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SOUTH AFRICA ECONOMIC REVIEW 

 During the past week, Finance Minister Pravin Gordhan was summonsed to appear in court 

to face corruption charges and Public Protector Thuli Madonsela was prevented by 

President Zuma’s interdict application from releasing her much awaited “state capture” 

report. Under normal circumstances these shock politicized developments would send the 

rand tumbling but the currency was remarkably poised, barely changing over the week. The 

local currency and bond markets, which are forward-looking barometers, are telling us that 

despite unsettling current events the outlook is improving. Although there is unlikely to be 

a change in ANC leadership until the party’s National Elective Conference at the end of 

2017, there is light at the end of the tunnel. Financial markets are increasingly discounting 

a South Africa under improved leadership.   

 

 Mining production increased in August by a stronger than expected 2.5% month-on-month 

reversing a similar magnitude decline in July. On a year-on-year basis mining output fell by 

0.2% a substantial improvement on July’s -5.4% and the -4.0% consensus forecast. By sector, 

iron ore and platinum group metals (PGMs) increased production on the month by 11.7% and 

8.5%. Iron ore production has soared around 40% over the past five months while PGM 

production is recovering on confidence that a strike will be averted in the sector. Firmer 

global commodity prices should maintain the recent stabilization in mining output although 

the long-term health of the industry will depend on greater regulatory certainty.  

 

 Manufacturing production fell again in August by -1.0% month-on-month following the -1.9% 

decline in July. Of the ten manufacturing sectors, only two showed positive growth in 

August. Glass and non-metallic minerals, and furniture and related, grew production by 

0.6% and 3.7%. On a year-on-year basis manufacturing production growth gained from -0.3% 

in July to 2.2% but this is attributed to base effects. The latest decline is consistent with 

the slump in the manufacturing purchasing managers’ index (PMI) from 52.5 in July to a 

sub-50 contractionary reading of 46.3 in August. The PMI subsequently gained to 49.5, 

which although still contractionary, signals a stabilization in manufacturing output in the 

final month of the third quarter.  

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 Consumer price inflation: Due Wednesday 19th October. According to consensus forecast 

consumer price inflation (CPI) is expected to nudge higher from 5.9% year-on-year in August 

to 6.3% in September moving back above the SA Reserve Bank’s 3-6% target range. The 

previous month’s low CPI number was helped by a 99c/litre petrol price cut, which in 

September was followed by a price cut of just 18 cents. Core CPI, excluding food and 

petrol, is expected to remain unchanged at 5.7%.  

 

 Retail sales: Due Wednesday 19th October. Retail sales growth is expected to slow further 

from 0.8% year-on-year in July to 0.5% in August, hampered by declining consumer 

confidence. Consumer confidence is being affected by poor jobs growth, rising interest 

rates, weak credit demand, and declining expansion in household disposable income.  

 

GLOBAL 

 In its Global Financial Stability Report the IMF stated that overall macroeconomic risks 

remained unchanged since its last review in April. While weakening in developed economies 

the outlook had improved in emerging markets, helped by easier monetary and financial 

conditions and improved capital inflows. The report noted that market and liquidity risks 

had abated following the absorption of the Brexit shock. Unfortunately, credit risks have 

increased sharply due to the impact of low interest rates on the profitability of banks and 

financial companies. In the US, business debt to GDP among non-financial companies is at 

its highest since the 2008/09 global financial crisis. The IMF questioned the effectiveness of 

monetary policy and also flagged rising political and policy uncertainty, citing the shift 

towards populist policies, protectionism, referendums in Europe and the US presidential 

election.  

 

NORTH AMERICA 

 In her speech to policy makers and academics in Boston, Federal Reserve Chair Janet Yellen 

said the Fed may need to run a “high pressure economy” in order to pull the economy out 

of sub-par growth. She said the question was whether the damage caused by the 2008/09 

global financial crisis could be prevented from becoming permanent “by temporarily 

running a high pressure economy, with robust aggregate demand and a tight labour 

market.” Bond markets interpreted Janet Yellen’s speech as showing a willingness to let 

inflation overshoot the Fed’s 2% target, sending yields on 10-year and 30-year treasury 

bonds to their highest since early June. Despite Yellen’s “dovish” speech Fed Funds futures 

maintained a 67% probability of a 25 basis points rate hike at the December policy meeting.  



 

 

 The University of Michigan consumer confidence index unexpectedly fell from 91.2 in 

September to 87.9 in October, its lowest since September 2015 and well below the 91.8 

consensus forecast. While the current conditions index edged higher from 104.2 to 105.5 

the forward-looking consumer expectations index tumbled from 82.7 to 76.6 its lowest in 

two years. The decline in consumer confidence is concentrated among lower income 

consumers and attributed to uncertainty over the presidential election. The data does not 

bode well for consumer spending in coming months. 

 Producer price inflation (PPI) firmed in September indicating a continued buildup in 

pipeline pricing pressure. Headline PPI increased 0.3% month-on-month up from 0.0% in 

August and -0.4% in July. PPI excluding food, energy and trade, which tend to be volatile, 

was also up 0.3% on the month and 1.5% on the year. PPI personal consumption, which is a 

reliable lead indicator for consumer price inflation (CPI), registered 0.3% on the month and 

2.0% on the year, signaling a lift in CPI in the months ahead.  

 Industrial production grew in September by 0.1% month-on-month, which although modest 

is a substantial improvement on the -0.5% decline in August. On a year-on-year basis 

industrial production was flat indicating a stabilization of the recent declining trend. Mining 

production increased 0.4% on the month helped by a recovery in oil rig activity. 

Manufacturing output, which comprises around three-quarters of industrial output, 

increased 0.2% on the month, corroborating this month’s increase in the Institute for Supply 

Managers’ (ISM) manufacturing index from 49.4 to 51.5. Readings above 50 indicate 

expansion. Overall capacity utilization in the industrial sector increased from 75.3% to 

75.4% but remains well below the 80.0% long-term average.  

 

CHINA 

 Trade data was far weaker than expected. The decline in exports accelerated from -2.8% 

year-on-year in August to -10.0% in September while import growth deteriorated from 

+1.5% to -1.9%. Commodity imports slowed sharply: Iron ore import growth slowed from 

18.3% year-on-year to 8.0% and copper imports from +0.9% to -25.3%. On a regional basis 

imports from Australia and Brazil fell in line with weakening commodity demand. By region, 

exports to the US, EU and Japan all contracted, from -0.2% year-on-year to -8.1%, from 

+2.4% to -9.8% and from +0.4% to -7.0%, respectively. China’s trade data confirms the 

fragile global trade environment.  

 Consumer price inflation (CPI) accelerated from 1.3% year-on-year in August to 1.9% in 

September. Although attributed to rising food inflation, which picked-up from 1.3% to 3.2%, 

core CPI excluding food and energy, also firmed from 1.6% to 1.7%, indicating a broad-

based rise in inflation. Producer price inflation (PPI), which has been in deflationary 



 

 

territory since 2012, turned positive rising from -0.8% to +0.1%. While rising inflation will 

likely put an end to People’s Bank of China monetary easing cycle, company profits should 

benefit from the improved PPI trend.  

 

JAPAN 

 The Reuters Tankan business sentiment index fell in the non-manufacturing sector from +14 

in September to +9 in October but improved in the manufacturing sector from +5 to +10 

putting it ahead of non-manufacturing for the first time since October 2014. Among 

manufacturing sectors, material-related industries increased sharply from +2 to +16 helped 

by rising commodity prices. Non-manufacturing was hampered by the effect of poor 

weather on consumer related sectors. However, the outlook indicates a reversal of the 

recent trend with the manufacturing and non-manufacturing expectations indices at 0 and 

+22 respectively.  

 

 In his quarterly meeting of Bank of Japan (BOJ) branch managers BOJ Governor Haruhiko 

Kuroda stated that consumer price inflation (CPI) would likely fall below zero in response to 

declining energy prices before reaching the central bank’s 2% target. Kuroda did not specify 

when the inflation target would be achieved but maintained that: “The BOJ will continue 

expanding the monetary base until the year-on-year rate of increase in the observed CPI 

exceeds the price stability target of 2% and stays above the target in a stable manner.” CPI 

excluding fresh food and energy, the BOJ’s preferred inflationary reading, has fallen from a 

recent peak of 1.0% in February to 0.5% in July and 0.4% in August. 

 

EUROPE 

 Eurozone industrial production increased in August by a solid 1.5% month-on-month, more 

than reversing the -0.7% decline in July. Among the industrial sectors, manufacturing 

increased 1.5% on the month buoyed by motor vehicle production. Capital goods production 

increased by 3.6% on the month and energy production by 3.3%. By country, the four largest 

Eurozone economies all showed strong numbers led by Germany and France with industrial 

production growth of 3.1% and 2.1% on the month. Italy and Spain also showed strong 

growth of 1.7% and 1.8% despite political uncertainty. The industrial production data should 

boost analyst forecasts for third quarter Eurozone GDP growth. 

 

 Eurozone consumer price inflation (CPI) increased from +0.2% in August to +0.4% in 

September. Although the highest since 2014, the increase is almost entirely due to 

recovering energy prices. Energy price inflation increased from -5.6% to -3.0%. Core CPI, 



 

 

excluding food and energy prices, remained unchanged at +0.8% well below the ECB’s 2% 

target. Despite the pickup in headline inflation the ECB is expected to announce an 

extension of its €80 billion a month asset purchase programme beyond the March 2017 

expiry date. In the last policy meeting ECB Mario Draghi hinted that the central bank would 

adopt an open-ended programme until inflation returns to more normal levels.  

 

 Germany’s ZEW economic sentiment expectations index improved by more than expected 

from 0.5 in September to 6.2 in October, although below the pre-Brexit level of 19.2. The 

current situations index also improved from 55.1 to 59.5 indicating a positive start to the 

fourth quarter. According to the ZEW institute: “The improved economic sentiment is a sign 

of a relatively robust economic activity in Germany.” However, the report cautioned 

against political risks and that “in particular, the risks concerning the German banking 

sector are currently a burden to the economic outlook.” 

 

UNITED KINGDOM 

 Consumer price inflation (CPI) accelerated from 0.6% in August to 1.0% in September its 

highest level since November 2014, attributed to rapidly rising import costs as a result of 

sterling’s steep depreciation. Sterling’s effect on inflation is evident in producer price 

inflation, which gained in September by 7.2% on the year although slightly below August’s 

7.8% level. Nonetheless there are significant inflationary pressures building up in the 

inflation pipeline. Core CPI, excluding food and energy, increased between August and 

September from 1.3% to 1.5%.  

 

FAR EAST AND EMERGING MARKETS 

 India’s consumer price inflation (CPI) fell again in September to 4.31%, down from 5.05% in 

August and 6.1% in July. The steep decline is due to a softening in food price inflation to 

4.1% down from 5.8% in August and 8.0% in July. Core CPI, excluding food and energy, 

remained unchanged over the three months at 2.1%. Lower food prices stem from improved 

monsoon rains, and based on forecasts for increased summer harvests, should remain 

subdued over coming months. The Reserve Bank of India (RBI) unexpectedly cut its 

benchmark interest rate by 25 basis points on 4th October at incoming RBI Governor Urjit 

Patel’s first policy meeting. Patel’s inaugural policy move coupled with well anchored 

inflation signals the potential for a further 25-50 basis point interest rate cuts. 

 

 Nigeria’s headline inflation accelerated for the 11th straight month, rising from 17.6% in 

August to 17.9% in September. Core inflation, excluding food and energy, also increased 

from 17.2% to 17.7%. The spike in inflation is attributed to severe foreign currency 



 

 

shortages which have persisted even after the naira peg was removed on 20th June. 

Although inflation is expected to rise further to around 18-19% by the end of the year, it is 

close to its peak and likely to retreat rapidly to around 10% in 2017 based on positive base 

effects. The Central Bank of Nigeria has resisted calls from the Ministry of Finance to lower 

interest rates, keeping the benchmark rate at 14%. However, given the outlook for lower 

inflation in 2017, and a more dovish tone by central bank governor Godwin Emefiele at the 

last policy meeting, there is unlikely to be further monetary tightening.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 0.15 

JSE Fini 15  - 7.38 

JSE Indi 25  - 7.01 

JSE Resi 20  + 25.21 

R/$   + 9.35 

R/€   + 8.03 

R/£   + 30.96 

S&P 500  + 4.04 

Nikkei   - 11.21 

Hang Seng  + 5.13 

FTSE 100  + 11.30 

DAX   - 2.23 

CAC 40   - 4.03 

MSCI Emerging  + 12.66 

MSCI World  + 1.51 

Gold   + 18.39 

Platinum  + 5.05 



 

 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The £/$1.30 level provides key support, which if broken would open up a Fibonacci 

projected target of £/$1.20-1.24. 

 

 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 below key resistance levels of 1.6% confirming 

that the major bull trend in US bonds is likely to continue as the deleveraging phase is still 

in its early stages. 

 

 The benchmark R186 SA Gilt yield has compressed to its lowest level since “Nenegate” last 

year falling below key resistance at 9.0%. The yield is now testing the bottom of the 

current consolidation channel at 8.5%, which if broken will target a yield of 8.0%.  

 

 The MSCI World Equity index has broken downward from a rising trend-line which has been 

intact since the 2008/09 global financial crisis. Given the magnitude and duration of the 

2009-2015 bull market the overall correction is likely to reach a downside target for the 

MSCI World Equity index of 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 is likely to have just occurred. The next major wave down will 

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

should occur between mid-2016 and mid-2017.  

 

 The S&P 500 index has broken to new record highs but the rally is not being confirmed by 

momentum indicators, which suggests the market is overbought and in danger of 

correction. A further negative signal is that the Dow Jones Transport Index, traditionally a 

lead indicator for the broader market, is underperforming the broader index.  



 

 

 

 Despite this year’s price rally Brent crude’s break below the key $30 support level in 

February suggests a continuation of the weakening long-term trend to a downside $25 

target. Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. Despite its recent rally the copper price broke below 

the key $4,500 support level in February suggesting further downside ahead.   

 

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

upward momentum and a test of the $1400 target level.  

 

 The JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. A break above 54,200 on the JSE All Share index 

would project an upward move to 60,000 marking a new high for the JSE.  

 

BOTTOM LINE 

 In June Goldman Sachs’ Christian Mueller-Glissman, based in the UK, warned of a rising risk 

of a large global equity market decline: “With bond yields close to all-time lows and a large 

proportion of fixed income offering negative rates, “safe assets” and “hedges” for equities 

are more scarce. Real bond yields are low despite the start of a Fed rate hike cycle and 

bonds discount too little inflation in our view. As a result, they are also a source of risk.”  

 

 Inflation expectations have increased sharply over the past month. In the UK, the five-year 

“break-even” rate, a gauge of inflation expectations derived from the yield difference 

between conventional sovereign bonds and inflation-linked bonds, has surged higher in the 

past month from 2.6% to 3.1%. The US five-year break-even rate has climbed from less than 

1% in February to just under 1.6%. 

 

 Inflation expectations have been fanned by Federal Reserve Chair Janet Yellen’s speech at 

the weekend at a Boston Fed conference. Yellen stated that it might be wise for the Fed to 

run a “high pressure economy”, whereby the Fed maintains accommodative monetary 

policy for longer in order to boost the labour participation rate. The speech hints at a 

willingness to overshoot the Fed’s 2% inflation target. 

 

 China, which rocked global financial markets last year on fears that it would export 

deflation to the rest of the world, reported a rapid acceleration in inflation readings in 

September. China’s consumer price inflation (CPI) surged from 1.3% year-on-year in August 



 

 

to 1.9% in September, while producer price inflation (PPI) accelerated from -0.8% to 0.1 

turning positive for the first time since 2012.  

 

 At this stage one cannot be sure whether the uptick in inflation expectations and 

concurrent rise in bond yields is a short-term reaction or the start of a sustainable change 

in trend. A rise in global inflation would require a shift towards inflation-driven investing.   

 

 What would inflation-driven investing entail? Higher than expected inflation would damage 

the outlook for emerging market currencies, as markets increasingly discount a tightening 

of global monetary conditions. Global bond prices would also fall accompanied by the 

prices of so-called “bond-proxy” stocks, which have been favoured in the current zero 

interest rate environment for their high dividend yields. Such stocks would typically include 

consumer staple stocks with attractive dividend yields but modest real growth prospects. 

 

 Certain sectors would benefit from the effect of rising inflation. Gold and precious metals 

would flourish. Among equity sectors, bank stocks in developed economies would celebrate 

the return of higher interest rates and a steepening in the yield curve, promoting greater 

interest margins and bank profitability.  
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