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SOUTH AFRICA ECONOMIC REVIEW 

 The RMB/BER Business Confidence Index, after collapsing from 40 to 29 in the second 

quarter (Q2) regained some ground to 35 in Q3 albeit well below the neutral 50-level which 

demarcates expansion from contraction. This indicates that 65% of the 1600 senior 

executives surveyed maintained a negative outlook. Not a single business sector achieved a 

reading above the key 50-level, reflecting weakness in domestic demand, business activity 

and investment. The survey cited concerns over low profitability in the current 

environment of political and policy uncertainty. Among the business sectors, the building 

sector gained from 36 to 44, retail from 35 to 38, manufacturing from 16 to 27, new vehicle 

dealers from 11 to 19, while wholesale was relatively firm although dipped from 49 to 48. 

Business confidence is unlikely to recover sustainably until there is clear direction from 

policy makers.  

 

 The South African Reserve Bank (SARB) Quarterly Bulletin reveals a surprise deterioration in 

the current account deficit in the second quarter (Q2). Despite a third consecutive 

quarterly trade surplus the current account deficit increased from 2.0% of GDP in Q1 to 

2.4% in Q2. Exports grew in Q2 by 4.6% quarter-on-quarter while imports grew by 4.2%. 

However, service and income receipts shrank by 6.2% while political and policy uncertainty 

prompted a R26 billion decline in net direct investment. While negative investment 

outflows will continue to detract from progress made on the trade balance, the current 

account deficit is nonetheless expected to improve from 3.3% in 2016 to 2.6% in 2017. The 

improving current account deficit should provide some protection for the rand, in turn 

facilitating a further easing in monetary policy.  

 

 The South African Reserve Bank (SARB) Quarterly Bulletin revealed some good news for 

households. Household real disposable income increased in the second quarter (Q2) by 4.5% 

quarter-on-quarter more than reversing the 2.1% contraction in Q1. Debt to disposable 

income eased from 73% to 72.6% as households continued to improve their balance sheets. 

While the household debt service cost as a percentage of disposable income remained 

unchanged at 9.4% this is expected to improve as the SARB delivers further interest rate 

cuts. Household disposable income should gradually increase over coming quarters amid 

lower inflation and falling interest rates.  

 



 

 

 Retail sales grew year-on-year for a fifth consecutive month increasing in July by 1.8% 

albeit down from June’s upwardly revised 3.2% growth. Food sales increased 7.1% while 

pharmaceutical sales grew 5.1% after contracting 0.9% in June. Textile sales growth slowed 

from 4.5% to 1.2% while durable goods sales growth rebounded to 4.5% after contracting by 

0.4% in June with furniture and hardware sales rising 6.8% and 2.8% respectively. There 

appears to be some relief for consumers with declining inflation and lower interest rates 

expected to add further support over coming months.  

 

 An easing in global geopolitical tensions and recovery in demand for emerging market 

assets prompted strong net inflows into South Africa’s bond market in the past week. 

Foreign investors purchased a net R7.4 billion worth of bonds in the week ended 15th 

September the biggest weekly inflow in seven weeks. By contrast, foreign investors were 

net sellers of -R4.7 billion of equities. For the month-to-date foreigners have purchased a 

net R13.7 billion in bonds but sold a considerable -R19.8 billion in equites. Respective year-

to-date balances are R66.1 billion in bond inflows and -R65.2 billion in equity outflows 

resulting in a slender aggregate net inflow of R0.9 billion.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation: Due Wednesday 20th September. Due to statistical base effects 

and the August fuel price increase consumer price inflation (CPI) is expected to lift slightly 

from 4.6% year-on-year in July to 4.9% in August, according to consensus forecast. 

However, the lagged effect of rand appreciation and continued downward pressure on food 

prices should keep CPI on a downward trend in the months ahead. 

 

 Reserve Bank Monetary Policy Committee meeting: Due Thursday 21st September. Prompted 

by weak economic growth, and helped by tame inflation and a constructive global 

backdrop, the South African Reserve Bank is expected to cut its benchmark repo rate by a 

further 25 basis points. (See Bottom Line for further analysis).  

 

 

GLOBAL 

 After breaching $5,000 per unit the Bitcoin price slumped sharply over the past week diving 

at one stage by over 35% to a low of $3,226 after JPMorgan CEO Jamie Dimon said Bitcoin is 

a “fraud”. Subsequently three Bitcoin exchanges in China closed-down due to pressure from 

the Chinese government. The price has nonetheless recovered the $4,000 mark although 

time will tell whether this is merely a “dead cat bounce”. With more than 900 other 



 

 

cryptocurrencies already available and new ones being created each week it is hard to 

ascribe a fundamental value to Bitcoin.  

 

NORTH AMERICA 

 Consumer price inflation (CPI) was stronger than expected in August, rising 0.4% month-on-

month and on a year-on-year basis accelerating to 1.9% from 1.7% in July, beating the 

consensus forecast for the first time in five months. The uptick in inflation is attributed to 

the 2.8% month-on-month surge in energy costs. Core CPI excluding food and energy was 

more anchored, rising 0.2% on the month and remaining unchanged at 1.7% on the year. 

Nonetheless the uptick in inflation caused Treasury yields to rise while the probability of a 

December Fed interest rate hike, as predicted by fed funds futures, rose from 25% to 45%.  

 

 The Fed’s policy meeting on Wednesday will be closely followed by global financial 

markets. The Fed is widely expected to announce the start of balance sheet normalization. 

After increasing its balance sheet to $4.5 trillion following three consecutive quantitative 

easing programmes the Fed is expected to embark on a gradual process of quantitative 

tightening reducing the size of the balance sheet. However, no interest rate hike is 

expected. While Fed officials will see the recent weakness in industrial production and 

retail sales as mostly storm related they will be unlikely to commit to a further rate hike 

until certain that activity is rebounding. The probability of a December rate hike is evenly 

balanced. However, economists have trimmed their forecasts for rate hikes in 2018 from 

three to two as assumptions over Trump’s fiscal stimulus are scaled back.  

 

 Retail sales were well below expectation falling in August by 0.2% month-on-month 

compared with growth of 0.3% in July. Retail volumes were weak across the board although 

sales at auto-dealers were especially disappointing, declining 1.6% on the month. Most of 

the weakness in retail sales is attributed to the effect of Hurricane Harvey towards the end 

of August and will eventually be reversed. The post hurricane rebuild should boost sales of 

building materials, furniture, clothing and general merchandise. A gradual increase in 

household credit extension suggests an underlying improvement in retail sales over the 

remainder of the year.  

 

 Industrial production fell in August by 0.9% month-on-month compared with growth of 0.4% 

in July. Most of the contraction is attributed to Hurricane Harvey, which the Federal 

Reserve had warned would subtract 0.75 percentage points from industrial output. Storm 

conditions led to power outages and temporary closure of factories and refineries. The 

production of machinery, utilities and mining production was hit especially hard. While the 

post storm recovery may be gradual the latest manufacturing purchasing managers’ indices 

indicate solid underlying strength in US industrial activity.  



 

 

 

 The University of Michigan US consumer confidence index slipped from a seven-month high 

of 97.6 in August to 95.3 in September although above the 95.0 consensus forecast. While 

sentiment over current conditions improved further, sentiment over future business and 

economic conditions deteriorated due to concerns over hurricanes Harvey and Irma. 

According to Richard Curtin, chief economist for the Surveys of Consumers: “Renewed gains 

in incomes as well as rising home and equity values have acted to counterbalance the 

negative impacts from the hurricanes.” 

 

CHINA 

 Economic data reveal a broad-based moderation in activity in August for the second straight 

month. Economists had expected a rebound following the slowdown in July. Fixed-asset 

investment grew 7.8% year-on-year in the period from January to August down from 8.3% in 

July and the weakest pace since December 1999. The slowdown is attributed to reduced 

infrastructure investment resulting from fading fiscal support. Industrial output growth 

slowed from 6.4% to 6.0% the weakest in nine months, retail sales growth from 10.4% to 

10.1% and private investment from 6.9% to 6.4%. The general slowdown is attributed to a 

combined tightening in credit conditions, reduced fiscal stimulus and stricter environmental 

legislation. A bright spot is growth in property investment, which accelerated from 4.8% to 

7.8%. While comprising mainly residential real estate, property investment also includes 

commercial and office space.  

 

 China’s credit growth slowed in August following a temporary rebound in July. Growth in 

total social financing, a broad measure of credit and liquidity in the economy, edged lower 

from 13.2% year-on-year in July to 13.1% in August. The Barclays Alternative Credit 

Aggregate indicates broad credit growth slowed from 15.2% to 14.5%. The data suggests the 

People’s Bank of China reverted to a tightening bias in August ahead of next month’s 19th 

Party Congress, during which policy makers will want to show an easing in the perceived 

credit bubble. M2 money supply growth slowed to 8.9% below the 9.1% consensus forecast 

and the slowest pace since 1996. Julian Evans-Pritchard, China economist at Capital 

Economics reported that: “If history is any guide, the ongoing slowdown in credit growth 

will weigh on economic activity during the coming quarters.” 

 

JAPAN 

 The Bank of Japan’s upcoming policy meeting on 21st September will be closely watched for 

any shift in policy emphasis. While unanimous support of the existing quantitative and 

qualitative easing programme is expected the two new policy board members could affect 



 

 

policy dialogue. Decision on the replacement of Bank of Japan (BOJ) Governor Haruhiko 

Kuroda and his two deputies is expected by year-end, which could lead to a change in 

policy direction. Kuroda was instrumental in the BOJ adopting a 2% inflation target and 

massive quantitative easing. Prime Minister Shinzo Abe, who hinted at calling an October 

snap general election, would likely influence the decision on Kuroda’s replacement if able 

to secure greater electoral support. Abe is supportive of continued inflation targeting.  

 

 Corporate goods price inflation (CGPI), which measures the price that firms charge each 

other for goods and services, accelerated from 2.6% year-on-year in July to 2.9% in August, 

the fastest pace since October 2008. The rise in CGPI is attributed to rising imported food 

and commodity prices. Food import prices increased in August by 8.2% on the year, 

accelerating for a fourth straight month. Firms must pass-on higher producer prices to the 

end retail market in order for consumer price inflation (CPI) to pick-up meaningfully. CPI is 

at 0.5% a long way off the Bank of Japan’s (BOJ) 2% target. The BOJ has pushed back the 

timing to achieve its 2% CPI target six times since launching quantitative easing in 2013. It 

now aims to achieve 2% inflation by March 2020.  

 

 

EUROPE 

 Eurozone industrial production increased in July by 0.1% month-on-month following a 

decline of 0.6% in June which had ended three straight months of growth. On a year-on-

year basis growth improved from 2.8% in June to 3.2% in July. In Germany and France, the 

region’s two largest economies, growth increased from an upwardly revised 2.4% to 3.9% 

and from 2.5% to 3.6%, respectively. Portugal enjoyed the fastest growth at 5.2%. 

Production of capital goods and durable consumer goods was especially strong, buoyed by 

improved domestic demand and increased trade activity. Despite its unexpected recovery 

in July industrial production is unlikely to make the same contribution to third quarter (Q3) 

GDP growth as it did in Q2 when it surged by 1.0% quarter-on-quarter. Some softening in 

Eurozone GDP growth is likely from 0.6% quarter-on-quarter in Q2 to 0.5% in Q3.  

 

 Sweden’s consumer price inflation edged lower from 2.4% year-on-year in July to 2.3% in 

August but remained above the central bank’s (Riksbank) 2% inflation target for a second 

consecutive month. Amid increased domestic inflation pressures the Riksbank raised its 

inflation forecasts for 2017 and 2018. It also lifted its GDP forecasts for the two years from 

a previous 2.2% and 2.4% to 3.2% and 2.7% respectively. The Riksbank’s repo interest rate 

remains at -0.5% one of the lowest benchmark interest rates in the world. While reluctant 

to hike rates ahead of any monetary policy normalization by the ECB for fear of 

strengthening the Swedish krona, some change in central bank rhetoric is expected. At its 



 

 

next policy meeting on 26th October the Riksbank is likely to announce that its quantitative 

easing programme will not extend beyond year-end.  

 

UNITED KINGDOM 

 UK consumer price inflation (CPI) increased more than expected in August. Headline CPI 

accelerated from 2.6% year-on-year in July to 2.9% in August a four-year high. Core CPI 

excluding food and energy prices, which tend to be more volatile, also increased sharply 

from 2.4% to 2.7%. The rise in prices was broad-based across household items including 

clothing and footwear, transport, recreation and communication. A weaker sterling caused 

input prices to surge. Producer price inflation accelerated from 6.2% to 7.6%. Despite the 

absence of excessive wage inflation, the latest CPI readings are well above the Bank of 

England’s 2% target and likely to strengthen support among policy committee members for 

an earlier than expected hike in interest rates.  

 

 Minutes from the Bank of England’s (BOE) latest policy meeting were far more assertive 

than in the past stating that “some withdrawal of monetary stimulus was likely to be 

appropriate over the coming months in order to return inflation sustainably to target”. The 

minutes sparked a sharp rally in the pound, lifting its gains against the US dollar to over 

4.5% since the start of the month. The BOE expects consumer price inflation to exceed 3% 

in October well above its 2% target, as spare capacity in the economy is being reduced 

faster than anticipated. BOE Governor Mark Carney confirmed that he was among the 

majority of policy members who see a need for tightening soon. Even renowned policy 

“dove” Gertjan Vlieghe stated that “a UK rate hike may be needed within months.” 

Overnight indexed swaps forecast an initial hike in February 2018 compared with February 

2019 prior to the minutes being released.  

 

FAR EAST AND EMERGING MARKETS 

 Australia’s economy added 54,200 jobs in August the biggest increase since October 2015. 

The unemployment rate remained unchanged at 5.6% as the participation rate jumped from 

65.1% to 65.3% a five-year high. Encouragingly most of the increase was in full-time jobs 

which gained by 40,100 while part-time jobs increased by 14,100. The largest job gains 

were in Victoria, New South Wales and Queensland. Western Australia felt little jobs growth 

despite rising commodity prices. Minutes from the Reserve Bank of Australia’s latest policy 

meeting reveal that “solid growth in employment was expected to continue, which would 

support household incomes and thus spending in the period ahead.”  

 



 

 

 Turkey’s GDP grew in the second quarter (Q2) by 5.1% year-on-year one of the world’s best 

growth rates, exceeded only by China and India among G-20 economies. On a working day 

adjusted basis GDP growth was even higher at 6.5% on the year. Sequential growth also 

accelerated from 1.3% quarter-on-quarter in Q1 to 2.1% in Q2. The rapid acceleration in 

GDP growth is attributed to a surge in construction spending, helped by government’s drive 

to encourage public-private partnerships. Construction spending increased 25% on the year. 

Gross capital formation increased 9.5% on the year. Exports were also strong with an 

increase of 10.5%. Helped by a revival in consumer spending, GDP growth is expected to 

gain further momentum in the second half of the year.  

 

 In a widely expected move the Central Bank of Russia (CBR) cut its benchmark lending rate 

by 50 basis points from 9.0% to 8.5%. Consumer price inflation (CPI) has dropped to 3.3% 

less than a fifth of its level in 2015 and within the CBR’s target of “near or around” 4%. 

Households’ inflation expectations for the year ahead, while falling in August to 9.5%, 

remain elevated preventing the CRB from adopting a more assertive easing bias. 

Nonetheless, the improving inflation outlook should pave the way for further rate cuts with 

the benchmark rate likely to decline by an additional 50 basis points to 8.0% by year-end.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 10.65 

JSE Fini 15  + 2.20 

JSE Indi 25  + 18.34 

JSE Resi 20  + 9.78 

R/$   + 2.97 

R/€   - 9.13 

R/£   - 7.06 

S&P 500  + 11.84 

Nikkei   + 1.61 

Hang Seng  + 28.00 

FTSE 100  + 1.55 

DAX   + 9.39 



 

 

CAC 40   + 7.55 

MSCI Emerging  + 29.07 

MSCI World  + 13.67 

Gold    + 13.65 

Platinum  + 6.59 

Brent oil  - 2.52 

 

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 

 The South African Reserve Bank (SARB) Monetary Policy Committee marked the start of its 

rate cutting cycle on 20th July, reducing the repo rate by 25 basis points from 7.0% to 

6.75%. The forward rate agreement market is currently pricing-in an 81% probability of a 

further rate cut on Thursday when the SARB concludes its September policy meeting. The 

combination of weak economic growth, tame inflation, and a positive global economic 

backdrop support the case for a rate cut. 

 

 Despite the rebound in GDP growth in the second quarter, economic momentum remains 

stagnant. Economic surveys including purchasing managers’ indices, confidence measures 

and the SARB leading economic indicator, all point to lacklustre conditions. The SARB has 

lowered its 2017 GDP forecast from a previous 1.0% to 0.5% and for 2018 and 2019 from 

1.5% to 1.2% and from 1.7% to 1.5%. In July’s policy meeting the SARB adopted a slight shift 

in emphasis from inflation to growth, which given its deteriorating growth forecasts raises 

the likelihood of continued monetary easing. 

 

 The SARB’s inflation forecasts have been revised lower. The SARB’s consumer price 

inflation forecasts for 2017, 2018 and 2019 have declined from a previous 5.7%, 5.3% and 

5.5% to 5.3%, 4.9% and 5.2%, respectively, well within its 3-6% target range. Food price 

disinflation is expected to continue as previous drought conditions normalise. Oil prices will 

remain under pressure amid the global supply glut. Inflation will benefit from the lagged 

effect of the rand’s appreciation over the past 18 months. Administered price inflation is 

showing a considerable slowdown with NERSA granting Eskom an annual price increase of 

just 2.5%. The SARB notes some moderation in average salaries and wages, which are 

expected to remain below 6% over the 2017-2019 forecast period.  

 

 The global environment supports a rate cut. Synchronised global economic growth is driving 

strong investor demand for emerging market assets. The favourable global outlook should 

fuel continued appreciation in emerging market currencies, facilitating further monetary 

policy easing in these economies.  

 

 The consensus view is that the repo rate will be cut on Thursday by 25 basis points. There is 

a reasonable possibility that the rate cut will be even deeper at 50 basis points. The SARB 



 

 

may be tempted to bring forward the expected additional end of year rate cut due to once-

off event risks later in the year. These event risks include potential fiscal negligence at the 

Medium-Term Budget Policy Statement in October, credit rating reviews in November and 

the ANC elective conference in December.  

 

 The prospect of lower interest rates is driving equity markets higher. Lower interest rates 

are unequivocally good news for the All Share Index. Lower interest rates will lead to 

higher intrinsic equity valuations, to capital transfers from money markets into equities, 

and will boost economic growth prospects and company earnings.  
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