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IN THIS WEEK’S BOTTOM LINE 

 The rand’s acute volatility since the start of the year begs the question, how much should I 

be investing offshore? There is no one-size fits all answer to the question. Asset managers 

have differing views on the subject, although they all agree on one thing: that one’s 

investments should never be restricted to a single currency. Diversification is key, it is the 

cornerstone of portfolio construction. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 The Standard Bank South African purchasing managers’ index, which tracks activity across 

the manufacturing as well as mining, services, construction and retail sectors of the 

economy, increased in September from 47.2 to 48.0. However, it remained below the 

contractionary 50-level for a third straight month. There was a general improvement across 

the sub-indices although they all held below the 50-level. The output index increased from 

44.4 to 46.4 and the forward-looking new orders index from 45.3 to 46.7. Rand weakness 

and the higher oil price forced the input price index higher from 58.2 to 58.4 although weak 

domestic demand and a lack of pricing power meant companies were unable to pass on the 

cost increase. The output price index declined from 56.3 to 53.5. Although portraying a 

bleak analysis of the South African economy, the longer-term outlook should improve in 

response to President Ramaphosa’s fiscal stimulus package, amendments to the Mining 

Charter and de-regulation of electricity, port and rail tariffs.  

 

 New vehicle sales declined in September by 1.9% year-on-year following-on from the 2.5% 

decline in August. The depressed new vehicle sales market mirrors the sharp decline in the 

ABSA/BER manufacturing purchasing managers’ index which fell in August to 43.4, well 

below the key 50-level which demarcates expansion from contraction. The biggest culprit 

was the passenger vehicle segment, which fell 2.6% on the year. Light commercial vehicle 

sales fell 1.2%, although medium and heavy commercial vehicle sales increased by 0.4% and 

12.9%, respectively, while buses increased by 40.0%. Vehicle exports were a bright spot 

rising by 1.2% on the year building on the 8.1% year-on-year increase in August. On a 

month-on-month basis, vehicle export sales increased 15.2% in August and a further 13.7% 

in September. While the weaker rand provided a helpful tailwind for exports, the opposite 

is true for domestic sales. The weaker rand is aggravating the fuel price, placing additional 

pressure on domestic new vehicle demand.  

 

 The ABSA/BER manufacturing purchasing managers’ index (PMI) maintained its sharp August 

decline to 43.4, falling further to 43.2 in September, well below the contractionary 50-



 

 

level. While the business activity sub-index improved slightly from 37.2 to 38.7 the 

forward-looking new sales orders index declined again from 39.9 to 39.6. The employment 

index also slipped from 45.5 to 42.9 while the inflationary effect of rising fuel prices and a 

weaker rand pushed the prices paid index up sharply from 79.7 to 85.9. The manufacturing 

PMI is consistent, at current levels, with a further contraction in manufacturing production 

in the third quarter (Q3), following the 0.3% quarter-on-quarter contraction in 

manufacturing GDP in Q2.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Thursday 11th October. Growth in manufacturing production 

is expected to have slowed in August to around 0.5% year-on-year marking a sharp 

slowdown from 2.9% in July. The ABSA/BER manufacturing purchasing managers’ index 

(PMI) fell in August to 43.4 well below the key 50-level which demarcates expansion from 

contraction, indicating depressed conditions in the sector. 

 

 Moody’s biannual credit rating review: Due Friday 12th October. Moody’s, the only major 

credit rating agency to have kept South Africa’s foreign currency sovereign credit rating at 

investment grade, is unlikely to downgrade despite the sluggish economic growth. At its 

last review, Moody’s raised its outlook for South Africa from “negative” to “stable.” A 

reversal in this outlook would normally precede an actual downgrade to junk status.  

 

GLOBAL 

 The JPMorgan/Markit global manufacturing purchasing managers’ index (PMI) fell in 

September from 52.6 to 52.2, which although still above 50 and therefore in expansionary 

territory marks the fifth successive monthly decline, to a 22-month low. Among the sub-

indices, the output index fell from 53.3 to 52.4, and the forward-looking new orders index 

from 52.5 to 52.1. The new export orders index fell from 50.3 to 49.7, now in 

contractionary territory, hurt by increasing uncertainty over trade policy. Both input and 

output prices indices were subdued, moderating from 61.2 to 60.7 and from 54.3 to 54.1, 

respectively, signalling a slight easing in inflationary pressure. By country, all 

manufacturing PMIs were in retreat in September excepting the UK which showed an 

increase from 53.0 to 53.8. The US ISM manufacturing index fell from 61.3 to 59.8, weighed 

down by dollar strength and trade policy uncertainty. The Eurozone PMI fell from 54.6 to 

53.2, a two-year low. The global manufacturing survey data suggests global growth may 

have peaked in the second quarter.  

 

 The Brent oil price has increased by 17% over the past two months lifting it to a four-year 

high. The catalyst for the latest surge to over $85 per barrel came after OPEC declared that 

the market was amply supplied, signalling a reluctance to raise production quotas. Anxiety 

over oil sanctions on Iran is also affecting sentiment. However, despite declining Iranian 



 

 

output, OPEC supply showed an increase in September boosted by a pick-up in Iraqi 

production. At the same time, higher oil prices are starting to impact demand, even in the 

US where business and consumer confidence is at multi-year highs. The oil price, having 

risen steadily for four years, could conceivably reach $100 per barrel. However, the outlook 

for slowing economic momentum in the US and China in 2019 combined with sufficient 

global capacity to offset Iranian supply shortfalls, suggests the oil price is close to its peak.  

 

NORTH AMERICA 

 Non-farm payrolls increased in September by 134,000 well below the consensus forecast of 

185,000. However, the prior month figure was revised upwards from 201,000 to 270,000 

helping to mitigate the weak September reading. Part of the weakness is attributed to 

Hurricane Florence, which particularly affected the retail, hospitality and leisure 

industries. These sectors of the economy showed a net decline in payrolls. With the labour 

pool declining, the unemployment rate fell from 3.9% to 3.7% its lowest since 1969 when 

the Vietnam War significantly reduced the labour pool. Average hourly wages posted a solid 

0.3% month-on-month increase although due to the base effect of high comparative data, 

the year-on-year growth in average hourly earnings slipped from 2.9% to 2.8%. Despite the 

low non-farm payroll figure, the overall employment report confirms a strong jobs market 

cementing a continuation of the Fed’s quarterly interest rate increases.  

 

 The strong employment report prompted a surge in the 10-year US Treasury bond yield to 

3.23% its highest level since May 2011. A further rise in the Treasury bond yield may prompt 

investors to switch out of equities into Treasury bonds, putting pressure on global equity 

markets. Over the past two years the Treasury bond yield has more than doubled from a 

low of 1.36% in mid-2016, yet US equity indices have risen by around 30% over the same 

period. At some level however, there will be a tipping point for a broad-based asset 

allocation shift from equities into bonds. The current consensus suggests the tipping point is 

a yield of 3.5%. However, some analysts suggest the recent uptick in yields is a blip rather 

than the start of a sustainable upturn. A sustainable upturn in yields normally depends on a 

material pick-up in inflation. So far, inflationary expectations have remained well 

anchored. The US “break-even” rate, a measure of investors’ inflationary expectations 

derived from the yield difference between 10-year Treasury bonds and similar maturity 

Treasury Inflation Protected Securities, has remained stable at 2.1% over the past 6 

months. The rise in the 10-year conventional Treasury bond yield means its yield in real 

terms, after taking inflation into account, has exceeded 1.0% for the first time in seven 

years, well above the 10-year average of 0.50%.  

 

 Following recent strength, the ISM non-manufacturing index defied expectations for a 

decline, rising in September from 58.5 to 61.6 its highest since the data series began in 

2008. The business activity sub-index jumped from 60.7 to 65.2 while the employment 

index increased from 56.7 to 62.4. Anthony Nieves, ISM chair, observed that: “The non-

manufacturing sector has had two consecutive months of strong growth since the “cooling 



 

 

off” in July. Overall, respondents remain positive about business conditions and the current 

and future economy.” However, he cautioned that: “Concerns remain about capacity, 

logistics and the uncertainty with global trade.” The non-manufacturing survey covers the 

services sector of the economy, which contributes around 80% of US GDP. The data suggests 

US GDP growth in the third quarter (Q3) may measure close to the 4.2% annualised growth 

achieved in Q2.  

 

CHINA 

 The People’s Bank of China (PBOC) cut the reserve requirement ratio (RRR) for most 

commercial banks by 100 basis points from 15.5% to 14.5%. The RRR cut will free-up around 

$175 billion in potential lending. The RRR has declined from 17.0% at the end of 2017. 

While authorities have steadily reduced the RRR since the start of the year and encouraged 

infrastructure spending at local government level, they have so far resisted actual interest 

rate cuts due to the competing policy goals of deleveraging the economy and maintaining 

exchange rate stability. However, an interest rate cut is likely if the RRR cut is to be 

transmitted into stronger credit extension. The PBOC may also take a more lenient view 

towards yuan depreciation if trade tensions with the US continue to intensify. A series of 

mild interest rate cuts are likely over the next 6-9 months to help shore up China’s 

economy, leading to an expected turnaround towards mid-2019.  

 

JAPAN 

 Growth in average regular earnings jumped from 1.1% year-on-year in July to 1.4% in 

August, its fastest pace since 1997. While growth in total pay slipped from 1.6% on the year 

to 0.9% this was due to a 7.4% decline in bonus payments. Bonus payments are notoriously 

volatile, so some pullback had been expected following the 18.2% year-on-year increase 

recorded in May. The outlook for wage growth remains positive. Stronger wage growth is 

the key pre-requisite to a sustainable increase in inflation. Wage growth of around 2.5% 

may be needed for inflation to rise to the Bank of Japan’s 2% target. Although well above 

current levels, the tightening labour market signals further strengthening in wage growth in 

the months ahead. The unemployment rate, currently just 2.4% is expected to fall further 

over the next year amid continued jobs growth and labour scarcity.  

 

 The Cabinet Office’s Economy Watchers sentiment index slipped slightly in September from 

48.4 to 48.6 although some pullback had been expected following the jump from 46.3 in 

August. The pullback was attributed to the impact from the large earthquake in Hokkaido 

and a high incidence of typhoons across the country. The forward-looking outlook index also 

slipped from 51.4 to 51.3 although the prior month the index had risen strongly from 49.0. 

The Cabinet Office kept its overall economic assessment unchanged having upgraded it in 

August from “the recovery was taking a breather” to “the gradual recovery continues” 

although it did express concern over high costs and the impact of the trade dispute. 

 



 

 

EUROPE 

 Germany’s industrial production unexpectedly fell in August by 0.3% month-on-month, 

following July’s sharp 1.3% decline. The consensus forecast had been for an increase of 

0.4% on the month. On a year-on-year basis industrial production fell by 0.1%. However, 

factory orders, which tend to be a leading indicator of output, increased in August by a 

solid 2.0% on the month, signalling a potential turnaround after falling 0.9% in July and 

3.9% in June. Robust factory orders coupled with elevated order backlogs, a recovery in the 

Ifo manufacturing survey sub-index and a solid manufacturing purchasing managers’ index, 

suggest industrial production will stage a rebound into the latter part of the year.  

 

UNITED KINGDOM 

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

September from 52.8 to 53.8, widening its margin above the neutral 50-level. The 

consensus forecast had been for a decline to 52.5. Meanwhile the August PMI was revised 

upwards from 52.8 to 53.0. Rob Dobson of Markit observed that: “September saw a mild 

improvement in the performance of the UK manufacturing sector. Domestic market demand 

strengthened, while increased orders from North America and Europe helped new export 

business stage a modest recovery from August’s contraction. Business confidence also rose 

to a three-month high.” Encouragingly, the improvement in the PMI was broad-based across 

sub-categories. The output balance increased strongly from 53.8 to 55.4 its highest level 

since May. The export orders balance reversed the previous month’s decline indicating that 

Brexit concerns are weighing on exports less than had been feared. The upbeat 

manufacturing PMI suggests the manufacturing sector may have made a small contribution 

to third quarter (Q3) GDP after detracting from GDP in Q2.  

 

 The Markit services purchasing managers’ index (PMI) slipped back in September from 54.3 

to 53.9 although some decline had been expected following the strong gain in August. 

Despite the decline, the services PMI remained comfortably above the expansionary 50-

level and above its July level. The future activity sub-index rebounded indicating solid 

growth in the services sector over coming months. The services PMI averaged 53.9 in the 

third quarter (Q3) only slightly below the Q2 average of 54.0, consistent with services 

output of around 0.5% quarter-on-quarter in Q3. The services sector comprises around 

three-quarters of UK GDP, which is expected to show similar growth of around 0.4-0.5% in 

Q3.  

 

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of India (RBI) unexpectedly left its benchmark repo rate unchanged at 

6.50%. A further 25 basis-point rate hike had been expected following-on from successive 

rate hikes at the two previous policy meetings in June and August. The decision to leave 



 

 

rates on hold may be attributed to the easing in consumer price inflation in July from 4.2% 

year-on-year to 3.7% bringing inflation below the RBI’s 4% target for the first time since 

October 2017. However, in its policy statement the RBI flagged several inflation risks, 

including capacity constraints, fiscal stimulus, currency volatility and the rising oil price. 

While the RBI refrained from hiking interest rates at the latest policy meeting a further rate 

hike is likely before year-end. The monetary policy committee changed its formal policy 

stance from “neutral” to “calibrated tightening.”  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 8.88 

JSE Fini 15  - 12.33 

JSE Indi 25  - 16.42 

JSE Resi 20  + 19.77 

R/$   - 16.66 

R/€   - 12.90 

R/£   - 13.91 

S&P 500  + 7.89 

Nikkei  + 4.48 

Hang Seng  - 12.42 

FTSE 100  - 5.91 

DAX   - 7.51 

CAC 40  - 0.23 

MSCI Emerging - 14.07 

MSCI World  + 1.91 

Gold   - 7.91 

Platinum  - 12.27 

Brent oil  + 26.01 



 

 

 

TECHNICAL ANALYSIS 

 The spike in the rand/dollar rate to R/$15.50 in the first week of September may mark the 

peak in the currency’s recent decline.   

 

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

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

the bull run in the dollar may be over.  

 

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

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

 

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

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

 

 The US 10-year Treasury yield has broken above resistance at 3.0% and 3.20%, paving the 

way for a new 3.20-3.30% trading range. However, any further move highly is likely to meet 

stiff resistance, especially at the key 3.50% level.   

 

 The benchmark R186 2025 SA Gilt yield has spiked higher to 9.30% but is expected to meet 

stiff resistance at this level, limiting any further likely upside. The R186 may retrace a 

portion of its upward move taking the yield back to the 8.80% level and thereafter 8.60%.  

 

 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 decisively broken above key resistance at $80 per barrel, opening-up 

the $100 level, which just two months ago seemed far-fetched. However, any spike higher 

to the $100 level is likely to be short-lived, a blip rather than the start of a sustainable 

trend higher. The outlook for base metals prices is less certain after the copper price 

retreated sharply from the key $7000 per ton level. A decisive break below $6000 per ton 

would herald a bear market in copper and base metals’ prices.  

 

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

recovery and a test of the $1400 target level.  

 



 

 

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

above the key resistance level of 60,000 in December signals the early stages of a new bull 

market. 

 

BOTTOM LINE 

 South Africans have a love affair with offshore investing, borne out by the fact that South 

Africa is a net external creditor. This means that in aggregate South Africans become 

wealthier if the rand depreciates. This is just as well and is what sets us apart from net 

external debtors like Turkey and Argentina, where steep currency depreciation is a source 

of great anxiety rather than a windfall.  

  

 The rand’s acute volatility since the start of the year begs the question, how much should I 

be investing offshore? There is no one-size fits all answer to the question. Asset managers 

have differing views on the subject, although they all agree on one thing: that one’s 

investments should never be restricted to a single currency. Diversification is key, it is the 

cornerstone of portfolio construction. 

 

 While many asset managers will recommend a greater offshore allocation, the Pension 

Funds Act provides a useful middle ground. Regulation 28 of the Pension Funds Act limits 

overseas exposure to 30%, lifted from 25% in the 2018 National Budget. In discretionary 

portfolios some asset managers may be inclined to regard this figure as a minimum rather 

than maximum, although the ultimate decision rests with the individual’s personal 

circumstances.  

 

 Investing in South Africa, like all emerging markets, comes with added risk. Typically, 

emerging markets suffer from less political and policy certainty, greater unemployment, 

socio-economic instability, weaker credit ratings and higher currency volatility. However, 

investing overseas is not just about escaping emerging market risk.  

 

 Higher risk goes hand-in-hand with greater potential returns. Emerging markets enjoy 

higher population growth, a growing middle class, stronger long-term economic growth and 

therefore superior earnings growth and equity market returns. Although hard to believe 

now, following one of the worst four-year periods for the JSE in the past 50 years, in the 

period from 2006-2013 the JSE beat the US S&P 500 index, in dollar as well as percentage 

terms.  

 

 From 2000-2016 and over the longer-term from 1900-2016, the JSE has an impeccable track 

record, producing a higher real return (after taking inflation into account) than any of the 

20 largest developed market stock exchanges. Over the two periods, the JSE has produced 

an impressive annualised real return of 8.2% and 7.2%, respectively. By comparison, US 



 

 

equities have produced a real return over the two periods of 2.7% and 6.4%, the UK 2.4% 

and 5.5%, Germany 2.2% and 3.3%, and Japan 0.8% and 4.2%. The JSE wins. 

 

 Regardless of where one expects to find the best returns, there should always be an 

allocation of plus or minus 30% to global markets. South Africa contributes less than 1% of 

global GDP and the market capitalisation of the JSE is also less than 1% of the world 

market. Global investment exposure provides access to developed markets, to other faster 

growing emerging markets such as India and China, to many asset classes, such as 

infrastructure, renewable energy and absolute return strategies, some of which are not 

even available in South Africa. It stands to reason, based on the massive choice available 

globally (there are 5,000 companies listed on the Bombay Stock Exchange alone), that there 

will potentially be greater businesses with more innovative and entrepreneurial 

management, in external markets. It would be unreasonable to expect all the best 

investments in the world to be located in South Africa. 

 

 There has been a significant increase in domestic investment outflows over the past 18 

months. This comes as no surprise, coinciding with heightened socio-political instability, 

lacklustre economic growth, credit rating downgrades and the absence of domestic 

investment returns. However, unpredictability is a feature of both local and global 

markets. One cannot necessarily extrapolate recent trends into the future and expect 

global markets to continue outperforming. Global investment allocations should be 

implemented according to a long-term plan rather than as a knee jerk response to recent 

economic conditions.  

 

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. 


