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SOUTH AFRICA ECONOMIC REVIEW 

 The ABSA manufacturing purchasing managers’ index (PMI) collapsed in July to 42.9 from 

46.7 in June, well below the contractionary sub-50 level and its weakest since August 2009 

at the height of the global financial crisis. The index was at an expansionary 51.5 as 

recently as May. Among the PMI sub-indices, the business activity index, which measures 

output, fell from 45.4 to 39.3, while the new sales orders index fell from 43.7 to 39.8. 

There were some bright spots: The prices index remained unchanged at 61.3 indicating a 

stabilization in inflationary outlook, while the forward looking expected business conditions 

index increased from 50.0 to 51.3. The PMI shock should be treated with some caution as it 

has tended to diverge significantly from actual production figures. In the first quarter (Q1) 

the PMI averaged an expansionary 51.9 but manufacturing production fell in Q1 by 3.0% 

quarter-on-quarter annualised. In contrast the Q2 PMI averaged a contractionary 47.6 yet 

actual manufacturing production has rebounded and even with a slightly negative June 

reading remains on track to achieve annualised growth of over 6% in Q2.  

 

 The Standard Bank composite purchasing managers’ index (PMI), measuring business 

conditions across all economic sectors, fared far better than the ABSA manufacturing PMI. 

The Standard Bank PMI increased from 49.0 in June to 50.1 in July regaining the key 50-

level which separates expansion from contraction. The PMI has averaged 50.3 year-to-date 

above the 2016 average of 49.7. Among the PMI sub-indices, the output index increased 

from 47.8 to 48.5, the employment index from 48.2 to 50.3, and the forward-looking new 

orders index from 49.0 to 50.8. At the same time, overall input costs decreased from 52.4 

to 52.2 indicating an easing in inflationary pressure. The leading PMI indicator, measuring 

the ratio of new orders to inventories, increased above 1.0 signaling a mild acceleration in 

production in the months ahead, which could build momentum if political and policy 

confidence is restored.  

 

 Total new vehicle sales increased in July by a stronger than expected 4.1% year-on-year 

accelerating from 1.0% growth in June. While growth in commercial vehicle sales slowed 

from 5.5% to 0.2% passenger vehicle sales growth rebounded from -1.4% to 6.2% amid a 

sharp pick-up in demand from rental companies. Vehicle export volumes increased 12.3% 

month-on-month to their highest since September 2015, lifting year-on-year growth from 

1.3% to 22.2%. Vehicle sales appear to have turned the corner, helped by the favourable 

base effect of low year-ago comparative levels and the boost from lower interest rates.   



 

 

 

 The Quarterly Labour Force Survey confirms that the unemployment rate remained 

unchanged from the first quarter (Q1) level of 27.7% in Q2, above the 27.5% consensus 

forecast and well above the Q2 2016 level of 26.6%. The actual number of employed 

persons declined in Q2 by 113,000 with the construction sector shedding 110,000, followed 

by agriculture at 40,000, mining 13,000, transport 11,000, community 9,000, and private 

households 8,000. Among sectors adding jobs the trade sector added 58,000, finance 

17,000, manufacturing 10,000 and utilities 2,000. New entrants to the job market increased 

by 62,000 making it the biggest contributor to unemployment. The labour force 

participation rate, measuring the active portion of the economy’s labour force, fell from 

60.5% to 59.9% indicating declining confidence in employment prospects. Especially 

worrying, youth unemployment in the 15-24 age group, increased sharply from 54.3% to 

55.9%. Jobs growth is unlikely to improve until political and policy confidence and business 

confidence are restored. 

 

SOUTH AFRICA: THE WEEK AHEAD 

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

Tuesday 8th August. The SACCI business confidence index, having unexpectedly gained from 

93.2 in May to 94.9 in June is likely to gain further ground in July as survey respondents 

start to look past the current period of political uncertainty. The SACCI index has averaged 

94 since the end of 2015. 

 

 Manufacturing and mining production: Due Thursday 10th August. The June manufacturing 

and mining production figures will provide the final piece of the puzzle to the sectors’ 

respective contributions to second quarter (Q2) GDP. Due to rising year-ago base effects 

mining production growth is expected to fall from 3.6% year-on-year in May to 0.0% in June 

and the contraction in manufacturing production to deteriorate from -0.8% to -1.1%. 

However, even if year-on-year growth in both sectors is slightly negative they will still 

contribute positively to Q2 GDP. 

 

 Moody’s sovereign credit rating review: Due Friday 11th August. Moody’s cut both South 

Africa’s local and foreign currency credit ratings by one notch, although still in investment 

grade territory, following the ill-fated Cabinet reshuffle on 30th March. Since then the 

ratings have been on negative watch. Moody’s is likely to wait until the Medium-Term 

Budget Policy Statement in October and the ANC elective conference in December before 

imposing any further rating downgrades.  

 

GLOBAL 



 

 

 The oil price has surged 8.8% over the past month pushing the Brent crude price above $52 

per barrel amid record demand in the US. The US Energy Information Administration (EIA) 

reported record gasoline demand of 9.84 million barrels per day (bpd) over the past week 

reflecting a substantial year-on-year increase of 0.82 million bpd. While OPEC’s crude 

output reportedly increased in July by 210,000 bpd to 32.87 million bpd rising US and global 

demand should ease fears of market over-supply. Continued inventory drawdowns, 

increased OPEC discipline and rising political risk in Venezuela should help maintain oil 

prices at current levels in the second half of the year.  

 

 In its latest Gold Demand Trends report the World Gold Council confirmed that global 

demand for gold fell in the first half of the year by 14% year-on-year. The main culprit was 

a sharp decline in purchases by exchange traded funds (ETFs) as investors are drawn 

towards better performing assets including equities. The SPDR Gold Trust, the world’s 

largest gold bullion fund, suffered a 7% drop in its gold holdings in July, its biggest decline 

since April 2013. Demand for physical gold from India and Turkey remained buoyant making 

up for the slight decline in central bank buying.  

 

NORTH AMERICA 

 The Dow Jones Industrial Index exceeded the 22,000 level for the first time boosted by 

strong quarterly earnings. The 75% of companies in the S&P 500 Index, which have so far 

reported second quarter (Q2) earnings, have reported average earnings growth of 11.8% 

year-on-year, well above the earlier forecast of 8% at the beginning of July. Thomson 

Reuters reports that analysts currently forecast earnings growth of 9.2% in Q3. Equity 

indices are likely to continue rising provided revenue and profit growth is sustained and 

interest rates remain at moderate levels.  

 

 US non-farm payrolls increased by more than 200,000 in July for the second straight month, 

gaining by 209,000 following the 231,000 increase in June, well ahead of the 183,000-

consensus forecast. The unemployment rate fell from 4.4% to 4.3% a joint 16-year low while 

wage growth remained unchanged at 2.5% year-on-year better than the 2.4% consensus 

forecast. Jobs growth was most pronounced in the service sector concentrated in the 

education, health, leisure and hospitality industries. Employment growth in manufacturing 

also increased making up for a slowdown in the construction sector. The payroll data 

continues to signal a healthy labour market confirming that the real economy remains on a 

strong sustainable growth path at the start of the third quarter. Strong employment growth 

combined with a weakening dollar should keep the Fed on track to initiate a reduction in its 

balance sheet in September and stick to its current interest rate hiking cycle.  

 



 

 

 Among Federal Reserve officials making speeches in the past week, St. Louis Fed President 

James Bullard said he is opposed to further interest rate increases cautioning that more 

hikes could prevent domestic inflation from achieving the Fed’s 2% goal. However, Bullard 

is in the clear minority. Eric Rosengren, Boston Fed President said increasingly tight labour 

markets should keep the central bank on its path to gradually hike interest rates and 

reduce its balance sheet in spite of the recent pause in inflationary pressure. Rosengren’s 

view was reiterated by Cleveland Fed President Loretta Mester who called for gradual 

tightening despite tepid inflation while San Francisco Fed President John Williams said the 

Fed should start shrinking its massive $4.5 trillion balance sheet this “fall”.  

 

 The Institute for Supply Management (ISM) non-manufacturing index fell sharply from 57.4 

in June to 53.9 in July its lowest since August 2016 and well below the 56.9 consensus 

forecast. Among the sub-indices, the biggest culprits were the business activity index which 

fell from 60.9 to 55.9 and the forward-looking new orders index from 60.5 to 55.1. Although 

the headline ISM reading remains comfortably above the expansionary 50-level signaling 

steady expansion in the services sector, the post-election surge has fully retraced. The 

reading has returned to levels similar to those just prior to the presidential election in 

November.  

 

 The Institute for Supply Management (ISM) manufacturing index declined slightly from 57.8 

in June to 56.3 in July although remained firmly above the expansionary 50-level. Of the 18 

manufacturing industries surveyed 15 recorded growth. The forward-looking new orders 

sub-index fell alongside the headline index from 63.5 to 60.4 but still consistent with a 

solid growth rate. The Chicago manufacturing PMI also fell but some retracement had been 

expected after touching a six-year high in June. Meanwhile the IHS Markit manufacturing 

PMI increased from 52.0 to 53.3 a four-month high amid a rebound in both output and new 

sales orders. The combined purchasing managers’ data, although mixed, point to a 

continuation of robust manufacturing conditions in the latter half of the year.   

 

CHINA 

 The official manufacturing purchasing managers’ index (PMI) fell slightly from 51.7 in June 

to 51.4 in July although attributed to adverse weather conditions and routine maintenance 

in key industries, which suggests the setback will be temporary. By contrast, the 

independent Caixin manufacturing PMI, which has a greater weighting to smaller-sized 

enterprises, increased from 50.4 to 51.1 driven higher by an improvement in both the 

output and new sales orders sub-indices to their highest in five months. The Caixin new 

export orders index increased sharply from 50.9 to 53.5. While the manufacturing PMIs 

remain comfortably above the expansionary 50-level the official services PMI is even more 

buoyant at 54.5 albeit down slightly from 54.9 in June. The service sector is likely to 



 

 

maintain a superior growth rate as the government continues to engineer a rebalancing of 

the economy from investment-led towards consumer driven expansion. 

 

JAPAN 

 The government’s consumer confidence index increased from 43.3 in June to 43.8 in July 

more than reversing the 0.3-point decline in June. All four sub-indices increased with 

consumers expressing greater confidence about their overall economic wellbeing, income 

gains, job prospects and durable goods purchases. The government maintained its upbeat 

assessment of consumer confidence reporting that confidence was “picking-up.” Increased 

confidence is attributed to the weaker yen and rising share markets. The report noted the 

beneficial effect of government subsidies for fuel efficient cars and electronics on durable 

goods demand.  

 

 The Maikin survey reports wages per worker fell in June by 0.4% year-on-year in contrast to 

the 0.6% increase in May, marking the first decline since May 2016 while real wages fell by 

0.8% their biggest decline since June 2015. While base compensation increased 0.4% on the 

year special payments fell 1.5% due to lower summer bonuses. Bonuses fell for the first 

time since January as companies tightened-up on overall remuneration. In a bright spot 

average hourly pay for part-time workers increased in June by 3.1% on the year, rising for a 

64th straight month. Positive wage growth is a vital prerequisite to changing the 

deflationary mindset among Japanese consumers and bringing about a lasting end to the 

country’s deflation.  

 

EUROPE 

 Eurozone GDP grew in the second quarter (Q2) by 0.6% quarter-on-quarter up from 0.5% in 

Q1. Year-on-year growth accelerated from 1.9% to 2.1% its fastest in five years. The region 

has expanded for 17 consecutive quarters. Business and consumer confidence has 

rebounded amid a string of electoral defeats for Eurosceptic parties in Austria, the 

Netherlands and France. Eurozone GDP expansion was broad-based with domestic demand 

and net trade each contributing equally to growth. Improving growth momentum is 

reducing spare capacity in the economy, in turn lowering the unemployment rate which has 

declined to a nine-year low of 9.1%. The upbeat GDP data signals a growing likelihood that 

the ECB will announce a tapering of its asset purchase programme towards the end of the 

year.  

 

 Eurozone retail sales jumped in June by 0.5% month-on-month up from already elevated 

0.4% growth in May and well above the 0.1% consensus forecast. On a year-on-year basis 



 

 

retail sales growth accelerated from 2.4% in May to 3.1% its fastest expansion this year. 

Consumers increased demand for durable as well as non-durable goods indicating a broad-

based and sustainable pick-up in household spending. Household spending is likely to 

accelerate further over coming months with unemployment falling from a downwardly 

revised 9.2% in May to 9.1% in June its lowest level since 2009. Among individual countries, 

German retail sales increased 1.1% on the month up from 0.5% in May. The Netherlands and 

Spain also showed strong growth at 0.9% and 0.7%.  

 

 While headline Eurozone consumer price inflation (CPI) remained at 1.3% year-on-year in 

July unchanged from June’s level core CPI, excluding food and energy prices, unexpectedly 

increased from 1.1% to 1.2% its highest level since August 2013. Although a long way from 

the ECB’s inflation target of just under 2% the positive inflation reading should boost the 

likelihood of the central bank normalizing its monetary policy in 2018. Morgan Stanley 

economist Daniele Antonucci reported that: “We expect a quantitative easing (QE) tapering 

announcement this autumn.” The euro has gained strongly against all major currencies 

since the start of the year providing the ECB with an added reason to taper its QE 

programme.  

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) kept both its base interest rate and asset purchase 

programme unchanged at 0.25% and £435 billion, respectively. While two members of the 

8-strong monetary policy committee voted for a rate hike BOE Governor Mark Carney 

softened his hawkish outlook. The BOE appeared increasingly concerned over the worsening 

growth outlook, Brexit disruptions and elevated inflation rate. The BOE lowered its GDP 

forecasts for 2017 and 2018 from a previous 1.9% and 1.7% to 1.7% and 1.6%. While it 

expects inflation to remain above its 2% target over the full period peaking at 3% in October 

the BOE is unlikely to jeopardise the fragile growth outlook for a 2% inflation rate. 

However, the National Institute of Economic and Social Research forecast GDP growth will 

climb to nearly 2% by year-end supported by a boom in exports and fall in the pound, which 

may afford some tightening in monetary policy in 2018. Former BOE Deputy Governor John 

Gieve said the central bank should hike rates today reversing part of the “emergency 

stimulus deployed after the Brexit vote” as the economic slump following the EU 

referendum had not materialized.  

 

 The IHS Markit manufacturing purchasing managers’ index (PMI) unexpectedly increased 

from 54.2 in June to 55.1 in July well above the expansionary 50-level. The main drivers 

were increased production levels and rising new orders. The new export orders reading 

increased to its highest since April 2010 with strong demand emanating from Europe, North 

America and Asia-Pacific. Rob Dobson, director at IHS Markit said: “UK manufacturing 



 

 

started the third quarter on a solid footing. The headline PMI signaled a growth 

acceleration for the first time in three months during July, as new order intakes were 

boosted by a near survey-record increase in new export business.” With a firm services 

sector and a rebound in manufacturing the outlook for GDP growth in the third quarter 

appears is brightening.  

 

 

FAR EAST AND EMERGING MARKETS 

 Australia’s retail sales again beat expectations rising in June by 0.3% month-on-month with 

year-on-year growth accelerating to 3.8% its fastest since April 2016. Increased retail 

volumes confirm the improvement in the labour market is gradually spilling over into the 

broader economy. The Reserve Bank of Australia (RBA) kept its benchmark interest rate at 

1.5% unchanged since August 2016 but hinted at a possible easing in monetary policy after 

citing the strong Aussie dollar and its effect on inflation and economic growth. RBA 

Governor Philip Lowe said: “An appreciating exchange rate would be expected to result in a 

slower pick-up in economic activity and inflation than currently forecast.”  

 

 The Reserve Bank of India (RBI) cut its benchmark repo interest rate by 25 basis points to 

6.0% its lowest since November 2010. The RBI rate cut is the first among Asian central bank 

since the start of the year. The accompanying policy statement was non-committal on 

future rate cuts suggesting any further monetary easing will be data dependent. However, 

further rate cuts are likely with consumer price inflation at a five-year low of 1.54% well 

below the RBI’s 4% target rate. The Indian rupee is also extremely strong signaling 

continued easing in inflationary pressure. Meanwhile, the Indian Meteorological Department 

(IMD) reported a 2% surplus cumulative rainfall in July well above its earlier forecast of a 4% 

deficit. A decent monsoon and its benefits for crop harvests should keep inflation tame 

over coming months.  

 

 The Central Bank of Nigeria (CBN) allowed banks to use the Investor and Exports currency 

window when quoting the naira rather than the more expensive official rate, which is used 

to subsidise oil imports. Following the announcement, the naira weakened on the 2nd August 

by a massive 14% to 366 per dollar. However, the move helps to unify Nigeria’s multiple 

exchange rates towards a market-related rate and should boost the country’s portfolio 

inflows and foreign exchange reserves.  

 

 Kenya’s overall inflation rate fell sharply from 9.2% year-on-year in June to 7.5% in July 

reaching the Central Bank of Kenya’s (CBK) 2.5-7.5% target range. On a month-on-month 

basis inflation declined 1.0% its first negative reading in 17 months. The decline in inflation 



 

 

is attributed to a significant fall in food price inflation, which eased from 15.8% to 12.2% on 

the year. On a month-on-month basis food prices declined 2.1%. After cutting its key 

interest rate by 150 basis points to 10% in 2016 the CBK has left its rate unchanged over the 

past five policy meetings. The latest inflation data should embolden the central bank to 

resume its interest rate cutting cycle.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 10.88 

JSE Fini 15  + 4.10 

JSE Indi 25  + 18.35 

JSE Resi 20  + 8.77 

R/$   + 3.56 

R/€   - 7.40 

R/£   - 3.09 

S&P 500  + 10.63 

Nikkei   + 2.36 

Hang Seng  + 25.86 

FTSE 100  + 5.45 

DAX   + 6.76 

CAC 40   + 7.11 

MSCI Emerging  + 24.71 

MSCI World  + 12.59 

Gold    + 9.31 

Platinum  + 7.31 

Brent oil  - 7.83 



 

 

 

TECHNICAL ANALYSIS 

 The rand is testing key resistance at R/$13.00, which if broken would target further gains 

to R/$12.50 and thereafter R/$12.00.   

 

 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.  

 

 Following the announcement of the snap election the British pound has broken above key 

resistance at £/$1.30 which has now become a key support level and should promote 

further near-term currency gains.  

 

 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 is trading in a tight trading range of 8.5-9.0%. A 

break above 9.0% is required for the yield to move decisively higher towards the 10.5% 

target level.  

 

 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 oil price has broken above key resistance at $50 and likely to remain in a trading 

range of $50-60 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $6000 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 above 54,200 on the JSE All Share index projects an upward move to 60,000 

marking a new high for the JSE.  

 

BOTTOM LINE 



 

 

 In the three years between January 2014 and January 2017 the US dollar was by a 

considerable margin the world’s best performing currency. Over the period the dollar index 

climbed from below 80 to above 103. The dollar was boosted by massive capital flight from 

the Eurozone and China in response to ECB quantitative easing and relaxation of capital 

controls in Beijing. As the world’s first synchronised economic expansion since the 2008/09 

global financial crisis gains momentum and monetary tightening spreads from the Federal 

Reserve to other major central banks, capital flows to the US have begun to reverse. 

Capital outflows from the US will weaken the dollar.  

 

 Political uncertainty stemming from Trump’s weak administration is likely to accelerate 

capital outflows from the US. The pool of potential outflows from the US is estimated at 

around US$ 3 trillion. The Trump dollar could follow a similar path to the Carter dollar, 

which slumped between 1977 and 1981 in response to a lack of confidence in President 

Carter’s political leadership. 

 

 Which asset classes will benefit from a weakening dollar? Demand for emerging market 

investments has surged since the start of the year correlating closely with the declining 

value of the US dollar. The MSCI Emerging Markey Index has risen 23.77% since the start of 

the year substantially ahead of the 12.37% gain in the MSCI World Index (both in dollars).  

 

 A weak dollar is good news for commodity prices, emerging market shares and emerging 

market currencies. Hardly a week has gone by in recent months that dedicated emerging 

market equity and bond funds have not enjoyed sizeable inflows.  

 

 The rand will benefit from a weak dollar and with it South Africa’s inflation trajectory and 

prospects for lower interest rates.  

 

 A weak dollar bodes well for South African equities, especially the resource sector in 

response to firmer commodity prices and domestically focussed sectors most leveraged to a 

stronger rand and lower interest rates. The positive effects of a weak dollar are already 

evident. The rand has gained 2.0% against the US dollar since the start of the year, the 

Reserve Bank has begun easing monetary policy with its first 25 basis point repo rate cut on 

21st July, the JSE Resources 20 Index has gained 10.69% in the past quarter in response to 

rising commodity prices and the JSE All Share Index is not far behind with a gain of 4.19%.  

 

 The promising turnaround in domestic market indicators is still in its early stages with solid 

prospects for further equity market gains as the dollar continues to depreciate.  

 

Disclaimer 
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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. 


