its 

track to recovery.” The IHS services PMI increased from 50.9 to 51.7 in January, also well 

above the expansionary 50-level. Aashna Dodhia coomented that: “The recovery across 



 

 

India’s service sector continued during January, with growth in output picking up to the 

joint-strongest since June 2017 as underlying conditions improved.”  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 4.02 

JSE Fini 15  - 5.26 

JSE Indi 25  - 5.05 

JSE Resi 20  + 1.44 

R/$   + 2.03 

R/€   + 0.93 

R/£   - 1.15 

S&P 500  - 0.92 

Nikkei  - 0.36 

Hang Seng  + 7.77 

FTSE 100  - 4.59 

DAX   - 1.78 

CAC 40  - 0.50 

MSCI Emerging + 4.39 

MSCI World  + 0.01 

Gold   + 2.93 

Platinum  + 6.70 

Brent oil  + 2.62 

 

 

 



 

 

TECHNICAL ANALYSIS 

 Having broken key resistance levels at R/$13.50 and R/$12.50, the rand has returned to its 

appreciating trend, targeting a break below R/$11.70 over coming months. 

 

 The US dollar index has tried but failed to break through a major 30-year resistance line 

suggesting the three-year bull run in the dollar may be over.  

 

 The British pound has broken above key resistance at £/$1.35 promoting further near-term 

currency gains to a target range of £/$1.40-1.50.  

 

 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 has failed to break below key resistance at 2.0% raising the 

probability that the multi-year bull trend in US bonds is over. 

 

 The benchmark R186 2025 SA Gilt yield has broken below key resistance at 9.0% indicating 

the potential for a new target trading range of 8.0-8.5%.  

 

 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 broken above key resistance at $60 and likely to remain in a trading 

range of $60-70 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $7000 per ton. 

 

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

upward momentum and a test of the $1400 target level.  

 

 The break in the JSE All Share index above key resistance levels at 56,000 and 60,000 signal 

the early stages of a new bull market. 

 

BOTTOM LINE 

 There is growing investor appetite for Exchange Traded Funds (ETFs) such as the Satrix JSE 

Tracker Funds. In the past few years investor funds have flowed into these so-called 

“Passive” investment funds out of “Actively Managed” (Active) funds. Since the global 

financial crisis in 2009, almost $1.4 trillion has flowed from active funds globally, with 



 

 

more than $800 billion flowing into passive funds. Most of the movement has occurred in 

the past two years and mostly in the US. 

 

 There are key differences between the US and South Africa. The biggest difference is the 

level of concentration of individual shares in the South African stock market. The JSE Top 

40 Index is one of the most highly concentrated equity indices in the world. Naspers, for 

instance makes up 25% of the Top 40 Index and 21% of the All Share Index. This means that 

investors who track the JSE index get far less diversification than other equity indices 

around the world.  

 

 Equity ETF investing has become increasingly popular in South Africa due to the strong 

performance of the Naspers share price and its dominance in the JSE indices. In 2017 the 

Naspers share price rocketed by over 90%, amplifying the gains in the All Share Index to 

16.63% in 2017. Excluding Naspers, its gain would have reduced to 11.15%. Since the start 

of 2018, Naspers has amplified the downward move in the All Share Index to -1.42%. 

Excluding Naspers, the index would have lost just 0.14%.  

 

 There are substantial risks to investing in equity index tracker funds. They are pure equity 

funds, which means they will suffer the same decline as the market when there is a stock 

market correction. By contrast an actively managed portfolio can be diversified across 

other asset classes such as commercial property, bonds and preference shares to protect 

investors against equity market volatility or worse, market corrections.  

 

 Besides being able to mitigate systemic market risk, active portfolios have numerous 

benefits. Actively managed portfolios have the potential to achieve returns above that of 

the market whereas a passive fund will only ever achieve the market’s returns, never more.  

 

 Small- and medium-cap stocks are not included in the indices which many index funds 

track. Over the long-term small- and medium-sized companies provide the greatest 

outperformance. Over the past fifteen years the growth in the Top 40 Index has been 12.5% 

annualised. While impressive, it pales compared to the 14.80% achieved by the Mid-Cap 

index and the Small-Cap index’s even more substantial 16.55% annualised return.  

 

 Actively managed portfolios can be customised to meet the exact risk-return requirements 

of the individual investor. This is not possible with a “one size fits all” index tracking fund.  

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset 
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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. 


