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SOUTH AFRICA ECONOMIC REVIEW 

 Mining production increased in July by 5.6% year-on-year up from 4.0% in June and well 

above the 1.6% consensus forecast. On a month-on-month basis mining production increased 

1.1% while June’s figure was revised upwards from an initial 1.1% to 2.0%. Iron ore 

production increased 18.7% on the month reversing the contractions of -8.7% and -8.2% in 

May and June. Coal production increased 3.1% on the month while gold and platinum group 

metals production shrunk by -4.4% and -2.9%. Overall, the production data is encouraging 

despite continued load shedding and weak mining resource prices.  

 Manufacturing production increased in July by a stronger than expected 0.3% month-on-

month and 5.6% year-on-year above the respective consensus forecasts of -0.75% and 1.4%. 

The improvement was broad-based with seven of the ten manufacturing sub-sectors 

showing positive growth. Following the surprise GDP contraction in the second quarter (Q2), 

which was led by sharp declines in manufacturing and mining output, July’s positive data 

suggests a recovery in GDP growth in Q3. Eskom’s guidance that it expects to avoid further 

load shedding until April next year should support better GDP prospects in Q3. 

 The third quarter RMB/BER business confidence index fell for a third straight quarter from 

43 in the second quarter (Q2) to 38 in Q2 well below the 42 consensus forecast and 

substantially below the key 50 level which demarcates expansion from contraction. 

Business confidence was low across all five surveyed sectors but notably weak in consumer 

related sectors with retail business confidence falling from 52 to 34 the weakest since 

2009. In recent years consumer spending has propped-up GDP growth making the fall in 

retail business confidence especially concerning. Among the other sectors manufacturing 

confidence increased slightly from 29 to 34 but still in deep sub-50 contractionary territory. 

Building confidence fell from 48 to 45, one of the highest sector readings. The feeble 

business confidence data may deter the SA Reserve Bank from hiking interest rates again at 

its September policy meeting in two weeks’ time.  

 The 2015 Open Budget Survey which measures countries according to their budget 

transparency ranked SA third out of 109 countries just behind New Zealand and Sweden 

confirming that despite investor concerns some of SA’s institutions remain world-class. SA’s 

score dropped to 86 out of 100 having been as high as 90 in 2012 when it ranked second 

behind New Zealand. The survey measures the degree to which governments make key 

documents available to the public in a timely manner and the degree of usefulness of the 

data.  



 

 

 In the past week foreign investors sold a net –R2.2 billion worth of domestic bonds and sold 

a net –R4.0 billion worth of equities, reversing the R5.3 billion worth of equities purchased 

the previous week. Foreign buying was evident in the industrial sector and property sector 

while selling was evident in the financial sector and resource sector. Foreigners’ 

contribution to total market traded volume was lower than average at 33.3% compared with 

the average for the year-to-date of 38.3%. For the year-to-date foreign net buying of bonds 

and equities amounts to R10.39 billion and R36.49 billion respectively.  

 

SOUTH AFRICA POLITICAL REVIEW 

 A policy discussion document attributed to Obed Bapela (head of the National Executive 

Committee on International Relations) suggested the ANC was considering scrapping dual 

citizenship. Bapela said the proposal was partly aimed at preventing SA citizens from 

serving in the Israeli military drawing strong condemnation from the SA Jewish Board of 

Deputies and the SA Zionist Federation. The government distanced itself from the scrapping 

of dual citizenship, which it recognizes would be a material breach of the Constitution. 

Home Affairs Minister Malusi Gigaba stated that a government review of Bapela’s proposals 

is not in process and that scrapping dual citizenship would be a “mistake of historic 

proportions.” ANC Spokesman Zizi Kodwa stated that: “We want to reassure South Africans 

that in terms of our national policies, we are aligned with the generally accepted practice 

by the majority of countries in the world who recognize dual citizenship.” 

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank (SARB) Quarterly Bulletin for the second quarter. Due Tuesday 15th 

September. The SARB quarterly Bulletin is expected to show that the current account 

deficit narrowed from 4.8% of GDP in the first quarter (Q1) to 4.0% in Q2 due to the 

improved trade account. The Bulletin is expected to indicate lackluster domestic 

expenditure due to poor household finances, job insecurity and slow credit growth. Fixed 

capital formation is also expected to be weak due to low business confidence. 

 Retail sales for July. Due Wednesday 16th September. Following June’s strong growth of 

3.5% year-on-year retail sales growth is expected to slow to 2.4% in July according to 

consensus forecast as the benefit of low year-ago comparative figures dissipates.  

 

NORTH AMERICA 



 

 

 The university of Michigan US consumer confidence index fall sharply from 91.9 in August to 

85.7 in September well below the 91.1 consensus forecast, reversing most of the gains for 

the year. The decline is attributed to the increase in financial market volatility and 

concerns over global economic growth. According to Richard Curtin, chief economist at 

Michigan’s Survey of Consumers: “Consumers still anticipate a weaker domestic economy 

due to the global slowdown and are less optimistic about future growth in jobs and wages 

than they were a few months ago.” The current conditions index fell from 105.1 to 100.3, 

and the forward-looking expectations index from 83.4 to 76.4. The 12-month economic 

outlook index also fell by a substantial margin from 111 to 95.  

 Producer price inflation (PPI) was unchanged on a month-on-month basis due to low energy 

prices, although higher than the -0.1% consensus forecast. Core PPI excluding food and 

energy increased 0.3% on the month well above the 0.1% consensus forecast with the year-

on-year rate accelerating from 0.6% to 0.9%. While the goods price inflation component 

remained weak at -0.6% on the month due mainly to the -3.3% month-on-month decline in 

energy prices, service prices increased 0.4% on the month the third straight monthly 

increase. Service price inflation is a more accurate measure of domestic-led inflation 

pressure. The data should strengthen the Fed’s resolve in hiking the fed funds interest rate 

at its policy setting meeting on Thursday.  

 The US Job Openings and Labour Turnover Survey (JOLTS) confirms labour demand remains 

strong with total job openings rising sharply from 5.323 million in June to 5.753 million in 

July the highest level since the data series began in 2000. As a share of total employment 

job openings increased from 3.6% to 3.9% the highest since the 2008-09 recession. The data 

corroborates the latest payroll report confirming a continued decline in labour market 

slack. The survey reinforces the likelihood of the Fed hiking interest rates in the near 

future, if not this week then in subsequent policy meetings in October or December. 

 Mohammed El-Erian chief economic advisor at Allianz said that predicting whether or not 

the Fed will hike interest rates at its policy meeting this week is too close to call. He added 

that the obsession over the rate hike indicates the extent to which markets and central 

banks have become co-dependent. While pointing out that the Fed will likely undergo the 

loosest tightening in its history El-Erian cautioned that global markets may experience a 

shift to a “higher-volatility regime”. El-Erian warned investors “to be careful because it’s 

going to be incredibly volatile in the next few months” but noted that heightened volatility 

would create once-in-a-decade investment opportunities. 

 

CHINA 



 

 

 Exports fell in August by -5.5% year-on-year although less than July’s -8.3% contraction and 

below the -6.6% consensus forecast. Imports fell -13.8% on the year far worse than July’s 

contraction of -8.1% and the -7.9% consensus forecast. The decline in imports from 

commodity exporting countries was especially pronounced with year-on-year readings for 

Australia, Brazil and Russia of -29.6%, -17.4% and -23.8%. Recent purchasing managers’ 

indices indicate further falls in China’s export and import numbers in the months ahead 

exacerbating the deteriorating economic outlook.  

 Growth in industrial production improved slightly from 6.0% year-on-year in July to 6.1% in 

August although below the 6.5% consensus forecast. The data suggests third quarter (Q3) 

industrial production will be weaker than the 6.3% in Q2 and 6.4% in Q1. Fixed asset 

investment increased by 10.9% the slowest pace since 2001. Real estate investment grew by 

just 3.5% the lowest since 2009. More encouragingly retail sales growth improved from 

10.3% to 10.4% with online sales increasing by 36.5% on the year. The rebalancing of the 

economy from investment–led growth to consumer-led growth remains on track with the 

service sector’s contribution to GDP rising to 50%. However, leading economic indicators 

continue to signal slower GDP growth in the second half of the year possibly below 6%.  

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

to 2.0% in August above the 1.8% consensus forecast. The acceleration in CPI is attributed 

to a rise in food price inflation from 2.7% to 3.7% with pork prices up 16.7% on the year. 

Core CPI excluding food and energy remained flat at 1.7% on the year. Producer price 

inflation (PPI) fell further into deflationary territory falling from -5.4% to -5.9% close to a 

six-year low and below the -5.6% consensus forecast. Raw materials and manufacturing 

prices fell by -11.1% and -4.9%, with mining sector prices down a massive -20.9%. The weak 

inflation outlook raises the likelihood of further monetary easing in the second half of the 

year comprising at least one interest rate cut of 25 basis points and two cuts to the bank 

reserve requirement ratio.  

 

JAPAN 

 Core machinery orders, a closely watched indicator of capital spending in the coming six to 

nine months, unexpectedly fell in July by -3.6% month-on-month a second straight monthly 

decline following the -7.9% fall in June and well below the 3.0% consensus forecast. On a 

year-on-year basis core machinery orders increased 2.8% maintaining a modest growth rate 

although below the 10.5% gain which had been expected. The Cabinet Office cut its 

assessment of core machinery orders for the first time in eight months from last month’s 

“picking-up” to “a pause can be seen in the pick-up.” 

 



 

 

 

EUROPE 

 Italy’s industrial production increased in July by an unexpectedly strong 1.1% month-on-

month reversing the previous month’s -1.0% contraction and well above the -0.8% consensus 

forecast. On a year-on-year basis industrial production increased 2.7% up from the -0.3% 

contraction in June. Industrial production also gained strongly in Germany and Spain with 

month-on-month increases of 0.5% and 0.6% although it shrank by -0.8% in France. Overall, 

Eurozone industrial production increased 0.6% a sharp reversal from the -0.3% contraction 

in June.  

 

 

UNITED KINGDOM 

 

 As expected the Bank of England (BOE) kept its monetary policy unchanged with committee 

members voting 8-1 in favour of keeping the benchmark interest rate at 0.5%. The BOE 

acknowledged that developments in China have increased the risk to the global economy 

but that it is too early to determine any effect on the UK economy. Although lowering its 

forecast for GDP growth in the third quarter from 0.7% to 0.6% due to disappointing 

industrial production the BOE stated that: “Domestic momentum is being underpinned by 

robust real income growth, supportive credit conditions, and elevated business and 

consumer confidence”. According to interest rate futures the first rate hike is expected in 

the near future but not before mid-2016. By contrast the US Fed is expected to hike rates 

before year-end with the growing divergence between US and UK interest rates likely to put 

downward pressure on sterling in coming months. 

 

 Industrial production declined in July by -0.4% month-on-month following a -0.4% decline in 

June and below the 0.1% consensus forecast. The decline is attributed to a sharp slowdown 

in manufacturing which contracted -0.8% the biggest decline since January. Worryingly, the 

production of investment goods fell -2.8% on the month, signaling weakening investment 

demand which may have a longer lasting impact on economic growth.  

 

 

FAR EAST AND EMERGING MARKETS  

 In a surprise move Standard & Poor’s (S&P) credit rating agency cut Brazil’s sovereign 

investment grade credit rating to “junk” status with a “negative outlook”. According to 



 

 

S&P: “The continuing investigations of corruption allegations against high-profile individuals 

and companies in both the private and public sectors and across political parties have led 

to increased near-term political uncertainty…..augur poorly for approval of needed fiscal 

adjustment.” Brazil’s debt downgrade will result in forced selling by investors who are 

constrained by investment grade mandates, estimated to reach the equivalent of US$ 20 

billion. The debt downgrade will cause the Brazilian real to depreciate further adding to 

macro-economic volatility and a weak investment climate. The recession is likely to persist 

into 2016 with weak political leadership unlikely to offer substantial fiscal support.  

 India’s consumer price inflation (CPI) decelerated from 3.69% year-on-year in July to 3.66% 

in August easing for a second straight month while core CPI excluding food and energy fell 

from 4.0% to 3.8% the lowest since 2008. Wholesale price inflation (WPI) fell to -5.0%, in 

negative territory for a tenth straight month and the lowest reading since 1976. With 

“pipeline” inflationary pressures clearly absent it is unlikely CPI will reach anywhere close 

to the Reserve Bank of India’s (RBI) early 2016 target of 6%. The weak inflationary outlook 

raises the likelihood of the RBI cutting its benchmark interest rate by a further 25 basis 

points at the policy meeting on 29th September.  

 As expected the Reserve Bank of New Zealand (RBNZ) cut the benchmark interest rate by a 

further 25 basis points to 2.75% following the cut from 3.25% to 3.0% in July. The RBNZ 

lowered its forecast for GDP growth by end 2015 from a previous 3% to 1.9% and for end-

2016 from 3.1% to 2.5%. The accompanying statement attributed the GDP slowdown to a 

weaker global outlook and falling export prices cautioning against “significant downside 

risks to the outlook for Chinese growth.” The RBNZ said further easing in interest rates is 

likely signaling an additional 25 basis point rate cut in mid-2016.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 0.81 

JSE Fini 15  + 2.69 

JSE Indi 25  + 1.91 

JSE Resi 20  - 15.78 

R/$   - 15.06 

R/€   - 8.21 

R/£   - 13.65 



 

 

S&P 500  - 5.14 

Nikkei   + 4.66 

Hang Seng  - 8.66 

FTSE 100  - 7.33 

DAX   + 3.33 

CAC 40   + 5.74 

MSCI Emerging  - 16.08 

MSCI World  - 4.84 

Gold   - 6.33 

Brent Crude  - 17.16 

 

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 

 

 The Fed’s interest rate decision on Thursday will be one of the year’s most closely watched 

global financial events. A Fed rate hike would be the first in almost a decade putting an 

end to the US central bank’s seven years of zero interest rate policy. The Fed’s rate 

decision will have repercussions for all global financial markets including SA’s forex, bond, 

credit and equity markets.  

 Economists and analysts are split over whether the Fed should hike or not. On the one hand 

unemployment is back to levels which would normally warrant interest rate increases as 

any further jobs growth could lead to a spike in wages and inflation pressure. However, 



 

 

inflation and inflation expectations have remained much lower than the Fed’s target. Some 

analysts believe the Fed is already way behind the curve and that any further delay in 

hiking rates could risk future global stability. The opposite argument is that the global 

financial outlook is already at risk due to the slowdown in China and emerging markets, 

necessitating a postponement in the Fed’s rate hike.  

 

 Concerns over China’s slowdown appear to be gaining the upper hand: The fed funds 

futures market ascribes a 30% probability to a Fed rate hike on Thursday down sharply from 

the 66% probability a month ago. Economists are also veering towards predicting no rate 

hike.  

 

 Ironically the Fed’s interest rate decision is unlikely to cause as much volatility in global 

financial markets as might be expected given the level of debate. The vast majority of US 

mortgages are linked to long-term interest rates rather than short-term rates and as such a 

rate hike would not cause a significant drag on the real economy.  

 

 While a Fed decision to keep rates on hold may prompt a relief rally in “risk” assets such as 

equities and emerging market currencies, the rally is only likely to be temporary. The 

expectation will remain that the Fed will hike rates later in the year either in October or 

December. Meanwhile the Fed rate decision will do little to alleviate the bleak global 

economic outlook characterised by China’s slowdown, deteriorating global earnings growth, 

weak regional purchasing managers’ indices and loss in momentum in global lead economic 

indicators.  
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