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SOUTH AFRICA ECONOMIC REVIEW 

 Speaking at a conference last Friday SA Reserve Bank (SARB) Deputy Governor Francois 

Groepe reiterated that the central bank’s core mandate is price stability and that it stands 

ready to act to stem any increase in inflationary expectations. He cautioned that consumer 

price inflation is expected to breach the upper end of the SARB’s 3-6% target range over 

two quarters in 2016, which may drive inflationary expectations upwards. His remarks 

signal the SARB’s commitment to additional interest rate increases in spite of the marked 

slowdown in economic growth. Following buoyant US payroll data and the growing 

likelihood of a Fed December rate hike, the SARB may be tempted to hike the repo rate by 

a further 50 basis points at its policy meeting on 19th November.  

 Growth in the Absa house price index slowed from 5.3% year-on-year in September to 4.8% 

in October, well below its recent peak of 9.7% in October 2014. On a month-on-month basis 

the house price index slowed to just 0.2% the slowest since early 2012. The slowdown is 

attributed to small- and medium-sized houses with price growth slowing to just 2.9% on the 

year, while the price growth of larger houses increased from 7.2% the previous month to 

7.7%. The general deceleration in nominal house price growth amid rising inflation and 

prospects for higher interest rates indicates negative real house price growth in the first 

half of 2016.  

 Speaking at a conference at Wits University Judge Dennis Davis, who is heading the Davis 

Tax Committee review of SA’s tax system, warned that growing corruption in the country 

could undermine the integrity of the tax system and lead to a “tax revolt”. Given the 

country’s current fiscal strain Judge Davis was critical of growth in the public wage bill and 

continued financial support for state-owned enterprises in particular SA Airways. He said 

expenditure should be prioritized towards infrastructure development and student 

bursaries. Regarding tax increases he said a one percentage point increase in VAT would 

raise an additional R15-20 billion a year but would affect the poor the most. An increase in 

the top marginal rate of income tax would be more politically expedient but would only 

raise an additional R3-5 billion. Judge Davis cautioned against raising corporate income tax 

as this rate should remain competitive with other countries.  

 The Standard Bank Markit purchasing managers’ index (PMI), measuring private sector 

activity in both manufacturing and service sectors, fell from 47.9 in September to 47.5 in 

October below the 47.7 consensus forecast and still in sub-50 contractionary territory. The 

index has been contractionary for five straight months and is now at its lowest level in 



 

 

fifteen months. The continued decline is in spite of an easing in load shedding, which 

suggests growing demand constraints. The forward-looking new orders sub-index fell sharply 

attributed to currency volatility and market uncertainty. The new export orders index also 

suffered a large decline in spite of the competitive boost from a sharply weaker rand.  

 Foreign investors sold a net –R3.07 billion worth of domestic bonds in the past week, 

putting an end to four straight weeks of net purchases and reducing year-to-date inflows to 

R25.34 billion. Foreign investors remained net sellers of domestic equities with outflows of 

–R2.1 billion in the past week. Equity sales were concentrated in the property sector while 

buying was noted in the financial sector. Foreign equity purchases for the year-to-date 

remain positive at a net R12.84 billion although the heavy –R19.69 billion net selling over 

the past month lifts the chances of a market correction in the near-term.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The ANC elective conference in KZN saw the former provincial secretary Sihle Zikalala 

elected as chairperson of the party in the province. Zikalala is together with the “premier 

league” of provinces, including Mpumalanga, North West and Free State, likely to endorse 

Nkosazana Dlamini-Zuma for president at the ANC’s national elective conference in 2017. 

At face value Zikalala’s victory has impeded Deputy President Cyril Ramaphosa’s 

ascendancy to the presidency. However, there are some suggestions that Dlamini-Zuma’s 

growing support is merely a smokescreen to disguise the inevitability of Ramaphosa’s 

election, thereby squeezing out other bids for the position.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 10th November. According to consensus forecast the 

contraction in manufacturing production is expected to deteriorate from -0.2% year-on-year 

in August to -2.30% in September. This will weigh on third quarter GDP growth, which is in 

danger of being negative. The GDP figures will be released on 24th November.  

 Mining production: Due Thursday 12th November. According to consensus forecast the 3.80% 

year-on-year growth in mining production achieved in August is expected to deteriorate to 

a contraction of -0.90% in September. This will weigh on third quarter GDP growth, which is 

in danger of being negative. The GDP figures will be released on 24th November.  

 



 

 

NORTH AMERICA 

 US nonfarm payrolls increased by a far stronger than expected 271,000 in October 

substantially above the 185,000 consensus forecast. The figure reverses the weakness in 

August and September restoring the three-month average back to just below 200,000. The 

unemployment rate fell from 5.1% to 5.0% the lowest in seven years. The share of 

involuntary part-time workers fell sharply also to a seven-year low indicating declining 

labour market slack. Meanwhile, average hourly earnings jumped from 0.0% month-on-

month to 0.4% and on a year-on-year basis from 2.3% to 2.5% the highest in six years. 

Robust payroll growth accompanied by growing wage pressure creates a strong case for the 

Fed to hike interest rates at its upcoming policy meeting on 15-16th December.  

 The Institute for Supply Management (ISM) non-manufacturing purchasing managers’ index 

(PMI) increased sharply from 56.9 in September to 59.1 in October well above the 56.5 

consensus forecast and the key 50-level which demarcates expansion from contraction. 

Among the sub-indices the business activity index increased from 60.2 to 63.0, the 

employment index from 58.3 to 59.2, and the forward-looking new orders and new export 

orders indices from 56.7 to 62.0 and from 53.0 to 54.5. The survey signals a strong rebound 

in the US service sector.  

 US light-vehicle sales increased in October by 13.6% year-on-year to an annualized rate of 

18.12 million the second straight month above the key 18 million mark and well above the 

17.7 million consensus forecast. Vehicle sales are at their highest monthly rate since 2005 

and according to General Motors the current six-month moving sales average indicates that 

the industry is on “track to establish a record calendar year”. The vehicle sales data 

suggests consumer spending on durable goods remains robust, with consumer spending 

likely to provide a solid ballast to GDP growth during the fourth quarter.  

 Productivity, measuring the change in nonfarm output per hour, increased in the third 

quarter (Q3) by 1.6% quarter-on-quarter annualized down from 3.5% in Q2. On a year-on-

year basis productivity slowed from 0.8% to 0.4% confirming the weakening trend. 

Unfortunately the meagre productivity improvement is being generated amid subdued 

output growth and declining employee hours, which fell for the first time since Q3 2009. At 

the same time the increase in unit labour costs gained from 1.6% on the year to 2.0%. The 

combination of rising unit labour costs and weak producer pricing power will eventually 

dent company profit margins.  

 

CHINA 



 

 

 China’s trade outlook deteriorated further in October with both exports and imports falling 

by more than expected. In US dollar terms exports shrank by -6.9% year-on-year down from 

-3.7% in September. Imports declined -18.8% on the year with soft commodity imports and 

vehicle imports falling the most by -32.7% and -25.9% respectively. Surprisingly, exports to 

the US slowed to -0.9% on the year down sharply from +6.7% in September, and the fall in 

exports to the EU steepened from -0.2% to -2.9%, indicative of weakening external demand 

in China’s key export markets.  

 

 Consumer price inflation (CPI) fell more than expected from 1.6% year-on-year in 

September to 1.3% in October below the 1.5% consensus forecast. The fall is attributed 

mainly to declining food inflation which fell from 2.7% to -1.9% led by falling pork and 

vegetable prices. Core CPI, which excludes food and energy prices and therefore tends to 

be less volatile, also fell from 1.6% to 1.5% signaling a broadening deflationary threat. 

Producer price inflation remained unchanged at -5.9% year-on-year in line with consensus 

forecast but in deflationary territory for the 44th consecutive month. The inflation data 

coupled with weak trade figures will likely prompt the Peoples’ Bank of China into further 

monetary easing via cuts in both the bank Reserve Requirement Ratio and the benchmark 

interest rate.  

 

 

 

JAPAN 

 Japan’s wages per worker increased in September by 0.6% year-on-year up from 0.4% in 

August, marking the third straight gain. Growth in real wages improved from 0.1% to 0.5% 

and in scheduled pay for full-time employees from 0.2% to 0.4% marking the 17th straight 

positive reading. Wage and salary increases are viewed as key prerequisites to a sustainable 

return to positive inflation. The Abe government will be hoping for stronger wage and 

salary increases especially given the dramatic improvement in Japan’s terms of trade and 

boost to corporate earnings from the sharply weaker yen. However, wages and salaries may 

be rising more than immediately apparent from the data given the structural changes to 

Japan’s labour market. After taking into account the replacement of retired “baby 

boomers’ with younger and cheaper graduates, and a rapid increase in female labour 

participation, the current gains in wages and salaries is more encouraging.  

 

 

EUROPE 



 

 

 German industrial production fell sharply in September by -1.1% month-on-month marking 

the second straight monthly decline. On a year-on-year basis production growth fell from 

2.7% in August to just 0.2%. The main culprits were manufacturing output and output of 

consumer goods which suffered month-on-month declines of -1.4% and -3.2%. For the third 

quarter (Q3) as a whole industrial production fell by -0.2% quarter-on-quarter in contrast to 

the 0.2% increase in Q2 which suggests a slowdown in GDP in Q3. The slowdown in the 

Eurozone’s largest economy adds to the likelihood of the ECB increasing the scale and 

scope of its quantitative easing programme at its policy meeting in December.  

 

 Eurozone retail sales slowed down for a third straight month in September with month-on-

month growth falling from 0.6% in July to 0.0% in August and -0.1% in September below the 

0.2% consensus forecast increase. The slowdown is attributed to weakness in the region’s 

two largest economies. Germany’s retail sales were flat after falling -0.7% the previous 

month while France suffered a -0.4% decline in September. In contrast some of the more 

peripheral economies enjoyed strong growth with Spain up 0.5% on the month and Ireland 

by a robust 0.9%. Overall however, retail sales appear to be losing momentum amid 

declining consumer confidence. The weakening outlook for household expenditure suggests 

a slowdown in Eurozone GDP growth in the months ahead.  

 

 Switzerland’s consumer price inflation (CPI) remained unchanged in October at 0.1% month-

on-month and on a year-on-year basis at -1.4% the lowest rate since 1959. Core CPI, which 

excludes food and energy prices, also remains firmly stuck in negative territory falling from 

-0.7% year-on-year in September to -0.8%. Swiss deflation is attributed to the sharp 

appreciation in the Swiss franc but there is also evidence of growing domestic deflationary 

pressure with companies increasingly securing reductions in the price of domestically-

produced inputs. With the ECB expected to increase the scale and scope of its quantitative 

easing programme in December the Swiss National Bank (SNB) will be under pressure to 

intervene in foreign exchange markets to prevent further appreciation in the franc. The 

SNB may also be inclined to make a further cut to its deposit rate which is already negative 

at -0.75%.  

 

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) kept its benchmark Bank Rate unchanged at 0.5% 

and maintained its asset purchase programme at £375 billion. The BOE lowered its inflation 

and economic growth forecasts: The projected return of inflation to 1% has been pushed 

back from the first quarter (Q1) next year to Q3 2016. The BOE’s forecast for GDP growth in 

2016 was lowered from 2.7% to 2.5% and for 2017 from 2.7% to 2.6%. The BOE’s estimate of 

labour slack in the economy remained unchanged at 0.5%. The overall tone of the BOE’s 



 

 

policy statement remained “dovish” suggesting that the first interest rate increase will be 

delayed until the second half of next year. The prospect for a widening gap between US 

and UK interest rates, combined with uncertainty ahead of the UK referendum on EU 

membership indicates sterling will continue to weaken versus the US dollar over the next 

six months.  

 

 The services purchasing managers’ index (PMI) increased from 53.3 in September to 54.9 in 

October further above the expansionary 50-level and ahead of the 54.5 consensus forecast. 

However, some of the sub-indices suggest a more cautious outlook. The forward-looking 

new business growth index remained unchanged at 55.0 the lowest since the second quarter 

(Q2) 2013, and the business expectations fell to 68.0 the lowest since Q4 2012. The lift in 

the headline services PMI may be temporary due to the effect of the Rugby World Cup, and 

therefore unlikely to continue into the remainder of the year. 

 

 

 

FAR EAST AND EMERGING MARKETS 

 In pivotal regional elections in India’s state of Bihar the incumbent Bihar Chief Minister 

Nitish Kumar unexpectedly beat Prime Minister Modi’s rival BJP party. The outcome could 

have significant repercussions for India’s financial markets. Elections in Bihar are being 

viewed as a mid-term referendum on the Modi-led government and may deal a setback to 

its reform agenda. Bihar is a key state in North India, one of the most populous in the 

country and is a show-case for India’s economic potential enjoying an average GDP growth 

of over 9% over the past ten years.  

 

 Indonesia’s GDP growth improved from 4.67% year-on-year in the second quarter (Q2) to 

4.73% in Q3. Although below the 4.8% consensus forecast the outlook for growth appears to 

be stabilizing due to increased public infrastructure spending. Following the merger of the 

two government departments of public works and housing, government infrastructure 

disbursements have increased sharply. GDP growth should regain the 5% level in 2016 as 

infrastructure spending continues to gain momentum and the benefits trickle down to 

investment spending and household expenditure. Meanwhile the Indonesian rupiah has been 

relatively stable in recent weeks which may enable the central bank to cut interest rates by 

between 25-50 basis points over the next six months.  

 

 Despite slowing external demand Malaysia’s industrial production increased in September 

by a robust 5.1% year-on-year substantially above the 3.0% consensus forecast. Mining 

output increased 4.4% on the year more than reversing the -3.4% decline in August and 



 

 

manufacturing output increased 5.6% helped by export growth. The data is consistent with 

solid third quarter GDP growth of around 4.8%.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.23 

JSE Fini 15  + 6.17 

JSE Indi 25  + 17.25 

JSE Resi 20  - 25.24 

R/$   - 19.88 

R/€   - 8.99 

R/£   - 16.91 

S&P 500  + 0.96 

Nikkei   + 12.56 

Hang Seng  - 3.72 

FTSE 100  - 4.13 

DAX   + 10.30 

CAC 40   + 14.94 

MSCI Emerging  - 11.79 

MSCI World  - 1.06 

Gold   - 7.71 

Platinum  - 24.46 

Brent Crude  - 17.90 

 

TECHNICAL ANALYSIS 



 

 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. Although the rate of the rand’s depreciation is accelerating there is no sign 

yet of panic selling or capitulation. This stage needs to be reached before a reversal in the 

rand’s move can occur. 

 

 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.  

 

 Despite the recent uptick in bond yields the long-term JPMorgan global bond index bull 

trend remains intact, with the yield targeting a new low during the fifth and final wave.  

 

 The US 10-year Treasury yield has broken above key resistance levels of 2.0% and 2.2%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield is testing support at 8.70% which if broken could open a 

new target of 9.5%.  

 

 Although recently recovered the MSCI World Equity index broke downward from a rising 

wedge formation which has been intact since the 2008/09 global financial crisis. It is 

unlikely that the downward move is over as the correction was too small for a bull market 

of the magnitude and duration of the 2009-2015 bull market. The downside target for the 

MSCI World Equity index is 1,400.  

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle can be expected in the next year. The next major wave down 

will complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur around June 2016.  

 

 Although recently recovered the S&P 500 index broke downward from a rising wedge 

pattern, which is traditionally a trend-changing pattern. The downward trend is likely to 

remain intact unless the index decisively regains the 2070 level. A further negative signal is 

that the Dow Jones Transport Index, traditionally a lead indicator for the broader market, 

is leading the broader market lower on the downside.  

 

 Brent crude’s break below the key $50 support level suggests a continuation of the 

weakening long-term trend. Copper is regarded a reliable lead indicator for industrial 

commodity prices and barometer of global economic growth. It has broken below the key 

$5,000 support level suggesting further downside ahead.   



 

 

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 Although recently recovered the All Share index broke below its bull market support level 

which has been intact since 2009. The downside target for the All Share index is 43,000.  

 

BOTTOM LINE 

 The rand’s woes continue. The currency depreciated against the US dollar for a third 

consecutive week taking its losses since the start of the year to -18%. The latest slump in 

the rand is attributed to much stronger than expected US unemployment data, signalling 

the growing likelihood of a US interest rate increase before year-end. US nonfarm payrolls 

increased during the month of October by 271,000 substantially above the 187,000 

consensus forecast. Futures markets immediately raised the probability of a December Fed 

rate hike from 30% to 75%.  

 

 The Fed has been communicating for a long time the desire to start normalising monetary 

policy and lift interest rates away from zero. Fed chair Janet Yellen had made it clear last 

week prior to the unemployment data release that there was a “live possibility” for a rate 

hike at the policy setting meeting on 15-16 December. Although employment data tends to 

be volatile the latest payroll figures almost cement the case for a rate hike.  

 

 The prospect of an imminent US rate hike has prompted a swift response in global currency 

markets. The US dollar has rallied across the board especially against emerging market 

currencies. The dollar rally is expected to continue ahead of the Fed’s rate decision on 16th 

December and thereafter as the interest rate gap between the dollar and other currencies 

widens.  

 

 A strengthening dollar will drain dollar-based liquidity from global financial markets. 

Emerging economies dependent on foreign capital inflows will be particularly susceptible. 

The rand will be one of the most conspicuous casualties of dollar strength, especially 

susceptible due to SA’s high current account deficit, growing budget deficit strains, and 

rising external indebtedness. Renewed rand weakness will pose a growing threat to SA’s 

bond and equity markets, will lead to imported inflationary pressure and ultimately further 

rate hikes from the SA Reserve Bank. 
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