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SOUTH AFRICA ECONOMIC REVIEW 

 The Absa manufacturing purchasing managers’ index (PMI) edged up slightly from 44.0 in 

August to 44.9 in September although still well below the key 50-level which demarcates 

expansion from contraction. The PMI for Q3 so far has averaged 43.9 compared with 47.6 in 

Q2. The decline indicates a decline in manufacturing momentum. Among the PMI sub-

indices, the forward-looking new sales orders gained from 40.1 to 43.2 albeit below 50, 

while the employment index fell from 47.0 to 44.1 signaling a lack of new investment or 

capacity expansion. At the same time, the prices index climbed higher from 67.2 to 71.4 

reflecting the inflationary impact of petrol and diesel price hikes over the month. While 

export demand is robust in line with firming global conditions, domestic demand remains 

depressed. However, overall conditions are expected to improve. The expected business 

conditions index moved strongly higher from 46.6 to 52.4 regaining the crucial 50-level.  

 

 The South African Chamber of Commerce and Industry (SACCI) Business Confidence Index 

(BCI) increased sharply from 89.6 in August to 93.0 in September, its largest month-on-

month recovery since January, albeit from its lowest level of the year. Seven of the 

thirteen sub-indices making up the BCI showed month-on-month improvement led by higher 

merchandise import and export volumes. On a year-on-year basis, the BCI gained by 2.7 

points with six sub-indices driving the improvement led by higher merchandise export 

volumes, lower inflation, a higher real value of building plans passed and improved vehicle 

sales. Despite the September uplift, SACCI concludes that: “The South African economy is 

experiencing a myriad of challenges. Although some matters like inflation, monetary policy 

and certain BoP aggregates reflect easier circumstances, aspects like slow economic 

growth, shortage of capital formation and restrained public finances need a strong resolve 

to succeed and create the necessary business and investor confidence.” 

 

 Total new vehicle sales increased in September by 7.0% year-on-year, the fourth 

consecutive month of annual sales growth. On a month-on-month basis total vehicle sales 

grew 3.0%, the fifth straight monthly increase. Total vehicle sales climbed in September to 

50,675 units the highest number since November 2015 while for the quarter sales grew by 

5.9% quarter-on-quarter the strongest growth since the second quarter (Q2) 2013. By 

vehicle type, total passenger sales increased 5.9% on the year and 4.7% on the month while 

commercial sales increased by 9.3% on the year but dropped 0.1% on the month. New 

vehicle exports grew 11.0% on the year and 21.5% on the month reversing the 13.8% 



 

 

monthly decline in August. On a quarter-on-quarter basis, new vehicle exports grew in Q3 

by 19.4% building on the 19.7% expansion in Q2. The new vehicle sales data reflect the first 

green shoots of a recovery in the durable goods cycle, helped by lower interest rates and a 

gradual willingness to see past the current period of political and policy uncertainty.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 10th October. Forward-looking surveys including the 

manufacturing purchasing managers’ index (PMI) and BER business confidence survey 

indicated that manufacturing production would fall in the third quarter (Q3). Manufacturing 

production will likely fall in August by a similar amount to July’s decline of 1.4% year-on-

year. 

 

 Mining production: Due Thursday 12th October. Mining production has performed well since 

the start of the year, rising in the seven months to end July by 4.5% year-on-year. However, 

the base effect of high year-ago comparative levels make continued growth increasingly 

hard to achieve. Base effects may result in nil year-on-year growth in August.  

 

GLOBAL 

 The Barclays global manufacturing confidence index ended the third quarter (Q3) on a high 

note, rising from 0.43 in August to 0.48 in September its highest level since January 2012. 

The improvement was broad-based across a growing number of emerging economies and all 

developed economies except for the UK, which continues to be challenged by Brexit 

uncertainty. The US ISM (Institute for Supply Managers) manufacturing index unexpectedly 

gained from 58.8 to 60.8, China’s manufacturing PMI (Purchasing Managers’ Index) from 

51.7 to 52.4 much better than forecast, Japan’s PMI index from 52.2 to 52.9 and the 

Eurozone’s PMI from 57.4 to 58.1 close to a six-year high. All the PMIs are well above the 

key 50-level demarcating expansion from contraction. A notable feature is that the 

forward-looking new orders component of the PMI readings is consistently strong across the 

regions indicating that global manufacturing conditions are likely to remain buoyant into 

Q4.  

 

NORTH AMERICA 

 The S&P 500 index posted its sixth consecutive record high on Friday. Meanwhile the CBOE 

Volatility index (VIX), often referred to as the market’s “fear gauge”, closed at its lowest 

level since its inception in 1993. The VIX index is compiled from the volume of options 

written on the S&P 500 index, established to protect against upward or downward moves. 



 

 

The VIX index is currently running at half its historical average. More than 70% of all index 

readings below 10, since 1993, have been achieved this year. While a low VIX implies 

positive investor sentiment, it is often a precursor of a sharp upward spike in volatility.  

 

 Non-farm payrolls unexpectedly fell in September by 33,000 the first contraction since 

2010, attributed to disruption from hurricanes Harvey and Irma in Texas and Florida. The 

service sector shed 49,000 jobs although the losses, mainly in the hospitality sector, were 

hurricane related and expected to be temporary. Despite the weak headline readings, the 

unemployment rate fell from 4.4% to 4.2% a 16-year low. Average hourly wages growth 

unexpectedly increased from 2.7% year-on-year to 2.9% well above the 2.6% consensus 

forecast. Wage growth was broad-based across goods and services sectors reflecting a 

continued tightening in conditions in the labour market. The significant gain in wage growth 

pushed up the implied probability of a December fed rate hike to 98%. Meanwhile, the US 

two-year Treasury yield increased to 1.52% its highest since October 2008. The dollar index, 

measuring the currency against a basket of currencies, climbed to its highest since July.  

 

 Following last week’s “hawkish” statements from individual Federal Reserve policy makers 

including Fed chair Janet Yellen and Vice-Chairman Stanley Fischer, policy makers’ 

statements this week expressed a greater reluctance to hike interest rates. Dallas Fed 

President Robert Kaplan said he remains “open minded” about a December rate hike. He 

said the Fed “can afford to be patient” on raising rates as structural factors are preventing 

tight labour markets from stoking inflationary pressure. Minneapolis Fed President Neel 

Kashkari said: “The FOMC’s policy to remove monetary accommodation over the past few 

years is likely an important factor driving inflation expectations lower…. My preference 

would be not to raise rates again until we actually hit 2% core PCE inflation on a 12-month 

basis.” 

 

 The Institute for Supply Management (ISM) manufacturing index gained from an already 

elevated 58.8 in August to 60.8 in September its highest since May 2004. Among the 

forward-looking sub-indices, the new orders index increased from 60.3 to 64.6 and the new 

export orders index from 55.5 to 57.0 signaling continued upward momentum into the 

fourth quarter. The ISM service sector index surged higher from 55.3 to 59.8 its highest 

since August 2005 and substantially above the 55.5 consensus forecast. Anthony Nieves, 

chair of the ISM survey committee said: “The non-manufacturing sector has reflected strong 

growth in the month of September despite the impact on the supply chain from the recent 

hurricanes.” The new orders index increased from 57.1 to 63.0, which bodes well for 

momentum in the services sector.  

 

CHINA 



 

 

 The Caixin/Markit services purchasing managers’ index (PMI) fell sharply from 52.7 in 

August to 50.6 in September its lowest since December 2015 and only marginally above the 

expansionary 50-level. The Caixin PMI, which is weighted towards smaller companies, 

contrasts with the official services PMI, weighted towards bigger companies, which 

increased from 53.4 to 55.4 its highest since May 2014. Mindful of the need to boost 

confidence among smaller companies the People’s Bank of China last week cut the reserve 

requirement ratio for banks which do business with small firms and new companies.  

 

 Despite weak Caixin services PMI data the Shanghai CSI 300 index gained 1.7% on its first 

day of trade following the week-long Golden Week public holiday, with the index rising to 

its best level since December 2015. Equity markets are encouraged by the People’s Bank of 

China first monetary easing since February 2016. There is also growing confidence that the 

19th Communist Party Congress, which runs from 18th-25th October will maintain policy and 

economic stability. While economic growth is expected to taper slightly from the stronger 

than expected 6.9% rate recorded in the first half of the year it is unlikely there will be any 

abrupt slowdown.  

 

JAPAN 

 Speaking at a quarterly meeting of Bank of Japan (BOJ) branch managers, BOJ Governor 

Haruhiko Kuroda said: “The year-on-year rate of change in the CPI (all items less fresh 

food) is likely to continue on an uptrend and increase towards 2%, due mainly to an 

improvement in the output gap and a rise in medium- to long-term inflation expectations.” 

BOJ Deputy Governor Hiroshi Nakaso said the central bank’s policies are finally nearing a 

“true dawn”, predicting the long-awaited build-up in inflation pressures in an economy 

haunted by deflation. Despite the BOJ’s asset purchase programme of ¥80 trillion a year, 

the central bank’s bond holdings fell in September for the first month since Kuroda became 

Governor in February 2013. 

 

 Wages per worker increased in August by 0.9% year-on-year the fastest pace since July 2016 

more than reversing the 0.6% decline in July. Base wages grew 0.4% on the year, rising for a 

fifth straight month while special payments, including summer bonuses, grew by a 

substantial 6.1% on the year its biggest gain since March 2016. The slight strengthening in 

wage data stems from a tightening labour market. Authorities are hopeful that companies 

will allocate a greater portion of their record cash piles towards increased wage growth. 

Stronger wage growth is key to raising inflation expectations.  

 

EUROPE 



 

 

 The Constitutional Court in Madrid suspended a session of the Catalan parliament on 

Monday, which was set to make a unilateral declaration of independence (UDI). Catalan’s 

parliament was rescheduled to Tuesday afternoon. Speculation is mounting that Catalan 

leader Carles Puigdemont will make the independence declaration despite increasing 

political and economic pressure against the move. Spain’s Prime Minister Mariano Rajoy has 

warned that the government will not rule out anything “within the law” to halt Catalan 

secession. Meanwhile the third and fifth largest banks in Spain, Caixa and Sabadell, are 

reportedly considering relocating their headquarters to outside Catalonia. Despite growing 

uncertainty Spain’s 10-year government bond yield has increased by just 11 basis points 

from 1.60% to 1.71% since the Catalan independence vote, indicating a muted market 

response so far.  

 

 In the minutes from its September policy meeting the ECB cited increased confidence in the 

outlook for growth and inflation but emphasized the need to be “patient, persistent and 

prudent.” The ECB had been expected to shed light on the tapering of its current €60 

billion a month asset purchase programme, which is due to run until the end of December. 

However, the minutes reiterated that: “Any reassessment of the monetary policy stance 

should proceed in a very gradual and cautious manner, while maintaining sufficient 

flexibility, also in the light of prevailing uncertainties with respect to the inflation outlook 

and financial conditions.” The ECB wants to avoid spooking financial markets and 

undermining the economic recovery. The next ECB meeting is on 26th October.  

 

 Germany’s factory orders rebounded in August by 3.6% month-on-month more than 

reversing the 0.4% decline in July. Domestic orders grew 2.7% while foreign orders 

increased 4.3% led by a 7.7% jump in orders from outside the Eurozone. ING Bank chief 

economist Carsten Brzeski reported that: “Combined with strong business surveys, showing 

production expectations as well as orders books close to record highs, the German industry 

looks all set to end the year at maximum speed.” The factory orders numbers support 

forecasts that Germany’s GDP will maintain its impressive first and second quarter growth 

rates of 0.7% and 0.6% quarter-on-quarter. 

 

UNITED KINGDOM 

 The UK Conservative Party conference ended satisfactorily for embattled Prime Minister 

Theresa May. Prior to the party conference former cabinet colleague Grant Shapps 

announced he was running a campaign to oust her and had a growing list of colleagues who 

wanted to choose a new party leader. The list reportedly included five former cabinet 

ministers. While Theresa May is expected to remain Prime Minister over the medium-term 

her survival largely depends on securing greater certainty for the UK in the upcoming fifth 

round of Brexit negotiations.   



 

 

 

 UK house prices, measured by Halifax Community Bank, increased in September by 0.8% 

month-on-month rising for a second consecutive month after rising 1.5% in August. On a 

year-on-year basis house price growth accelerated from 2.6% to 4.0%. The firming in house 

prices is attributed to tight supply conditions amid a lack of homes coming on the market. 

The volume of new sales instructions remained near all-time lows. However, the outlook for 

house prices remains uncertain. Russell Galley, Managing Director at Halifax Community 

Bank reported that “increasing pressure on spending power and continuing affordability 

concerns may well dampen buyer demand.”  

 

 

FAR EAST AND EMERGING MARKETS 

 As expected the Reserve Bank of India (RBI) kept its benchmark repo rate unchanged at 

6.0%. However, the RBI reduced the standard liquidity ratio, the ratio of reserves required 

by commercial banks, by 50 basis points from 20% to 19.5%. The recent slowdown in GDP 

growth, falling to a three-year low of 5.7% in the second quarter, has raised hopes that the 

RBI would provide some support in the form of monetary easing. RBI Governor Urjit Patel 

said the central bank expects consumer price inflation to rise from its current level to a 

range of 4.2-4.6% in the second half of 2017. Although squarely within the RBI’s target 

range of 4% within a band of two percentage points, policy makers remain cautious due to 

uncertainty over the effect government’s fiscal spending plans will have on inflation.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 13.58 

JSE Fini 15  + 1.44 

JSE Indi 25  + 22.60 

JSE Resi 20  + 15.15 

R/$   - 0.82 

R/€   - 10.86 

R/£   - 7.93 

S&P 500  + 13.66 



 

 

Nikkei   + 5.60 

Hang Seng  + 28.75 

FTSE 100  + 5.11 

DAX   + 13.02 

CAC 40   + 10.36 

MSCI Emerging  + 27.62 

MSCI World  + 14.96 

Gold    + 9.28 

Platinum  + 2.33 

Brent oil  - 1.76 

 

TECHNICAL ANALYSIS 

 The rand needs to break through 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.  

 

 The British pound has broken above key resistance at £/$1.30 promoting further near-term 

currency gains to a target range of £/$1.35-1.40.  

 

 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 

 Healthy global growth combined with low worldwide inflation and low interest rates, is a 

winning recipe for emerging market assets. Emerging markets such as South Africa, with a 

high dependence on trade and commodity exports, are in the sweet spot. 

 

 Ten years after the start of the global financial crisis, the world economy is finally 

exhibiting sustainable synchronised growth. Forward-looking business surveys indicate a re-

acceleration in growth following the temporary slowdown at the start of the year. The 

Barclays global manufacturing confidence index increased in September to its highest level 

since 2012 amid broad-based improvement across developed economies and emerging 

economies.  

 

 Solid world economic growth is being sustained by a combination of household consumption 

and business investment spending. Household consumption is being led by employment 

growth, wage increases, and rising asset prices while business investment spending is being 

led higher by business confidence and low interest rates. At the same time, fiscal policy is 

being relaxed across the world. President Trump has proposed the boldest tax reforms since 

the Reagan presidency. The Eurozone has pulled out of its protracted period of austerity 

following greatly improved budget finances across member states.  

 

 Despite the strong global growth environment, steady jobs growth, and rising wages 

inflation has been consistently below central bank target levels, kept low through 

globalisation and technological innovation. While the world’s major central banks will end 

their emergency quantitative easing programmes, interest rates are likely to adjust 

upwards very gradually. Even in the US, it is doubtful that the fed funds rate will rise by 

100 basis points by the end of 2018 as currently projected by the Federal Reserve.  



 

 

 

 South Africa is among the emerging markets particularly well positioned for a cyclical 

upturn. Growing global demand for commodities coupled with a weakening rand have 

greatly improved South Africa’s terms of trade. The year-to-date trade surplus has grown to 

R43.5 billion compared to a deficit of -R13.7 billion in the same period last year.  

 

 The prolonged period of slack economic growth in South Africa between 2014 and 2016 has 

generated significant spare capacity in the economy which will ensure low inflation and low 

interest rates in the upcoming two to three years. Meanwhile record harvests, as well as 

boosting GDP growth, will keep a lid on food prices, the main component of consumer price 

inflation.  

 

 The prolonged period of slack economic growth in South Africa between 2014 and 2016 has 

created substantial pent-up demand at household and business level. Pent-up domestic 

demand needs a catalyst to be converted into actual economic activity. The ANC’s elective 

conference in December is likely to provide the much-needed catalyst.  

 

 The JSE All Share index has gained for seven straight days breaching the 57,500 level for 

the first time. Equity markets are forward-looking. The record-breaking JSE All Share index 

is discounting better times ahead, for emerging markets generally and for South Africa’s 

domestic economy.   
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