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SOUTH AFRICA ECONOMIC REVIEW 

 While interviewed at the World Economic Forum Reserve Bank governor Lesetja Kganyago 

cautioned against expectations of an imminent rate cut. Kganyago’s remarks mirror the 

recent Reserve Bank Financial Stability Review which cited the likelihood of further credit 

rating downgrades and risk of continued rand volatility. Although the interest rate cycle 

may have ended amid an improving inflation outlook the Review suggested the Reserve 

Bank may wait for political risk to dissipate after the ANC electoral conference in 

December before embarking on its rate cutting cycle.  

 

 After holding above the expansionary 50-level for three straight months the Absa 

manufacturing purchasing managers’ index (PMI) fell sharply from 52.2 in March to 44.7 in 

April. The survey reported that: “This was the first full survey after the recent cabinet 

reshuffle and subsequent sovereign credit rating downgrades. It is likely that respondents 

now anticipate economic growth and domestic demand to be weaker than before.” Among 

the PMI sub-indices, the business activity index and forward-looking new sales orders index 

fell precipitously from 53.5 to 37.0 and from 52.7 to 44.4. The expected business conditions 

also fell sharply from 68.0 to 55.8 although still above the key 50-level. The prices index 

was the only index to show a gain from 63.5 to 69.9 due to the inflationary impact of the 

weaker rand. While disappointing, the Absa PMI index is likely to recover over coming 

months as the shock of April’s cabinet reshuffle dissipates. By contrast with the Absa PMI’s 

sharp decline the Markit PMI fell by only a slight margin from 50.7 in March to 50.3 in April, 

holding above the expansionary 50-level for an eighth consecutive month.  

 

 The trade surplus increased from R4.8 billion in February to a surprisingly strong R11.4 

billion in March well above the R6.2 billion consensus forecast. While exports grew by an 

impressive 16.0% month-on-month imports also showed a robust 8.9% increase attributed 

encouragingly to rising demand for capital goods. The annualised trade surplus for the first 

quarter (Q1) amounts to R73.9 billion up from R13.9 billion in the previous quarter, 

signaling a further decline in the current account deficit from an already narrow 1.7% of 

GDP in Q4 2016.  

 

 Vehicle sales fell sharply in April by 13.4% year-on-year. Sales of passenger and commercial 

vehicles fell by 13.7% and 12.8% respectively while export volumes fell by 25.5%. The 

decline in vehicle sales is partly attributed to the large number of public holidays during 



 

 

April although undoubtedly the post-budget tax increases and credit rating downgrades also 

affected consumer and business demand. The latest decline is especially disappointing 

following signs of stabilization at the start of the year with vehicle sales rising in the first 

quarter by 1.8% compared with a contraction of 11.3% in 2016. However, there should be 

some recovery in vehicle sales over coming months as the calendar effect dissipates.   

 

SOUTH AFRICA POLITICAL REVIEW 

 After several months’ delay President Zuma unexpectedly signed the Financial Intelligence 

Centre Act (FICA) amendment Bill. The move is positive for the financial services sector 

which had been at risk of being sanctioned by the international Financial Action Task Force. 

The FICA amendment Bill will enable more rigorous financial oversight of politically 

exposed persons and facilitate the fight against corruption.  

 

 During May Day speeches by key members of the Executive Committee of the ANC, Cyril 

Ramaphosa was cheered in Mpumalanga, a so-called “Premier League” province 

traditionally supportive of the Zuma-camp. By contrast Zuma-supporters Jessie Duarte and 

Mbete Baleka, also members of the six-member Executive Committee, received frosty 

receptions. President Zuma was booed off stage at a COSATU May Day rally in the Free 

State, also a Premier League province. While indicative of waning support for the Zuma 

camp the level of animosity signals rising political tension ahead of the key ANC electoral 

conference in December.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank monetary policy committee rate decision: Due Wednesday 10th May. Although 

the Reserve Bank has hinted that it is at the end of its rate hiking cycle it will likely err on 

the side of caution and resist cutting rates at the upcoming meeting due to the current 

volatility in the rand.  

 

 Manufacturing production: Due Wednesday 10th May. Having fallen in February by -3.6% 

year-on-year manufacturing production is expected to show a slight positive reading in 

March helped by the base effect of low year-ago data. The firming in the manufacturing 

purchasing managers’ index in March above the expansionary 50-level also signals an 

improvement in month-on-month growth.  

 

 Mining production: Due Wednesday 10th May. Mining production is expected to maintain its 

recent uptrend in March lifted by rising international commodity demand and firmer prices. 



 

 

The manufacturing sector is likely to make a positive contribution to first quarter GDP 

growth compensating for the expected contraction in manufacturing output.  

 

NORTH AMERICA 

 Nonfarm payrolls rebounded from 79,000 in March to 211,000 in April above the 190,000 

consensus forecast. The unemployment rate fell from 4.5% to 4.4% helped by a slight 

increase in the number of people leaving the labour force. The recovery suggests payroll 

weakness in March was transitory and that economic activity picked-up in the second 

quarter. Although growth in average hourly earnings slipped from 2.6% year-on-year to 2.5% 

wage pressure is likely to increase as the economy approaches full employment. The Fed’s 

Beige Book of anecdotal economic reports cites a growing shortage of skilled labour in many 

districts. The labour shortage is likely to be exacerbated by restrictive immigration 

policies.  

 As expected the Fed kept its key fed funds rate unchanged at 0.75-1.0% and its balance 

sheet fixed at $4 trillion. However, the Federal Open Market Committee (FOMC) statement 

was surprisingly “hawkish” signaling an intent to continue “normalizing” monetary policy 

despite recent weakness in economic data. For the first time since the interest rate cycle 

began the Fed appeared to move away from being “data dependent”. The fed funds futures 

market raised the probability of a June rate hike to 65% following the FOMC meeting. With 

inflation close to the Fed’s 2% target and the labour market close to full employment the 

Fed is expected to implement two 25 basis point rate hikes by year-end and start reducing 

the $4 trillion balance sheet in 2018.  

 Factory orders increased in March by just 0.2% month-on-month, a sharp slowdown from 

February’s 1.2% increase, marking the weakest growth in four months. However, core 

durable goods orders, a closely watched barometer of business investment spending, 

increased 0.5% on the month the strongest reading since December. The Institute for Supply 

Management (ISM) manufacturing index slipped back from 57.2 in March to 54.8 in April but 

some pullback had been expected from the 3-year high reached in March. The ISM 

employment index fell from 58.9 to 52.0 and the new orders index from 64.5 to 57.5 

although both remained in strong expansion territory and some consolidation had been 

expected from respective 6- and 9-year highs.  

 

CHINA 

 China suffered a slowdown in trade activity in April with export growth falling to 8.0% year-

on-year from 16.4% in March and import growth falling from 20.3% to 11.9%. Overall exports 



 

 

were undermined by a fall in growth in exports of electronics and machinery products from 

12.3% to 2% while import growth was affected by lower imports of mining resources as 

authorities attempt to cool speculative activity in the real estate sector. The softer trade 

data suggests the stronger than expected 6.9% GDP growth recorded in the first quarter 

(Q1) may lose momentum in Q2.  

 

 The Caixin/Markit services purchasing managers’ index (PMI) slipped from 52.2 in March to 

51.5 in April, which although above the expansionary 50-level marks the fourth straight 

monthly decline and its lowest reading since May 2016. The composite PMI measuring both 

manufacturing and services sectors also fell from 52.1 to 51.2 its lowest since June 2016. 

The decline in PMI readings mirrors concerted efforts by the government and People’s Bank 

of China to reduce financial leverage in the economy. Although contributing to weaker 

economic data over the short-term balance sheet deleveraging should improve longer-term 

stability.  

 

JAPAN 

 Base wages fell in March by 0.1% year-on-year the first decline in 10 months while total 

monthly average earnings fell 0.4% also the first decline in 10 months, attributed to a 

decrease in bonus payments and working hours. The fall in wages undermines the Bank of 

Japan’s and government’s attempts at breaking the country’s deflationary spiral. Higher 

wages are viewed as critical to bringing about positive inflation. Upcoming “shunto” spring 

wage negotiations are pointing to disappointing overall wage growth compared with last 

year although wage increases among small- and medium-sized enterprises will be more 

widespread due to the growing labour shortage. Unemployment in Japan is just 2.8%.   

 

EUROPE 

 Eurozone GDP grew in the first quarter (Q1) by 0.5% quarter-on-quarter maintaining the 

same pace of growth as Q4 2016 although on a year-on-year basis growth slowed slightly 

from 1.8% to 1.7%. The growth rate is nonetheless solid boding well for the remainder of 

the year amid increased spending, falling unemployment and declining spare capacity in 

the economy. The robust GDP reading is attributed to healthy gains in manufacturing 

activity, business investment and consumer spending.  

 

 The IHS Markit Eurozone composite purchasing managers’ index (PMI), measuring both 

manufacturing and services sectors, was revised upwards from its initial reading of 56.7 to 

a fresh six-year high of 56.8 for April. The data confirms the growing health of the region’s 

economy. The data reflects a broadening in the Eurozone recovery and convergence of the 



 

 

major economies. Ireland, Spain and Italy recorded composite PMI gains to 3-, 20- and 117-

month highs, respectively, while the gap between the readings for France, Germany and 

Italy are equal to their narrowest on record. The PMI data is consistent with second quarter 

(Q2) GDP growth of 0.7% signaling an acceleration from the 0.5% growth achieved in Q1.  

 

 Pro-European Union candidate Emmanuel Macron won the French presidential elections by a 

larger than expected margin beating anti-establishment National Front leader Marine Le 

Pen with 66% of the votes. Although polls indicate parliamentary elections on 11th-18th June 

will result in a hung parliament making it difficult for Macron to implement meaningful 

reforms, the presidential election result removes the market’s most feared outcome. While 

political uncertainties remain, regarding Brexit negotiations and Italy’s general election in 

2018, the ECB will likely be emboldened by the French election result into tapering its 

quantitative easing programme later in the year.  

 

 Following seven years of lackluster performance Eurozone-based companies are finally 

recording strong earnings growth. Of the companies, which have so far recorded first 

quarter (Q1) earnings, the median company grew earnings per share by 12.5% year-on-year 

in Q1. The median company beat revenue and earnings per share estimates by 1.8% and 

5.3% respectively, by far the best “beat” since 2012. Moreover, 61% of companies beat the 

earnings per share estimate, the highest margin in five years.  

 

UNITED KINGDOM 

 Following lackluster year-on-year retail sales growth of 0.1% in January, 0.4% in February 

and -0.2% in March, sales rebounded by 6.3% in April. However, with Easter Sunday falling 

on 16th April this year and 27th March last year, the latest April reading captures the full 

Easter effect. Retail sales are likely to resume their weakening trend in May and over 

coming months as consumers are squeezed by falling wage growth and rising inflation.  

 

 The services sector purchasing managers’ index (PMI) increased from 55.0 in March to 55.8 

in April above the expansionary 50-level and its highest reading so far this year. The 

services PMI is consistent with quarterly services growth of 0.7% well above the 0.3% growth 

recorded in the first quarter (Q1). With the services sector accounting for well over two-

thirds of UK GDP, the services PMI augers well for Q2 GDP growth. The manufacturing PMI 

also staged a strong recovery rising from 54.2 to 57.3 finally reflecting improved 

competitiveness from the weaker pound. The composite PMI, measuring conditions across 

services, manufacturing and construction sectors, climbed from 54.8 to 56.2 also its highest 

level in 2017. While the strength of recent PMI readings is encouraging Brexit uncertainty 

and rising inflation may undermine both business and consumer demand over coming 

months.  



 

 

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of Australia (RBA) kept its benchmark interest rate unchanged at 1.5% for 

an eighth consecutive month, as expected. While citing stability in inflation and domestic-

led growth the accompanying RBA statement was particularly upbeat in its outlook for the 

global economy. Despite risks to China’s debt-fueled property speculation RBA governor 

Philip Lowe noted that: “There has been a broad-based pick-up in the global economy since 

last year” with higher commodity prices providing a “significant boost” to Australia’s 

national income.  

 

 India’s IHS Markit manufacturing purchasing managers’ index remained at 52.5 in April 

unchanged from March although above the key 50-level which separates expansion from 

contraction for a fourth straight month. IHS Markit economist Pollyana De Lima noted that: 

“Buoyant domestic demand coupled with sustained growth of new orders from abroad 

boosted the upturn in total new business received by Indian manufacturers in April. Having 

recovered at the beginning of the year from December’s demonetization-related 

contraction, growth of order books has gathered pace in each month since.” In addition: 

“The outlook appears encouraging too, with output expected to remain on an upward 

trajectory amid reports of planned capacity expansions, new product launches, aggressive 

marketing campaigns and an improving economic scenario.” 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.01 

JSE Fini 15  - 0.61 

JSE Indi 25  + 13.75 

JSE Resi 20  - 1.91 

R/$   + 0.64 

R/€   + 2.84 

R/£   - 5.17 

S&P 500  + 7.17 

Nikkei   + 1.54 



 

 

Hang Seng  + 11.71 

FTSE 100  + 2.21 

DAX   + 10.57 

CAC 40   + 10.71 

MSCI Emerging  + 14.24 

MSCI World  + 8.34 

Gold    + 6.55 

Platinum  + 1.83 

Brent oil  - 13.16 

 

TECHNICAL ANALYSIS 

 The rand is trading in a range between R/$13.00 and 13.50. A break below R/$13.50 is 

required to pave the way for further depreciation to the R/$14.50 level.  

 

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

resistance at £/$1.25 which has now become a key support level and should promote 

further near-term currency gains. Recent strong gains have diminished prospects for 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 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.   

 

 Despite failing to hold above the $55 level the Brent crude price is well supported at $50 a 

barrel. 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. In 2016, South Africa succumbed to 

the perfect storm with year-on-year growth of just 0.3%. GDP growth was undermined 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. Despite the loss of our foreign currency 

investment grade credit rating GDP growth will rebound in 2017 and 2018.  

 

 The South African Reserve Bank’s leading economic indicator, which predicts economic 

conditions 3-6 months ahead, increased in February for a seventh consecutive month, 

signalling a significant recovery in economic growth. This increase reflects a rebound in 

both external and domestic conditions. External conditions are improving as a direct 

consequence of the steady recovery in the global economy. According to the World Trade 

Organisation the world economy is enjoying synchronised growth across all regions for the 

first time since the global financial crisis in 2008/09. Amid rising international commodity 

prices and strengthening global trade South Africa’s trade balance has improved from a 

trade deficit of -R6.6 billion in the third quarter 2016 to a trade surplus of +R55.7 billion in 

the fourth quarter. Our current account deficit has narrowed steadily from -5.8% of GDP in 

2013 to an impressive -1.7% its lowest level since the second quarter of 2011.  

 

 Domestic conditions are also improving. Following one of the worst droughts in living 

memory agricultural conditions will bounce back this year as weather patterns normalise. 

The US Department of Agriculture forecasts South Africa’s maize output will increase in 

2017 by 65% more than reversing the 27% decline in late 2015 and early 2016.  

 



 

 

 After years in the doldrums manufacturing activity is finally turning the corner. 

Notwithstanding the recent aberration following the twin credit rating downgrade, the 

Stellenbosch-based Bureau of Economic Research purchasing managers’ index (PMI), a 

forward-looking survey of conditions in the manufacturing sector, has risen sustainably 

above the expansionary 50-level. In March this year all major manufacturing PMI sub-indices 

returned above the 50-level for the first time since March 2012. The South African Chamber 

of Commerce and Industry’s (SACCI) business sentiment index rose to its highest since 

October 2015. 

 

 Sub-Saharan Africa is enjoying a solid economic recovery. The neighbouring region accounts 

for 30% of South Africa’s total exports and an even greater proportion of manufacturing 

exports, making it the country’s largest export destination. The strong recovery in Sub-

Saharan Africa is good news for South Africa’s economy. Following growth of just 0.7% in 

2016 GDP in the region is expected to expand in 2017 by 3.5% accelerating to 4.0% in 2018 

amid rising international commodity prices and normalization of weather patterns, in turn 

boosting agricultural output and hydroelectricity generation.  

 

 The Reserve Bank has hinted that the interest rate hiking cycle is ended, suggesting that 

the repo rate, after rising from 5% in early 2013 to 7% currently, is likely to ease in coming 

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

with increased agricultural production, in turn bringing down CPI, which is expected to 

average 5.5% over 2017. This is well within the Reserve Bank’s target range of 3-6%, which 

despite recent rand turbulence should embolden the central bank to cut interest rates. 

Interest rate cuts will boost consumer and business confidence, household expenditure and 

investment spending.  

 

 Forecasts for South Africa’s economy have become overly pessimistic. Despite rising 

political risk the cyclical economic rebound will take many by surprise fuelled by a recovery 

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

household spending. The domestic economy is in the very early stages of a cyclical 

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

projected. GDP growth of 1.5% is likely in 2017 as the negative conditions which beset the 

economy in 2016 begin to reverse.  

 

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. 


