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IN THIS WEEK’S BOTTOM LINE 

 The rand’s turbulence over the past month is not an indication that the domestic economic 

outlook has deteriorated.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Mining production grew in June by a stronger than expected 2.8% year-on-year, beating the 

consensus forecast of a 0.8% contraction. Moreover, the previous month’s 2.6% contraction 

was revised upwards to a contraction of 1.8%. On a month-on-month basis, mining 

production increased in June by 5.0% while the previous month’s growth was upwardly 

revised from 5.0% to 5.9%. By mining sector, the biggest contributors were the platinum 

group metals, which grew production by 28.2% on the year and diamonds, which grew by 

18.7%. Iron ore grew 4.4%. The production of other base metals was flat to negative, while 

building materials contracted 14.5% on the year. Gold production fell 19.2%. Over the 

second quarter (Q2), mining production increased 0.8% quarter-on-quarter, much improved 

from the 2.5% contraction in Q1, indicating a modest contribution to Q2 GDP growth. 

However, the outlook for the mining sector remains clouded by continuing domestic policy 

uncertainty and the effect of US trade protectionism on commodity prices.  

 

 Retail sales growth slowed in June to a paltry 0.7% year-on-year down from 1.9% in May and 

well below the consensus forecast of 2.2%. On a month-on-month basis, retail sales fell in 

June by 1.2% reversing the previous month’s 0.9% growth, downwardly revised from an 

initial 1.1% expansion. By retail sector, the standout contributors were household furniture, 

which increased 11.5% on the year and pharmaceuticals, which increased 5.3%. Over the 

second quarter (Q2) retail sales contracted by 0.4% quarter-on-quarter, which although less 

than the 1.5% contraction in Q1, does not bode well for Q2 GDP growth, especially with the 

manufacturing sector also contracting in Q2. Even if GDP contracts by a modest 0.1% in Q2, 

South Africa will have entered a technical recession, defined as two consecutive quarters of 

contraction. Fortunately, the outlook for economic growth in the second half of the year is 

considerably brighter.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank Composite Leading Business Cycle Indicator: Due Tuesday 21st August. Since 

peaking in February at its highest level since 2011, the Composite Leading Business Cycle 

Indicator, a key barometer of business and economic conditions 6-9 months ahead, has 



 

 

gradually eased backwards. The Composite Leading Business Cycle Indicator will be closely 

monitored, providing an assessment of the economic outlook in the first half of 2019.  

 

 Consumer price inflation: Due Wednesday 22nd August. Consumer price inflation (CPI) has 

remained relatively unaffected by the VAT increase, and fuel and food price increases. due 

largely to lacklustre domestic demand, making it difficult for producers to pass-on price 

increases. Despite recent weakness in the rand, CPI will likely have remained below the key 

5% level in July. Core CPI, which excludes fuel and food prices due to their volatility, will 

likely have remained unchanged.   

 

GLOBAL 

 As the US trade department begins public hearings on tariff plans for an additional $200 

billion in Chinese imports, hopes are being pinned on low-level trade talks between the US 

and China scheduled for 22-23 August. The talks will be led by Treasury Undersecretary 

David Malpass and Vice Commerce Minister Wang Shouwen. These will be the first official 

talks in over two months. The talks are aimed at averting a further escalation in the 

simmering trade war ahead of planned meetings between the countries’ two presidents in 

November. Among its other demands, the US will urge China to restore the value of the 

yuan, which has depreciated versus the dollar by around 10% since the trade dispute began.  

 

 The copper price fell below the key $6,000 per tonne level to its lowest since July 2017, 

taking its losses since its June peak to 19%. The copper price, due to the metal’s wide 

usage in industry and construction, is closely watched as a barometer for the global 

economy. Copper’s recent demise is partly blamed on the strengthening US dollar. The 

dollar tends to be inversely correlated with commodity prices. Meanwhile China, which 

consumes around 40% of world copper supply, is suffering a marked slowdown in fixed 

investment spending. Global copper mine supply has continued expanding amid reduced 

supply disruptions, further exacerbating the supply-demand balance. However, the outlook 

for the copper price indicates a bounce from recent lows. The improving outlook is 

premised on a lack of new copper production projects over the next four years, an 

expected pullback in the dollar as the fiscal boost to US economic growth starts to wear off 

in early 2019, and rapid growth in alternative uses for copper. Copper demand from the 

electric vehicle and renewable energy industries has increased rapidly over the past five 

years at an annual compounded growth rate of over 40%.  

 

NORTH AMERICA 

 Following a 12.9% month-on-month decline in June, housing starts only managed a modest 

0.9% gain in July failing to meet the consensus forecast increase of 7.4%. While housing 

starts are notoriously volatile and have gained in the year-to-date by 6.2% compared with 

the same period last year, two consecutive months of disappointing data may be cause for 



 

 

concern. The National Association of Home Builders (NAHB) builder sentiment index fell in 

August from 68 to 67, which although well above the expansionary 50-level is at its lowest 

since September 2017 and well below the recent peak of 74 reached last December. 

According to NAHB Chairman Randy Noel builders “are increasingly focused on growing 

affordability concerns, stemming from rising construction costs, shortages of skilled labour 

and a dearth of buildable lots.” Tariffs and trade restrictions are putting upward pressure 

on building material prices while rising interest rates are affecting home buyers.  

 

 Retail sales grew in July by a solid 0.5% month-on-month although growth in June was 

downwardly revised from 0.5% to 0.2%. On a year-on-year basis, retail sales growth 

accelerated from 6.1% to 6.4%. Retail sales from the less volatile “control group”, which 

excludes automobiles, gasoline, building materials and food services, also increased by a 

solid 0.5% on the month boosted by a robust 0.8% gain in non-store retail sales. Despite the 

strong retail sales data and buoyant start to the third quarter (Q3), household consumption 

is unlikely to repeat its 4% annualised surge recorded in Q2. As the effect of fiscal stimulus 

wears off and consumers become increasingly concerned over rising inflation and its effect 

on real wage growth, household consumption growth is expected to moderate into the 

second half of the year bringing GDP growth down to a similar pace. Consumer spending 

accounts for more than two-thirds of US GDP.  

 

 Despite a strong labour market the University of Michigan US consumer confidence index 

unexpectedly fell in August from 97.9 to 95.3 its lowest since last September and well 

below the 98.0 consensus forecast, potentially signalling a slowdown in consumer spending. 

While the forward-looking expectations index remained unchanged at 87.3 the current 

conditions index dropped sharply from 114.4 to 107.8 its lowest in almost two years. 

Although the recent escalation in trade tensions may be a source of concern for consumers, 

rising inflation appears to be the biggest culprit. Households’ long-term inflation 

expectations increased from 2.4% to 2.5%. Consumers’ perceptions of conditions to make 

durable goods purchases fell to the lowest in almost four years, perceptions on durable 

goods prices fell to the lowest in almost ten years while perceptions on motor vehicle 

prices fell to the lowest since 1984.  

 

 While industrial production growth accelerated in July from 4.0% to 4.2% year-on-year 

marking the strongest growth since February 2012, this is due to the base effect of weak 

comparative readings last year. The short-term trend is less convincing. On a month-on-

month basis, industrial output grew in July by a modest 0.1% down from 1.0% in June. 

Utilities output fell by 0.5% on the month and mining output by 0.3%. Manufacturing output 

growth slowed from 0.6% to 0.3% and in 3 month-on-3 month annualised terms slowed down 

to 0.7%, a substantial deterioration from the 3% growth recorded in the second quarter. 

Vehicle and motor parts production fell sharply, signalling a slowdown in consumer 

spending in coming months. Data suggests growth in the manufacturing sector and in 

industrial production may have peaked, victims of a strengthening dollar, the fading effect 

of tax stimulus and the impact of escalating trade tensions.  

 



 

 

CHINA 

 China’s economic activity slowed in July. Retail sales growth eased from 9.0% year-on-year 

to 8.8%, maintaining its steady downward decline from recent double-digit growth rates. 

Industrial production growth remained unchanged at 6.0% unable to reclaim the 6.8% 

growth rate recorded in May. While manufacturing activity picked-up industrial production 

was held back by a slowdown in mining output and a decline in utility output, reflecting 

weak domestic demand. Fixed asset investment expanded in the first seven months of the 

year by 5.5% compared with the same period last year, its slowest since the data series 

began in 1992. While blame is being directed at US trade protectionism most of the 

slowdown is attributed to weakening domestic demand and a sharp slowdown in credit 

growth. Contrary to expectations, growth in industrial export sales picked-up in July from 

2.8% to 8.7% on the year. While China’s economic activity should stabilise amid a shift by 

authorities towards monetary easing, fiscal stimulus and infrastructure spending, there is 

likely to be a lagged response to these measures.  

 

 Growth in bank credit accelerated in July from 12.7% to 13.2% year-on-year its fastest pace 

this year. While the People’s Bank of China’s (PBOC) broad measure of credit growth, which 

includes non-bank credit and so-called shadow financing, slowed from 10.5% to 10.3%, the 

pace of slowdown has eased. Authorities have clamped down in the past two years on 

shadow financing with tighter financial regulations. Moody’s estimates shadow financing 

assets have fallen as a percentage of GDP from a peak of 87% in late 2016 to 73% at the end 

of June. However, according to Moody’s Asia Pacific managing director Michael Taylor, 

regulators are now “taking a more gradualist approach in response to slower domestic 

credit growth and a more challenging external environment.” He noted that: “Interbank 

liquidity improved significantly in the second quarter as the central bank gradually shifted 

its monetary policy stance towards an easing bias.” In addition to guiding longer-term 

market interest rates lower the PBOC may soon start to cut benchmark short-term interest 

rates.   

 

JAPAN 

 With less than a month to go before Japan’s Liberal Democratic Party (LDP) leadership 

election, the latest approval ratings suggest Prime Minister Shinzo Abe will win comfortably 

setting the stage for a further three years of “Abenomics”. His election would strengthen 

his mandate to pursue the three “arrows” of Abenomics, namely ultra-loose monetary 

policy, fiscal stimulus and structural reform. In April, Bank of Japan (BOJ) Governor 

Haruhiko Kuroda was appointed for a rare second term signalling a commitment to 

continued accommodative monetary policy to end Japan’s deflationary spiral. Abe’s 

government will likely offer fiscal stimulus to offset the proposed sales tax increase from 

8% to 10%. Structural reform, which has been elusive so far, will likely centre on labour 

reforms aimed at reducing excessive employment protection laws. Wage growth is viewed 

by government as essential to restoring sustainable inflation.  

 



 

 

EUROPE 

 The initial estimate of second quarter (Q2) Eurozone GDP growth was revised upwards from 

0.3% to 0.4%, unchanged from the 0.4% growth rate recorded in Q1. While growth slowed in 

Italy, Spain, Finland, Austria, Latvia and Cyprus and remained unchanged in France, 

Belgium, Lithuania and Slovakia, it accelerated in Germany, the Netherlands and Portugal. 

Germany’s GDP grew in Q2 by a robust 0.5% quarter-on-quarter, boosted by strong 

household spending and investment spending, while Q1 growth was revised upwards from 

0.3% to 0.4%. The Eurozone should maintain a solid growth rate in the second half of the 

year with confidence returning following the agreement between the EU and US to pause 

any further tariff increases while negotiations persist. The European Commission’s 

Economic Sentiment Indicator is consistent with the region’s economy continuing to 

perform well in Q3. Germany’s ZEW Economic Confidence Index rebounded from -24.7 in 

July to -13.7 in August indicating Germany will maintain the recent acceleration in 

economic growth.  

 

UNITED KINGDOM 

 Retail sales grew in July by a stronger than expected 0.7% month-on-month beating the 

0.2% consensus forecast and reversing the 0.5% decline in June. On a year-on-year basis 

annual growth in retail sales picked-up from 2.9% to 3.5%. Non-store retail sales increased 

16.9% on the year, the fastest pace since last September. The latest retail sales, which 

contribute around a third of total household spending, bode well for a recovery in 

household spending in the third quarter (Q3).  

 

 Consumer price inflation (CPI) picked-up in July from 2.4% to 2.5% year-on-year its first 

increase since last November. The increase, which is attributed to rising food and energy 

prices, was below the Bank of England’s forecast of 2.6%. Core CPI, excluding food and 

energy prices, remained unchanged at 1.9%. However, recent weakness in sterling coupled 

with the rising oil price is affecting producer price inflation (PPI), which accelerated in July 

from 10.3% to 10.9%. Higher PPI may cause CPI to return to the BOE’s target of 2% at a 

slower rate than originally anticipated, in turn frustrating the recovery in real wage 

growth.  

 

 Unemployment fell in the second quarter (Q2) from 4.2% to 4.0% its lowest level since 1975. 

However, the decline is due to a sharp increase in the number of people leaving the 

workforce. Actual employment growth slowed in the second quarter (Q2) to 42,000 well 

below the consensus forecast 98,000. Annual growth in total pay slowed in June for a 

second straight month falling from 2.5% to 2.4% year-on-year, now lower than consumer 

price inflation at 2.5%. The slowdown in real wage growth may jeopardise the expected 

recovery in consumer spending, which contributes around two-thirds of UK GDP.  

 



 

 

 Having previously anticipated an orderly departure from the EU and a transition period, 

Fitch credit rating agency downgraded its outlook on Brexit. Fitch warned that: “An 

intensification of political divisions within the UK and slow progress in negotiations with the 

EU means there is such a wide range of potential Brexit outcomes that no individual 

scenario has a high probability.” Fitch added that: “Any deal is likely to provoke 

brinkmanship and may not gain parliamentary approval and this could trigger a general 

election and greater talk of a second referendum.” While such outcomes would not bode 

well for the pound or UK economy, both fared better than expected following the Brexit 

vote in June 2016 and during the political instability which followed hung parliaments in 

2010 and 2017.  

 

FAR EAST AND EMERGING MARKETS 

 Both Moody’s and S&P Global credit rating agencies cut Turkey’s sovereign debt rating by 

one notch placing the ratings of Turkey’s bonds deeper into non-investment grade or so-

called “junk” territory. The rating agencies cited extreme currency volatility, significant 

external funding needs and the risk of a balance of payments crisis. Moody’s warned that: 

“The lack of or delays in formulating a comprehensive and effective economic plan to 

address the underlying causes of the recent financial stress is a clear indication for 

declining policy predictability and effectiveness.” Turkey has one of the largest current 

account deficits of any emerging market, unmatched external debts, surging inflation, 

politically motivated monetary policy and an absence of international goodwill for 

President Erdogan’s government. Fortunately, the combination of factors is unique to 

Turkey indicating little risk of lasting contagion to other emerging markets. (See Bottom 

Line).  

 

 India’s consumer price inflation (CPI) decelerated in July from 4.9% to 4.2% year-on-year. 

However, the bulk of the decline is attributed to falling food prices. Core CPI, which 

excludes food and energy prices due to their volatility, slowed more modestly from 6.4% to 

6.2% and remains close to its highest rate in four years. Core CPI may face upward pressure 

in coming months from a range of factors. These include recent volatility in the rupee, 

capacity constraints stemming from strong economic growth and the boost to rural wage 

growth from government’s Minimum Support Price agricultural programme. Despite the 

latest deceleration in headline CPI data the Reserve Bank of India (RBI) will likely remain 

committed to its current interest rate hiking cycle. Minutes from the latest monetary policy 

meeting indicate concern over fiscal slippage at state and central government level and a 

determination to anchor inflation expectations. A further 25 basis-point rate hike is 

expected by year-end, which would mark the third hike in the current monetary tightening 

cycle.  

 

 In a surprise move Bank Indonesia (BI) hiked its benchmark interest rate by 25 basis points 

to 5.5%, the fourth hike since May, despite subdued inflation and continued weak economic 

growth. The rate hike was motivated by the recent weakness in the rupiah, which has sunk 



 

 

along with other emerging market currencies in the wake of Turkey’s currency crisis. 

Indonesia is especially vulnerable to a weak currency due to its high dependence on 

external debt, which measures around 30% of GDP. BI Governor Perry Warjiyo said: “The 

reason for the rate hike is to maintain the attractiveness of our domestic financial market, 

in that we want yields…. to remain attractive despite rising risk premiums and that could 

trigger outflows.”  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 3.96 

JSE Fini 15  - 8.60 

JSE Indi 25  - 6.17 

JSE Resi 20  + 15.62 

R/$   - 14.78 

R/€   - 10.88 

R/£   - 9.91 

S&P 500  + 6.86 

Nikkei  - 2.49 

Hang Seng  - 7.76 

FTSE 100  - 1.26 

DAX   - 4.54 

CAC 40  + 1.26 

MSCI Emerging - 10.77 

MSCI World  + 1.99 

Gold   - 8.35 

Platinum  - 14.49 

Brent oil  + 8.57 

 



 

 

TECHNICAL ANALYSIS 

 The rand has retraced 50% of its 2016-2017 appreciation against the US dollar, indicating 

that the spike in the rand/dollar rate to R/$15.07 in mid-August may mark the peak in the 

currency’s recent decline.   

 

 The rally in the US dollar index has reached its medium-term goal suggesting a correction 

from current levels. The dollar remains below a major 30-year resistance line suggesting 

the bull run in the dollar may be over.  

 

 The British pound has broken back below key resistance at £/$1.35 suggesting a trading 

range of £/$1.30-1.35. The £/$1.28 level is expected to provide strong resistance.  

 

 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 is struggling to break decisively above key resistance at 3.0%. 

However, a break above this level is expected and would open the next target of 3.6%.  

 

 The benchmark R186 2025 SA Gilt yield has retraced earlier weakness and fallen back below 

the key 9.0% level. A trading range of 8.4-9.0% is expected over the foreseeable future.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent oil price has struggled to break above key resistance at $75 per barrel, indicating 

a likely trading range of $65-75 per barrel. The outlook for base metals prices is less certain 

after the copper price retreated sharply from the key $7000 per ton level. A decisive break 

below $6000 per ton would herald a bear market in copper and base metals’ prices.  

 

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

recovery and a test of the $1400 target level.  

 

 Despite the consolidation since the start of the year the break in the JSE All Share index 

above key resistance levels at 56,000 and 60,000 in December signals the early stages of a 

new bull market. 

 

BOTTOM LINE 



 

 

 The rand’s turbulence over the past month is not an indication that the domestic economic 

outlook has deteriorated.  

 

 Blame for the rand’s sharp decline over the past month lies squarely on the Turkish lira. 

Risk aversion caused by the currency crisis in Turkey has weighed on all emerging market 

currencies. South Africa should not be confused with Turkey. As the crisis originated in 

Turkey so the Turkish lira has been hardest hit. Over the past month the lira has sunk 

versus the US dollar by 23.9% and over 3 months and 6 months, by 32.7% and 57.3%, 

respectively. The rand has declined by less than half the lira, by 9.0% over one month, and 

over 3 months and 6 months, by 14.9% and 25.2%. South Africa’s current account deficit, at 

3.1% of GDP is less than half Turkey’s 6.3% deficit. Most of South Africa’s debt is domestic 

with proportionately very little foreign currency debt. By contrast, Turkey is heavily 

dependent on foreign currency debt, especially in its banking sector.  

 

 As the world’s most liquid, easily traded emerging market currency, the rand always suffers 

the brunt of emerging market risk aversion. The rand, widely used as a hedging currency, is 

especially vulnerable to any shift in emerging market sentiment. According to the Bank for 

International Settlements, the average single day’s turnover in rand trade is equivalent to 

around a third of South Africa’s total annual merchandise trade, by far the highest ratio of 

any emerging market currency, indicating the extent to which the rand is used for 

investment hedging and speculation.  

 

 Emerging market sentiment can sour either due to a general deterioration in sentiment 

across all emerging markets emanating for instance from declining international commodity 

prices, rising US interest rates or a rapid decline in China’s economic growth, or due to a 

specific country event. This has been the case over the past month with Turkey’s rapid 

decline in fortunes. Under President Erdogan, Turkey is veering towards escalating US 

sanctions and politically motivated monetary policy. Fortunately, the broader impact on 

emerging market currencies tends to be short-lived when there is an isolated culprit, like 

Turkey in this instance.  

 

 The rand’s recent period of volatility is likely to be brief. Besides the isolated Turkey-effect 

the global backdrop for emerging market currencies, generally, remains constructive. 

Commodity prices remain firm, buoyed by strong global economic growth, the Federal 

Reserve is approaching the peak in its interest rate hiking cycle, and China has begun to 

ease monetary policy, averting a significant slowdown in its economy.  

 

 On a purchasing power parity basis, the rand is now undervalued, which suggests some 

appreciation over coming months. Following recent rand volatility and the carry-yield 

(difference between domestic sovereign bond yields and US Treasury bond yields of similar 

maturity) the rand is now very cheap, close to equivalent levels reached following the 

2008/09 global financial crisis. 

 



 

 

 The rand’s recent decline is unlikely to prompt a shift in Reserve Bank monetary policy. 

There is little evidence of currency pass-through on domestic prices or inflation, especially 

in the current climate of lacklustre demand. The Reserve Bank is likely to see past the 

rand’s recent volatility and maintain its course of mild monetary policy accommodation, 

keeping the benchmark repo interest rate unchanged for the foreseeable future.  
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