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SOUTH AFRICA ECONOMIC REVIEW 

 The coal strike ended after little more than a week after the National Union of Mineworkers 

(NUM) accepted the revised wage offer from coal mining companies. Entry level employees 

will receive wage increases of between R750-1000, equivalent to rises of 12.5-16% across 

the different coal producers while other employees will receive a 7.5% increase in year 

one. In year two all employees will receive an increase of 7.5%. While higher than the 

inflation rate and likely to raise inflationary expectations the relative speed of the 

resolution should limit the impact to coal producers and the broader economy. 

 Foreign investors remained buyers of domestic bonds for a second straight week with net 

purchases of R2.4 billion helping reverse 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 for a third straight week, selling a net -R9.0 billion, 

a substantial amount following net sales of –R4.7 billion and –R4.5 in the previous two 

weeks.  While net foreign equity purchases for the year-to-date remain positive at R19.28 

billion the heavy –R18.2 billion net selling over the past three weeks lifts the chances of a 

market correction in the near-term.  

 

SOUTH AFRICA POLITICAL REVIEW 

 President Zuma’s appointment of his close ally Vuma Mashini as the new head of the 

Independent Electoral Commission (IEC) has raised some concerns ahead of next year’s 

local government elections. Mashini has been Zuma’s special projects advisor since 2012 

prompting political opposition parties to question the credibility of future elections. 

However, Mashini is clearly qualified for the job having served as deputy chief electoral 

officer for the IEC from 1998-2001. The scope for rigging elections is also limited by the 

collective nature of the institution limiting the influence of any individual.  

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 Consumer price inflation (CPI): Due Wednesday 21st October. According to consensus 

forecast CPI is expected to rise from 4.6% year-on-year in August to 4.8% in September due 

mainly to increasing food price inflation. However, there is considerable scope for variation 

from the forecast as September’s data contains a high number of survey updates. On the 

plus side the petrol price fell during the month by -5.3% which should stem the CPI 

increase. 

 Retail sales: Due Wednesday 21st October. According to consensus forecast retail sales 

growth is expected to slow from 3.3% year-on-year in July to 2.7% in August as declining 

consumer confidence continues to take its toll. At the same time the statistical base effect 

of last year’s low comparative data is starting to fade.  

 Medium-Term Budget Policy Statement (MTBPS): Due 21st October. A budget overrun is 

likely as tax revenues decline in the context of slowing GDP growth and expenditure 

exceeds projections due to the costly public sector wage deal and demands from state-

owned enterprises. The MTBPS will be more closely watched than usual as international 

credit rating agencies have cited fiscal prudence as key to the country’s future long-term 

sovereign debt rating. See the “Bottom Line” for detailed analysis.  

 

NORTH AMERICA 

 Consumer price inflation (CPI) fell from 0.2% year-on-year in August to 0.0% in September. 

However, the decline is attributed almost entirely to the sharp -9.0% month-on-month fall 

in gasoline prices. Core CPI, which excludes food and energy prices due to their inherent 

volatility, increased from 1.8% to 1.9% only fractionally below the Federal Reserve’s 2% 

target. On a month-on-month basis while headline CPI fell -0.2% core CPI increased 0.2%. 

The deflationary impact of low oil and commodity prices and the strong dollar should fade 

by next year paving the way for the Fed to start hiking interest rates. Fed funds futures are 

predicting the first interest rate hike will only occur in July 2016 but changes in the 

inflation trajectory may cause the date to be brought forward. Core goods price inflation 

remained at 0.0% on the month due to the strong dollar. However, core services inflation 

picked-up sharply from 0.1% to 0.3% on the month. 

 The US Job Openings and Labour Turnover Survey (JOLTS), closely watched by the Fed as a 

gauge of labour market tightness and worker confidence, reported total job openings fell 

from 5.67 million in July to 5.37 million in August well below the 5.58 million consensus 

forecast. The “quits rate” which measures the willingness of workers to leave their jobs 

voluntarily and regarded a reliable indicator of labour market confidence, held steady at 

1.9% close to pre-2008 levels. Although the data indicates a softening in labour markets 

they also suggest a recovery in the second half of the year. Initial jobless benefit claims 



 

 

support the recovery view, dropping in the past week from 262,000 to 255,000 well below 

the 270,000 consensus forecast and equal to the post-2008 low recorded in mid-July. 

 Industrial production fell in September by -0.2% month-on-month although by less than 

expected. The marked decline in hours worked by manufacturing employees in September 

had prompted expectations of a sharper drop closer to -1.0%. Meanwhile the -0.4% fall in 

August was revised upwards to -0.1%. Manufacturing output, the biggest component of 

industrial output, fell by -0.1% improving from -0.4% the previous month. Mining output fell 

a further -2.0% on the month amid declining activity in the oil and gas sector.  

 Retail sales increased in September by just 0.1% month-on-month below the 0.2% consensus 

forecast and following a flat 0.0% in August. Most of the increase is attributed to strong 

auto sales which gained 1.7% on the month. The closely watched retail sales “control 

group”, which due to inherent volatility excludes petrol, food and building related 

purchases, fell -0.1% on the month well below the consensus forecast 0.3% increase. The 

retail data suggests household consumer expenditure, which typically accounts for two-

thirds of US GDP, may drag down the rate of GDP growth in the third quarter to less than 

2%.  

 The University of Michigan consumer confidence index rebounded from 87.2 in September 

to 92.1 in October a three-month high and well ahead of the 89.5 consensus forecast. The 

index had been as high as 96.1 in June but fell sharply amid equity market declines, the 

slowdown in China and slowing US jobs growth. The improved reading reflects a decline in 

stock market volatility helped by further sharp drop in gasoline prices. The current 

conditions index improved from 101.2 to 106.7. The expectations index increased from 78.2 

to 82.7, consistent with an improvement in household consumer spending growth to around 

3.8% annualized in the fourth quarter.  

 

CHINA 

 Total new loans increased strongly from 810 billion yuan in August to 1015 billion yuan in 

September. Total social financing which also includes off-balance sheet lending and bond 

issuance increased from 1.08 trillion yuan to 1.3 trillion. Encouragingly new loan growth 

was concentrated in longer-term corporate loans indicating an improvement in investment 

confidence. The data indicates recent monetary easing is having a positive effect on credit 

extension. A further 25 basis point interest rate cut is expected during the second half of 

the year accompanied by an additional 50 basis point cut in the bank reserve requirement 

ratio.  

 



 

 

 Consumer price inflation (CPI) decelerated from 2.0% year-on-year in August to 1.6% in 

September below the 1.8% consensus forecast. However, the decline is attributed to a 

pronounced fall in food price inflation from 3.7% to 2.7%. Food prices are typically volatile 

and open to sharp seasonal volatility. Nonetheless, producer price inflation (PPI) remained 

in negative territory for a 43rd straight month at -5.9% indicating the ever-present threat of 

deflation. The inflationary data supports the case for further monetary easing in the second 

half of the year.  

 

 China’s trade surplus increased in September to US$ 60.3 billion. However, this was due to 

a significant fall in imports rather than export growth. The decrease in exports moderated 

from -5.9% year-on-year in August to -3.7% but the decline in imports worsened from -13.8% 

to -20.4% the fastest rate of decline in seven months. Imports from the Far East excluding 

Japan fell especially sharply by -26.6% on the year. Imports from commodity producing 

countries including South Africa continued to drop at double-digit rates due to falling 

commodity prices.  

 

 China GDP growth slowed from 7.0% year-on-year in the second quarter (Q2) to a better 

than expected 6.9% in Q3. While beating the 6.8% consensus forecast there appears to be 

little confidence in the accuracy of the GDP reading which seems to contradict far more 

subdued recent economic data. Capital Economics estimates that China’s economy is 

actually growing at around 4.5%, quoted in the Wall Street Journal as saying: “These days it 

is hard to find anyone who believes that China’s GDP data can be taken at face value.” A 

red flag is that GDP data normally fluctuates from quarter to quarter but in China seems 

unnaturally smooth.  

 

JAPAN 

 The Reuters Tankan business confidence survey manufacturing index fell from +9 in 

September to +7 in October attributed to concerns over external demand especially from 

Asia. The Tankan non-manufacturing index increased from +23 to +27 boosted by an 

especially strong retail index which jumped from +13 to +29. However, retail confidence is 

attributed to once-off factors during the month including seasonal inflows of tourists from 

China. The forward-looking non-manufacturing index fell from +27 to +24 suggesting a 

reversal in the current uplift in the next 2-3 months. Meanwhile, in its October monthly 

report the Cabinet Office lowered its assessment of the economy to the weakest since 

September 2014.  

 

EUROPE 



 

 

 The Eurozone trade surplus fell from €22.4 billion in July to €19.8 billion in August well 

below the €22.1 billion consensus forecast. The decline is attributed to falling external 

demand causing exports to fall -1.3% month-on-month following the -0.8% drop in July. The 

benefit of a sharply weaker euro is also beginning to fade which suggests the trade surplus 

will narrow further in the months ahead. The weakening trade data indicates that the pace 

of economic recovery is unlikely to pick-up in the second half of the year.  

 

 Eurozone industrial production fell in August by -0.5% month-on-month following its 0.8% 

gain in July. On a year-on-year basis production growth slowed from 1.7% to 0.9%. Among 

the culprits capital goods production fell -1.0% on the month attributed to the slowdown in 

demand from China, while energy production fell -3.0% due to weakness in oil and gas 

prices. The outlook for industrial production remains uncertain with weakening external 

demand from China and emerging markets. Meanwhile the benefit of previous declines in 

the euro will start to fade unless the currency depreciates again. Weakening manufacturing 

purchasing managers’ indices indicate a negligible contribution from industrial production 

to GDP growth over the second half of the year.  

 

 

 

 

UNITED KINGDOM 

 The unemployment rate fell from 5.5% in July to 5.4% in August. However, growth in 

average weekly earnings slowed sharply from 3.6% to 3.1% year-on-year curbing interest 

rate expectations. Excluding bonuses, the growth in regular pay fell from 2.9% to 2.5%. The 

data supports the view that the Bank of England will postpone its first interest rate hike 

until at least the middle of next year although not for as long as currently expected by 

interest rate futures. The futures market currently predicts the first interest rate hike in 

the first quarter 2017.  

 

FAR EAST AND EMERGING MARKETS 

 As expected the Bank of Korea (BOK) kept its benchmark interest rate unchanged at 1.5%. 

Although lowering its forecast for GDP growth the downward revision was milder than 

expected from 2.8% to 2.7% in 2015 and from 3.3% to 3.2% in 2016. The BOK’s 

accompanying policy statement also expressed growing confidence in the economic outlook 

citing continued recovery in domestic consumer spending and investment, an upward trend 

in real estate markets and signs of improvement in the labour market. The policy statement 



 

 

is encouraging suggesting Korea’s economy has so far weathered the storm of slowing 

growth in China and the Far East.  

 

 Brazil’s woes continued in August with retail sales contracting a further -0.9% month-on-

month while July’s reading was revised lower from -1.0% to -1.6%. Consumer confidence 

was driven to new record lows by a deteriorating labour market and rising interest rates. 

Meanwhile Industrial production fell -1.2% on the month. The combined data is consistent 

with a further GDP contraction in the third quarter of -1.5% quarter-on-quarter. GDP is 

expected to contract by over -3.0% in 2015. Fitch credit rating agency cut Brazil’s sovereign 

rating to BBB- and kept a negative outlook raising the prospect of a further loss of its 

“investment grade” status. Earlier in August Standard & Poor’s cut Brazil’s credit rating to 

non-investment grade.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.86 

JSE Fini 15  + 7.11 

JSE Indi 25  + 14.32 

JSE Resi 20  - 17.04 

R/$   - 13.84 

R/€   - 7.02 

R/£   - 12.61 

S&P 500  - 1.23 

Nikkei   + 3.90 

Hang Seng  - 2.24 

FTSE 100  - 3.26 

DAX   + 3.66 

CAC 40   + 10.09 

MSCI Emerging  - 9.31 



 

 

MSCI World  - 1.74 

Gold   - 1.04 

Platinum  - 16.29 

Brent Crude  - 14.44 

 

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 biggest financial news item of the week will be the National Treasury’s Medium-Term 

Budget Policy Statement (MTBPS) to be announced on Wednesday by Finance Minister 

Nhlanhla Nene. Credit rating agencies and global financial markets will be scrutinising the 

MTBPS more closely than usual for signs of “fiscal slippage”. Unfortunately slowing GDP 

growth will put a strain on tax revenues. At the same time increasing demand for financial 

assistance from state-owned enterprises (SPEs) in particular Eskom, plus higher than 

expected public sector wage costs raises the risk of expenditure over-runs.  

 

 The SA Reserve Bank, IMF and World Bank have all cut their forecasts for SA GDP growth in 

the current fiscal year to substantially less than the 2% growth the Treasury assumed when 

it prepared its 2015/16 Budget. GDP growth of 1.3-1.5% is more likely. The full-year 

revenue shortfall could be as much as R15 billion equivalent to 0.3% of GDP. Most of the 

shortfall will be due to lower corporate income tax receipts which tend to be more volatile 

than personal income tax receipts.  

 

 On the expenditure side, this year’s public sector wage deal will add R13 billion more to 

the Treasury’s expenditure than it had provisioned for, equivalent to around 0.3% of GDP. 

While easy to quantify the extra commitments to SOE’s may be less straight forward. Eskom 

may require emergency funding especially if the National Energy Regulator of SA does not 



 

 

grant it high tariff increases. Other SOEs such as the Post Office and South African Airways 

are also queuing up for funds.  

 

 The Treasury is committed to matching SOE funding through the sale of state assets but this 

will be an arduous process fraught with political obstacles. The controversial nuclear power 

procurement programme adds an extra expenditure headache for the Treasury. While 

Finance Minister Nene has called for cost transparency there is a risk that the government 

will get its way in fast-tracking the nuclear energy project and force the Treasury to 

abandon its fiscal prudence.   

 

 There is likely to be bad news regarding both the main budget deficit and national debt-to-

GDP ratio. The MTBPS should shed light on the expected main budget deficit, which 

inevitably will rise from the originally budgeted 4.1% of GDP, potentially to as high as 4.6% 

of GDP. The last Budget assured that the national debt-to-GDP ratio would flatten out this 

year at less than 48% but given the shrinking denominator it seems increasingly likely that 

the national debt ratio will breach the 50% level.  

 

 Finance Minister Nene faces an unenviable task as he tries to balance political spending 

pressure with the credit rating agencies’ concerns over fiscal prudence. The likely 

casualties will be the tax payers. Although tax increases are traditionally implemented at 

the main Budget it is expected that some guidance will be provided at the MTBPS.  
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