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SOUTH AFRICA ECONOMIC REVIEW 

 Growth in private sector credit extension (PSCE) increased from 5.0% year-on-year in 

December to 5.5% in January although off an extremely low base. The gain in PSCE is 

attributed exclusively to corporate lending growth, which increased from 8.9% to 10.1%, 

signaling an improvement in business confidence. By contrast, household lending remained 

depressed with growth slowing from 0.7% to 0.6%. Moreover, overdraft lending growth 

increased from 7.0% to 9.6% potentially reflecting a pick-up in distressed borrowing. 

Mortgage lending growth eased slightly from 3.1% to 3.0%. While household lending remains 

disappointing there are signs of a loosening in bank lending standards with the National 

Credit Regulator reporting an easing in the rejection rate on new credit applications.  

 

 In its first output estimate for the 2016/2017 agricultural season, the Crop Estimate 

Committee confirmed the positive outlook for this year’s harvest. South Africa is projected 

to harvest 13.9 million tons of maize in 2017 a 78% increase on the previous year’s 7.77 

million tons. White maize production is expected to increase 144% and yellow maize by 

28%. Harvests of soybeans, sunflower seeds and groundnuts are expected to increase by 

44%, 23% and 399%. Improved output is attributed to a combination of increased plantings 

and higher crop yields. The bumper harvest should lead to a sharp decline in food price 

inflation and a broader deceleration in consumer price inflation.  

 

 The Bureau of Economic Research manufacturing purchasing managers’ index (PMI) 

continued its steady ascent from 50.9 in January to 52.5 in February, above the 

expansionary 50-level for a second straight month. The PMI is at its highest since June 2016 

supported by broad-based strength in the sub-indices. The forward-looking new orders 

index increased sharply from 50.4 to 55.7 indicating a strengthening manufacturing 

environment in the months ahead. The future conditions index slipped slightly from 70.3 to 

67.8 but nevertheless remained close to its six-year high. The PMI data is consistent with a 

rebound in GDP growth in 2017.  

 

 Foreign investors were net seller of equities during the month of February to the tune of 

R5.34 billion following net sales of R16.15 billion in January, taking net sales for the year-

to-date to R21.49 billion. Foreigners were more forgiving of the bond market, buying a net 

R3.81 billion in February although not sufficient to cover the net sales of R6.51 billion in 

January, resulting in net sales for the year-to-date of R2.7 billion. Despite continued net 



 

 

foreign selling of listed securities, the rand has strengthened since the start of the year 

against the US dollar, pound sterling and euro by 5.11%, 5.65% and 5.52%, respectively, 

indicating strong support from the country’s improving trade balance.  

 

SOUTH AFRICA POLITICAL REVIEW 

 Parliament unanimously approved the amended Financial Intelligence Centre (FICA) Bill. It 

is now up to President Zuma to sign the FICA Bill into law. Zuma previously delayed signing 

the Bill, sending it back to Parliament on constitutional concerns six months after it had 

initially been passed by the National Assembly. Any further unjustified delays could be 

interpreted as intentional hindering of financial transparency. A failure to sign the FICA Bill 

would result in South Africa being sanctioned by the inter-government Financial Action Task 

Force limiting domestic banks’ participation in the international banking system.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 GDP growth: Due Tuesday 7th March. According to consensus forecast fourth quarter (Q4) 

GDP growth is expected to slow to 0.1% quarter-on-quarter annualised from 0.2% in Q3, due 

to persistent weakness in key manufacturing, mining and agricultural sectors. (See Bottom 

Line for further analysis).  

 

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

Wednesday 8th March. The SACCI index, which jumped from 93.8 in December to 97.7 in 

January, its highest since October 2015, is expected to maintain its elevated levels in 

February. Business sentiment is benefiting from increased global trade and higher 

international commodity prices as well as improved prospects for agricultural production 

and the decline in inflation.   

 

 

GLOBAL 

 The JP Morgan global manufacturing purchasing managers’ index (PMI) increased from 52.7 

in January to 52.9 in February, its highest since May 2011 and above the key 50-level which 

demarcates expansion from contraction for a 12th straight month. At a country level the 

PMIs of nearly all developed and emerging economies increased over the past month while 

others at least remained at elevated levels. Further PMI gains in the US, Eurozone and 

Japan more than offset the modest decline in the UK, while gains in China and India led the 

uptick among emerging markets. The PMI is consistent with an acceleration in global GDP 

growth to 4% annualised.  



 

 

 

NORTH AMERICA 

 The market is now almost fully pricing-in a Fed rate hike at the upcoming policy meeting on 

14-15 March. The implied probability of a March rate hike has increased from under 50% to 

almost 90% over the past week in response to guidance provided by key members of the 

Federal Reserve policy committee. New York Fed President Bill Dudley, who in the past has 

been the most dovish of the key members, said in an interview that: “The case for 

monetary tightening has become a lot more compelling.” Fed Chair Janet Yellen, in a 

speech last Friday, argued that the economy is running at or near full potential and that if 

the Fed waits too long to withdraw stimulus from the economy it runs the risk of having to 

hike more rapidly at a later stage. It seems Friday’s non-farm payroll numbers would have 

to be extremely negative, an unlikely event, to avert a Fed rate hike next Wednesday.    

 The Institute for Supply Management (ISM) non-manufacturing index increased from 56.5 in 

January to 57.5 in February a 16-month high with all sub-indices displaying solid 

improvement. The business activity index increased from 60.3 to 63.6 its highest level since 

February 2011 and the forward-looking new orders index from 58.6 to 61.2 the highest since 

August 2015. The employment index gained from 54.7 to 55.2, consistent with a non-farm 

payroll increase for the month in excess of 200,000, reaffirming the high probability of a 

March Fed rate hike.  

 The Institute for Supply Management (ISM) manufacturing index built on its string of recent 

strong readings, rising again from 56.0 in January to 57.7 in February. There was broad-

based strength among the sub-indices with the orders backlog index rising from 49.5 to 57.0 

and the production index from 61.4 to 62.9. Both forward-looking new orders and new 

export orders indices increased, from 60.4 to 65.1 and from 54.5 to 55.0, respectively. The 

upbeat ISM data confirms that US manufacturing is benefiting from a pick-up in global trade 

and that the drag from dollar strength in 2015 is starting to fade. The ISM data is consistent 

with manufacturing output growth of 6%.  

 Construction spending unexpectedly fell in January by 1.0% month-on-month in contrast to 

the 0.6% consensus forecast gain. The decline is attributed entirely to public construction, 

which fell 5% on the month its biggest fall since 2002. Public construction spending has 

decreased for three straight months. On the other hand, private sector construction 

spending grew 0.2% on the month with private residential construction spending increasing 

0.5%, signaling healthy activity in residential investment in the first quarter. Public 

construction activity is likely to rebound as the US administration implements its 

infrastructure spending programme.  



 

 

 The Conference Board consumer confidence index surged to a 15-year high unexpectedly 

rising from 111.6 in January to 114.8 in February, well above the 111.0 consensus forecast. 

Both the present situation and expectations sub-indices gained, rising from 130.0 to 133.4 

and from 99.3 to 102.4 respectively. The net share of households expecting their incomes 

to increase over the next six months gained from +8.7 to +10.1 mirroring January’s robust 

0.4% month-on-month gain in personal income. The consumer confidence data is consistent 

with household consumption expenditure growth of up to 5%. Household expenditure 

contributes over two-thirds to US GDP.  

 

CHINA 

 At the 19th National People’s Congress Premier Li Keqiang reduced the economy’s growth 

target for 2017 to 6.5% from a range of 6.5-7.0% in 2016, while keeping the inflation target 

constant at 3.0%. Also leaving the budgeted fiscal deficit unchanged at 3.0% of GDP, Li 

Keqiang said China would continue to implement a proactive fiscal policy and press ahead 

with supply-side reforms of state-owned enterprises. China has pledged to cut steel 

capacity by 50 million in 2017 and coal output by more than 150 million tons. At the same 

time the Government Work Report highlighted financial risks, emphasizing the reduction of 

corporate leverage as a key priority. This suggests monetary policy will gradually tighten in 

line with the People’s Bank of China current “prudent and neutral” bias.  

 

 China’s Caixin/Markit manufacturing purchasing managers’ index (PMI) unexpectedly 

increased from 51.0 in January to 51.7 in February, above the expansionary 50-level for an 

8th straight month. The Caixin survey, which is weighted towards mid- and small-sized 

businesses, displayed an improvement in both output and forward-looking new orders 

indices. The new export orders index increased from 52.9 to 53.8 its highest level since 

September 2014. The official National Bureau of Statistics manufacturing PMI, which is 

more heavily weighted to larger state-owned enterprises, also surprised to the upside, 

rising from 51.3 to 51.6 also led by strong output and new orders readings. The new order 

index increased from 52.8 to 53.0. The data signals a sustainable rebound in the country’s 

manufacturing sector.  

 

JAPAN 

 Core consumer price inflation (CPI), excluding fresh food but including energy prices, 

increased in January for the first time in 13 months, rising 0.1% month-on-month. The CPI 

gain is attributed almost exclusively to gasoline prices, which increased in January by 11.2% 

year-on-year. However, the government’s core-core CPI which excludes fresh food and 



 

 

energy increased in January by 0.2% on the month building on December’s 0.1% gain. The 

return to positive inflation is encouraging although CPI has a long way to go before reaching 

the Bank of Japan’s 2% inflation target by fiscal 2018.  

 

 The IHS Markit manufacturing purchasing managers’ index (PMI) increased from 52.7 in 

January to 53.5 in February its highest level since March 2014 and above the key 50-level 

which demarcates expansion from contraction for a sixth straight month. Among the sub-

indices, output, new orders, new export orders, stock purchases and employment all 

picked-up. The forward-looking new orders and new export orders increased from 54.0 to 

64.7 and from 53.1 to 54.2, respectively. An increase in order backlogs and decline in 

inventory levels also signal stronger manufacturing growth ahead. According to Samuel 

Agass, an IHS Markit economist: “Encouragingly, with backlogs of work accumulating for the 

first time in 14 months, the added pressures on capacity should ensure growth will be 

maintained at a solid pace during at least the first half of this year.” 

 

EUROPE 

 Eurozone headline consumer price inflation (CPI) accelerated from 1.8% year-on-year in 

January to 2% in February hitting the ECB’s target level for the first time since January 

2013. However, the pick-up in CPI is attributed to energy prices which increased in 

February by 9.2% on the year, while food, alcohol and tobacco prices also increased by a 

robust 2.5%. A recurring theme is that rising inflation has been at the headline rather than 

core level. Core CPI excluding food and energy remained unchanged at 0.9%. Moreover, the 

base effect of rising energy prices will fade from the second quarter onwards putting 

renewed downward pressure at the headline CPI level. The latest inflation data are unlikely 

to deter the ECB from its course of quantitative easing.  

 

UNITED KINGDOM 

 The Markit/CIPS services purchasing managers’ index (PMI) fell in February for a second 

straight month declining from 54.5 to 53.3 a five-month low. The PMI reading extends a 

disappointing string of economic data so far this year, suggesting growth in the UK economy 

is slowing. According to Chris Williamson Chief Business Economist at IHS Markit: “A further 

slowdown in UK business activity growth in February adds to evidence that the economy has 

lost momentum after the impressive expansion seen at the end of last year.” Meanwhile, 

the input price inflation sub-index increased to its highest level since August 2008 

consistent with an acceleration in consumer price inflation to the 3% level. Rising inflation 

will lead to a deterioration in household spending power and restrict the Bank of England’s 

ability to ease monetary policy.  



 

 

 

 The GfK consumer confidence index slipped for a second straight month falling from -5 in 

January to -6 in February. The decline was led by a deterioration in households’ perceived 

personal financial situation, attributed to the effect of rising inflation on spending power. 

According to consensus forecast consumer price inflation will accelerate from its level of 

1.8% in January to a peak of around 3% by the end of the year. The decline in consumer 

confidence will undermine household consumption expenditure, which contributes over 

two-thirds of UK GDP.  

 

FAR EAST AND EMERGING MARKETS 

 Despite the substantial disruption from the banning of high denomination banknotes India’s 

GDP growth rate fell only slightly from 7.4% year-on-year in the third quarter (Q3) last year 

to 7.0% in Q4. According to the Department of Economic Affairs the economy adjusted 

rapidly to the banknote ban, helped by increased digital payments and the transfer of 

wages to bank accounts. The positive data prompted Fitch credit rating agency to lift 

India’s GDP growth forecast for the 2016/17 financial year from a previous 6.9% to 7.1%, 

making it the fastest growing major economy. Fitch reported that: “Gradual 

implementation of the structural reform agenda is expected to contribute to higher growth, 

as will higher real disposable income, supported by an almost 24% hike in civil servants’ 

wages at the state level.” 

 

 Australia’s GDP grew in the fourth quarter (Q4) by 1.1% quarter-on-quarter more than 

reversing the unexpected 0.5% decline in Q3. On a year-on-year basis GDP growth increased 

to 2.4% from 1.9% in Q3. The strong turnaround is attributed to rising international 

commodity prices, benefiting exports and higher household spending. Domestic demand 

grew by a solid 1.2% on the quarter. The Reserve Bank of Australia is likely to gain comfort 

from the stronger than expected GDP data reducing the likelihood of further interest rate 

cuts over the foreseeable future.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.67 

JSE Fini 15  + 2.03 

JSE Indi 25  + 2.66 

JSE Resi 20  - 2.04 



 

 

R/$   + 5.26 

R/€   + 4.92 

R/£   + 4.83 

S&P 500  + 6.10 

Nikkei   - 1.10 

Hang Seng  + 7.25 

FTSE 100  + 2.90 

DAX   + 4.16 

CAC 40   + 2.26 

MSCI Emerging  + 8.37 

MSCI World  + 5.39 

Gold    + 6.54 

Platinum  + 8.42 

Brent oil  - 1.76 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 13.20 and 

13.00 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The key £/$1.25 level support level has been broken opening up a £/$1.18-1.22 

target. 

 



 

 

 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 broken back above the key support level of 2.0% 

endangering the multi-year bull trend in US bonds. 

 

 The benchmark R186 SA Gilt yield is firmly below the key support level of 9.0% confirming 

the mini-bull market in bonds which has been in place since the start of the year.  

 

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

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

outlook for US equity markets.   

 

 The Brent crude price is well supported at $50 a barrel and having broken key resistance at 

$55 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5500 per ton. 

 

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

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

 

 A break above 54,200 on the JSE All Share index would project an upward move to 60,000 

marking a new high for the JSE.  

 

BOTTOM LINE 

 GDP growth has been on a declining trend since 2011. Data released on Wednesday 7th 

March is expected to show GDP grew by just 0.4% in 2016 as a whole, its slowest since the 

2009 recession. In 2016, South Africa succumbed to the perfect storm. GDP growth was 

negatively affected by accelerating inflation, rising interest rates, declining consumer 

spending, slowing mining and manufacturing demand, the impact of political uncertainty on 

business confidence and one of the worst droughts in living memory.  

 

 GDP growth will rebound in 2017 and 2018, potentially by more than currently projected. 

GDP growth of 2.0% is likely in 2017 as the negative conditions which beset the economy in 

2016 begin to reverse.  

 

 Forward-looking economic indicators, which measure expected conditions in 3-6 months’ 

time, are showing a strongly positive trend. The South African Reserve Bank (SARB) leading 

indicator increased from 95.6 in November to 96.3 in December its fifth straight monthly 



 

 

gain, taking the reading to its highest since the fourth quarter 2014. The Bureau of 

Economic Research manufacturing purchasing managers’ index (PMI) increased from 50.9 in 

January to 52.5 in February, its strongest since June 2016 and above the expansionary 50-

level for a second straight month. The South African Chamber of Commerce and Industry’s 

(SACCI) business sentiment index jumped from 93.8 in December to 97.7 in January, its 

highest since October 2015. 

 

 A recovery in global economic growth is boosting South African export demand with firming 

international commodity prices and rising global trade promoting the manufacturing and 

mining sectors.  

 

 Agricultural production will rebound strongly as weather patterns normalize. The US 

Department of Agriculture forecasts South Africa’s maize output will increase in 2017 by 

65% year-on-year more than reversing the 27% decline in late 2015 and early 2016.  

 

 Food price inflation is expected to reverse course in 2017, falling sharply in line with 

increased agricultural production, in turn bringing down consumer price inflation (CPI). CPI 

is expected to average 5.5% over 2017 well within the Reserve Bank’s 3-6% target range, 

which together with the stable rand will embolden the central bank to cut interest rates. 

The benchmark repo rate is likely to be cut this year from 7.0% to 6.5%, boosting consumer 

and business confidence, household expenditure and investment spending.  

 

 Political uncertainty is likely to be at the forefront of business and household spending 

decisions as the ANC’s succession battle heats up ahead of the national elective conference 

in December. While there is a risk of more radical and populist policies as the 2019 national 

elections approach, much depends on the identity of the next ANC leader. Cyril 

Ramaphosa’s candidacy is served well by President Zuma’s declining popularity, improving 

the outlook for future government policy.  

 

 After a gloomy 2016 the consensus outlook for South Africa’s economy has become overly 

pessimistic. The economic rebound in 2017 is likely to take many by surprise fueled by a 

recovery in agriculture, manufacturing and mining, falling interest rates and increased 

business and household spending.  

 

 

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. 


