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SOUTH AFRICA ECONOMIC REVIEW 

 Mining production contracted in August by -1.1% month-on-month while July’s previous 

estimate of 1.1% was revised lower to -0.8%. On a year-on-year basis mining production 

slowed from a downwardly revised 4.0% (previously 5.6%) to 3.8% well below the 6.5% 

consensus forecast. The performance is disappointing, mining output declined -3.3% 

quarter-on-quarter in the three months to end August. The outlook remains poor. The 

beneficial effect of the low comparative base last year will soon dissipate indicating further 

output declines in the months ahead amid weakening global demand and falling commodity 

prices. While the demand remains lackluster domestic infrastructure constraints such as 

electricity load shedding will constrain supply.  

 Manufacturing production increased in August by 0.4% month-on-month although declined in 

the three months to end August by -0.3% quarter-on-quarter. On a year-on-year basis 

growth in manufacturing production slowed from a downwardly revised 5.3% to -0.2%. The 

main culprits were the “basic iron and steel, non-ferrous metal products, metal products 

and machinery” sector which fell by -8.0% on the year and subtracted 1.6 percentage points 

from annual growth. The vehicle, parts and accessories sector also fell -4.4% on the year 

subtracting 0.4 percentage points from overall manufacturing output. The Steel and 

Engineering Industries Federation of SA warned that the contraction in the iron and steel 

sector is likely to continue further clouding the outlook for manufacturing in the months 

ahead. The outlook remains poor amid weak external demand and subdued domestic 

business confidence while supply will continue to be constrained by energy outages.   

 In a speech in New York SA Reserve Bank Governor Lesetja Kganyago said that while weak 

the economy will not go into recession. Kganyago also indicated that inflation expectations 

will rise above the central bank’s 3-6% target range but it was unlikely this would prompt 

monetary tightening: “Our expectation is that next year, in the first quarter, inflation will 

be outside of our target range. We think that is temporary.” Kganyago also outlined the 

substantial benefits of SA’s macroeconomic structures including transparent fiscal policy, 

credible inflation targeting, and a free-floating exchange rate, which he argued helps 

unwind economic imbalances. 

 Foreign investors bought a net R7.3 billion worth of domestic bonds in the past week almost 

reversing the substantial –R9.3 billion net selling during the month of September. The 

inflow is attributed to greater risk tolerance following the release of “dovish” Federal 

Reserve policy minutes. However, foreign investors remained substantial sellers of domestic 



 

 

equities, selling a net –R4.7 billion in the past week following net sales of –R4.5 the 

previous week.  While net foreign equity purchases for the year-to-date remain reasonably 

healthy at R25.03 billion the heavy –R9.2 billion net selling over the past fortnight lifts the 

chances of a market correction in the near-term.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The ANC’s National General Council conference, which traditionally assesses the success of 

policies endorsed at the previous national elective conference, shed little light on the 

party’s succession. However, this fact alone seems to support the ascendancy of Cyril 

Ramaphosa since he is the assumed successor. Key decisions taken by ANC conference 

members are likely to foster concern and will most probably be watered down at 

government level: First, the decision to “fast track” the National Health Insurance in spite 

of lacking detail on the costs involved and an already strained state budget. Second, the 

party’s official endorsement of the 50/50 proposal that all farm owners should give 50% of 

their equity to farm workers. Third, the decision to consider a “wealth tax” as a means of 

financing the state’s development costs.  

 

SOUTH AFRICA: THE WEEK AHEAD 

Nil this week. 

 

NORTH AMERICA 

 Minutes from the Fed’s policy setting meeting in September reveal a split between 

committee members who feel that conditions warrant a rate hike by the end of the year 

and those who are keen to await confirmation that the outlook for economic growth had 

not deteriorated significantly. The minutes noted that: “because of the risks to the outlook 

for economic activity and inflation, the committee decided it was prudent to wait…” 

Following the “dovish” minutes the probability of a Fed rate hike in November, as implied 

by fed funds futures fell to 8% down from 18% at the start of the month. Market consensus 

is shifting towards next March as the anticipated start of Fed monetary policy 

normalization.  

 US import price inflation increased from -1.6% month-on-month in August to -0.1% in 

September well above the -0.5% consensus forecast. Although on a year-on-year basis 



 

 

import prices fell -10.7% the decline is due primarily to the sharp oil price drop. The most 

recent data signals a slowing in the pace of imported deflation in spite of weak global 

demand and current dollar strength. The Fed is likely to delay its first interest rate hike 

until next year following the recent release of unexpectedly weak employment data. 

However, monetary policy direction will be guided more closely by any turning point in 

inflation.  

 Initial jobless benefit claims decreased by a larger than expected 13,000 in the past week 

from 276,000 to 263,000 well below the 274,000 consensus forecast. This was the lowest 

since mid-July when the number of jobless claims fell to its lowest since 1973. The less 

volatile four-week average also declined from 271,000 to 268,000. Initial jobless claims 

figures are consistent with healthy employment growth in apparent contradiction to the 

weak September non-farm payroll data.  

 The Institute for Supply Management (ISM) index, measuring conditions in the services 

sector, decreased from 59.0 in August to 56.9 in September. Although below the 57.5 

consensus forecast and back to levels at the start of the year the index remains firmly 

above the key 50 level in expansionary territory. Surprisingly, the employment sub-index 

was one of the few to increase rising from 56.0 to 58.3, which contradicts the weak 

September non-farm payroll reading.  

 

CHINA 

 The Shanghai Composite index surged more than 3% on Monday in positive reaction to the 

announcement by the People’s Bank of China (PBOC) to expand its credit asset pledged 

lending programme (CAPLP) from the original two provinces to 11 provinces. The 

programme will ease banks’ management of their credit assets which typically comprise 

around 50% of banks’ total assets. The supply of CAPLP liquidity from the PBOC should help 

ease the risk of a credit crunch.   

 

JAPAN 

 The Cabinet Office Economy Watchers Survey index, measuring sentiment among frontline 

workers, fell for a second straight month from 49.3 in August to 47.5 in September further 

below the key 50 level which demarcates expansion from contraction. The index fell for all 

three sub-sectors: The household index covering retail, services and housing fell from 48.8 

to 47.0, the business index fell from 48.3 to 46.9, and the employment index fell from 55.2 

to 52.7. Although the overall expectations index increased for the first time in four months 



 

 

from 48.2 to 49.1 it remained in contractionary <50 territory, indicating a worsening in 

economic conditions. 

 

 Core machinery orders, closely watched as a lead indicator of capital investment, fell 

sharply in August by -5.7% month-on-month in contrast to the 2.3% consensus forecast 

increase. Core machinery orders have declined for three straight months the longest losing 

streak since 2009. While reflecting deteriorating domestic business confidence, the data 

also shows a sharp drop in overseas demand. Machine tool orders from overseas fell -11.0% 

month-on-month marking a ninth straight decline, with orders from China and neighbouring 

economies especially weak. The data provides a useful clue to the whole region besides 

Japan.  

 

 

EUROPE 

 Minutes from the ECB’s September policy meeting reveal that: “The downside risks had 

clearly increased, and there was a need to carefully monitor developments and policies 

outside the euro area.” The minutes confirmed that monthly asset purchases of €60 billion 

per month would be fully implemented until the provisional deadline of September 2016 

but beyond if necessary until inflation rises sustainably to below but close to the ECB’s 2% 

target. With consumer price inflation slipping back into deflationary territory at -0.1% year-

on-year in September financial markets are forecasting that the ECB will increase the scale 

and scope of its quantitative easing programme, possible as soon as the policy meeting in 

late October. 

 Industrial output declined in key individual Eurozone economies in August. In Germany, the 

region’s largest economy, industrial output fell by -1.1% month-on-month followed by 

declines of -1.7% in Spain, -0.5% in Italy, and -1.2% in Holland. France was the only bright 

spot with unexpectedly strong growth of 1.6% well above the 0.6% consensus forecast. 

Notwithstanding the rebound in France, the generally weak data across the region is 

consistent with a decline in overall Eurozone industrial output of -0.4% in August, signaling 

a loss in momentum in the economic recovery. 

 

 Germany’s factory orders unexpectedly fell in August by a substantial -1.8% month-on-

month in contrast to the 0.5% consensus forecast, while the contraction in July was 

downwardly revised to -2.2%. The factory orders are far weaker than had been suggested by 

manufacturing purchasing managers’ indices, signaling a loss in momentum in the second 

half of the year in response to both weakening domestic and global demand. The data was 

released prior to the Volkswagen emission scandal, which may impose additional downward 

pressure on factory orders in coming months.  

 



 

 

 Germany’s trade surplus shrank from €25.0 billion in July to €15.3 billion in August. German 

exports fell month-on-month by -5.2% the largest decline since 2009. While Germany has 

remained relatively immune to the slowing in global demand since the beginning of the 

year the latest data show an abrupt change. Surprisingly imports also declined by -3.1% on 

the month in spite of buoyant consumer confidence and retail sales. After rising a robust 

3.4% quarter-on-quarter in the second quarter the latest data is consistent with a decline in 

the trade surplus of over -1% in Q3, which will detract from GDP growth.  

 

 The German ZEW investor sentiment expectations index, which aims to predict economic 

developments six months ahead, fell sharply from 12.1 in September to 1.0 in October well 

below the 6.5 consensus forecast. The figure indicates that only a small majority of 

investors see economic conditions improving in the next six months. According to ZEW 

President Clemens Fuest: “The exhaust-gas scandal of Volkswagen and the weak growth of 

emerging markets has dampened economic outlook for Germany…. However, the 

performance of the domestic economy is still good and the euro-area economy continues to 

recover.” Arguably however, much of the boost to domestic demand has been due to lower 

oil prices, the benefit of which will begin to fade. 

 

 

 

UNITED KINGDOM 

 Construction output fell in August by -4.3% month-on-month substantially below the 1.0% 

consensus forecast increase. While partly blamed on wet weather conditions even a full 

reversal in September would still leave third quarter (Q3) construction output down -1.2% 

quarter-on-quarter. Meanwhile, the trade deficit is also subtracting from economic growth. 

Although the trade deficit narrowed slightly from -£4.4 billion in July to -£3.3 billion in 

August the cumulative trade deficit for Q3 is already more than double the entire Q2 

deficit. Sterling strength is affecting trade competitiveness amid an already slowing 

external demand environment, which may contribute to a slowdown in Q3 GDP growth. The 

loss in momentum in the economic recovery was signaled the previous week by declines in 

both manufacturing and services purchasing managers’ indices.  

 

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

record low 0.5% and the size of its asset purchase programme fixed at £375 billion. While 

one member of the nine-person policy committee voted in favour of a rate hike financial 

markets are pricing-in the probability that the first rate hike will only materialize in the 

second half of 2016. Although wage increases are picking-up these are being 

counterbalanced by productivity improvements. Meanwhile, consumer price inflation is 

likely to dip back into negative territory during September and October. Although deflation 



 

 

is likely to be a temporary phenomenon due to recent fuel price declines, the BOE will be 

mindful of any “second round” deflationary effects.  

 

 As expected consumer price inflation (CPI) dipped back into negative territory falling from 

0.0% year-on-year in August to -0.1% in September. Core CPI which excluded volatile food 

and energy inflation was also subdued at an unchanged 1.0%. While the statistical base 

effect of sharp energy price declines will soon wash out allowing a return to positive 

inflation, there are concerns that the indirect effects of lower energy prices have not yet 

fed through fully.  

 

FAR EAST AND EMERGING MARKETS 

 The outcome of regional elections in India’s state of Bihar 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’s 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. An election 

win for the Modi coalition in Bihar would generate additional momentum for the 

government’s key economic reforms, in turn boosting capital inflows and asset prices. Key 

economic reforms include the Goods and Services tax bill and infrastructure spending 

legislation. 

 

 Taiwan’s exports declined in September by -14.6% year-on-year extending their double-digit 

declines for a fourth straight month. Among the various sectors, exports of mineral 

products fell -46.8%, chemical products by -24.8%, and electronic parts by -9.9% 

aggravating the inventory backlog. The trade data is evidence of a sharp economic 

slowdown in Taiwan but also sheds useful insight into economic conditions of key trading 

partners. The decline in exports to China accelerated from -17.6% in August to -20.5% in 

September and to Japan from -12.6% to -15.1%.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.0 

JSE Fini 15  + 5.47 

JSE Indi 25  + 11.91 



 

 

JSE Resi 20  - 11.73 

R/$   - 14.12 

R/€   - 7.51 

R/£   - 12.18 

S&P 500  - 2.01 

Nikkei   + 5.66 

Hang Seng  - 3.70 

FTSE 100  - 2.97 

DAX   + 3.21 

CAC 40   + 9.73 

MSCI Emerging  - 9.52 

MSCI World  - 2.06 

Gold   - 1.65 

Platinum  - 17.62 

Brent Crude  - 13.03 

 

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%.  

 

 The MSCI World Equity index has broken 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 so far is 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.  

 

 The S&P 500 has broken down from a rising wedge pattern, which is traditionally a trend-

changing pattern. The break below the 2070 level confirms a reversal of the upward trend. 

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 

$5,300 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.   

 

 The All Share index has broken below its bull market support level which has been intact 

since 2009. The downside target for the All Share index is 41,000.  

 



 

 

BOTTOM LINE 

 In its latest World Economic Outlook (WEO) report, the IMF lowered its GDP growth 

forecasts for SA from 2.0% to 1.4% in 2015 and from 2.1% to 1.3% in 2016. The IMF cited 

electricity load-shedding and other supply side bottlenecks for the downward revision, in 

addition to lower commodity prices and increased import competition in sectors such as 

steel manufacturing.  

 

 The World Bank downgraded its SA growth forecasts for 2015 and 2016 to 1.5% and 1.7% 

from its earlier forecast of 2% in each year. The Bank cited the country’s electricity 

challenges, high unemployment, a volatile currency and poor business and consumer 

sentiment.  

 

 At its latest policy meeting in September the SA Reserve Bank (SARB) marked its GDP 

forecasts substantially lower from 2.0% to 1.5% in 2015, from 2.1% to 1.6% in 2016, and 

from 2.6% to 2.1% in 2017. While leaving the repo rate unchanged at 6.0% the central bank 

stated that “it remains on a gradual policy normalization path” citing upside risks to the 

inflation outlook. The policy statement suggests the current interest rate hiking cycle has 

further to go in spite of slowing growth. 

 

 Slower GDP growth goes hand-in-hand with declining corporate earnings growth, which 

accompanied by prospects of rising interest rates makes it difficult to justify the massive 

+8.20% rally in the JSE All Share index over the past month.  

 SA stocks appear stretched on a valuation basis relative to other global equity markets. SA 
equities trade on a trailing price-earnings multiple of 19.2x which is significantly above 
global peers and significantly above the 14.3x long-term historic average. This would be 
warranted if companies and the economy were exhibiting above-average growth rates but 
this is currently not the case.  
 

 Foreign investors’ contribution to total market traded volume has been higher than average 
over the past fortnight which combined with the hefty net selling by foreigners lifts the 
chances of a market correction in the near-term.  
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