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SOUTH AFRICA ECONOMIC REVIEW 

 The current account deficit narrowed dramatically from -4.7% of GDP in the first quarter 

(Q1) to -3.1% in Q2 well below the -5.4% average in 2014 and better than the -3.7% 

consensus forecast. The improvement is attributed to the trade balance which showed its 

first surplus since Q4 2011 at 0.3% of GDP compared with a deficit of -1.7% of GDP in Q1. 

The value of exports increased in Q2 by 6.9% quarter-on-quarter annualized while imports 

fell by -0.8%. Exports of platinum group metals and iron ore were robust in spite of weak 

pricing and exports of chemical products and vehicles also increased strongly. On the other 

hand imports were pulled lower by the decline in oil prices. Unfortunately it is unlikely the 

current account improvement can be maintained in the context of China’s economic 

slowdown and further declines in prices of key commodity exports. The potential for strike 

activity in the gold sector would also undermine trade and current account balances. 

 The SA Reserve Bank (SARB) Quarterly Bulletin reveals that consumer spending halved from 

a growth rate of 2.4% quarter-on-quarter annualized in the first quarter (Q1) to 1.2% in Q2. 

Durable goods purchases fell sharply as a result of lower spending on personal transport 

equipment. Growth in real household disposable income slowed from 2.2% to 1.6% although 

household debt to disposable income improved from 78.7% to 77.8%. Growth in gross fixed 

capital formation (GFCF) weakened further from 1.8% in Q1 to just 1.0%. Growth in private 

sector capital outlays fell dramatically from 1.6% to 0.1%. On the other hand fixed 

investment by general government remained buoyant rising from 5.1% to 5.3% driven by 

infrastructure spending in energy, water, transport and education sectors. The Quarterly 

Bulletin points to a poor economic outlook dampened by weak consumer and business 

confidence.  

 Retail sales growth slowed from 3.8% year-on-year in June to 3.3% in July although above 

the 2.4% consensus forecast. Among the retail categories “hardware, paint and glass” 

increased 6.3% and “textiles, clothing, footwear and leather” gained 3.9%. On a month-on-

month basis retail sales increased by just 0.1% hindered by a 12.4% increase in electricity 

prices at the start of July. Combined with recent poor new vehicle sales the latest retail 

data indicate a substantial loss in momentum in consumer spending. 

 Standard & Poor’s (S&P) credit rating agency said that SA’s sovereign credit rating is 

unlikely to be downgraded over the next 12-18 months unless there is an economic or 

political shock. The reassurance came following S&P’s recent downgrade of Brazil’s credit 

rating to sub-investment grade amid concerns that SA and other emerging markets were 



 

 

also at risk. S&P confirmed that SA’s political and fiscal challenges were very different to 

Brazil’s although cautioned that the country needed to reduce its current account and 

fiscal deficits. S&P also urged more “visible” implementation of its economic growth 

policies. S&P and other credit rating agencies will scrutinize the upcoming Medium Term 

Budget Policy Statement on 21st October for any sign of fiscal laxity.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The National Union of Mineworkers (NUM) representing around 53% of the gold sector’s 

labour force said it would recommend that its members accept the latest wage offer from 

gold mining companies. Gold companies are offering to raise guaranteed wages by up to 

32% over the next three years for entry level workers. However, the Association of 

Mineworkers and Construction Union (AMCU) representing over 30% of gold sector workers 

said it would not recommend the latest wage offer. The wage offer could be legally 

extended to AMCU members if the majority of total union members sign-up to the wage 

deal although this would not necessarily prevent AMCU from instigating a wildcat strike.  

 Finance Minister Nhlanhla Nene said that the Department of Energy’s proposed nuclear 

procurement programme would be fully transparent and incorporated into the nation’s 

budgeting process. This is in apparent contradiction to the Department of Energy’s 

reluctance so far to provide any feasibility analysis or costing projections. The Medium 

Term Budget Policy Statement due on 21st October is likely to provide the first insight into 

the costs of the proposed nuclear procurement programme. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation (CPI): Due Wednesday 23rd September. According to consensus 

forecast CPI is expected to slow from 5.0% year-on-year in July to 4.7% in August as a result 

of the -3.8% decline in petrol prices during the month. 

 Producer price inflation (PPI): Due Wednesday 23rd September. According to consensus 

forecast PPI is expected to increase from 3.3% in July to 3.6% in August partly reversing the 

unexpectedly sharp decline in July when it fell from 3.7%.  

 SA Reserve Bank (SARB) Monetary Policy Committee (MPC) meeting. Due Wednesday 23rd 

September. According to consensus forecast and the forward rate market the SARB is 

expected to keep the repo interest rate unchanged at 6.0% amid a weakening economy and 

falling oil prices, a decision helped by the postponement of the Fed’s anticipated rate hike.  



 

 

 

NORTH AMERICA 

 Consumer price inflation (CPI) turned negative in August for the first time since January 

falling -0.1% month-on-month although in line with consensus forecast. The decline is 

attributed to lower energy prices which declined -2.0% on the month. Core CPI, which 

excludes energy and food prices due to their inherent volatility, increased 0.1% on the 

month and 1.9% on the year suggesting little deflationary pass-through from lower oil 

prices. 

 The Federal Open market Committee (FOMC) postponed its much anticipated interest rate 

hike highlighting that although US economic activity continued to expand “recent global 

economic and financial developments may restrain economic activity somewhat and are 

likely to put downward pressure on inflation in the near-term.” Despite keeping the fed 

funds rate at a record low 0-0.25% the FOMC lowered its unemployment forecast for the 

fourth quarter (Q4) 2015 from a previous 5.3% to 5.0%, and from 5.1% to 4.8% in 2016, and 

from 5.0% to 4.8% in 2017. However, its GDP forecasts were adjusted slightly lower from 

2.1% to 1.9% in 2015, from 2.5% to 2.3% in 2016 and from 2.3% to 2.2% in 2017. Thirteen of 

the seventeen FOMC members still expect a rate hike in 2015, and three not until 2016. 

Surprisingly one FOMC member forecasts negative interest rates in 2016.  

 The Philly Fed manufacturing index, one of the earliest regional data releases and closely 

watched as a barometer of nationwide activity, unexpectedly contracted falling from 8.3 in 

August to -6.0 in September the first negative reading since February 2014. In contrast the 

sub-indices were relatively buoyant. The forward-looking new orders index increased from 

5.8 to 9.4. The employment index increased from 5.3 to 10.2 a five-month high. The 

contrast between strong actual activity indices and the weak headline index is attributed to 

the volatility in global financial markets.  

 Housing starts, ground-breaking for the construction of new homes, fell further in August by 

-3.0% month-on-month while July’s decline was revised lower to -4.1%. The decline in 

August was spread across both multi-family homes and single-family homes each -3.0% 

down on the month. However, according to National Association of Home Builders chief 

economist David Crowe: “A slight one-month decline is not unusual as the housing market 

moves forward at a slow and steady pace… Encouraging permit data, year-on-year increases 

in single and multifamily production, and rising builder confidence all bode well for a 

continuing, gradual recovery throughout the rest of the year.” Building permits increased in 

August by 3.5% on the month. 

 Existing home sales fell in August by -4.8% month-on-month the steepest decline since 

January when sales fell -4.9% and worse than the -1.1% consensus forecast. Single-family 



 

 

home sales fell -5.3% while condo sales fell a relatively mild -1.6%. As a result of declining 

sales the stock of homes for sale increased from 4.9 to 5.2 months’ supply. The average 

number of days that homes stayed on the market also increased from 42 to 47. Although 

the Fed’s decision to keep interest rates unchanged could give the housing market a boost 

over the near-term the yield on 30-year fixed mortgages will inevitably increase. Currently 

at 3.91% the average 30-year mortgage yield will rise to 4.1% by the end of the year and 

5.0% by the end of 2016 according to National Association of Realtors chief economist 

Lawrence Yun. 

 Initial jobless benefit claims unexpectedly fell from 275,000 to 264,000 in the week ending 

12th September well below the 275,000 consensus forecast. Compared with the same week 

in August initial claims are down by a substantial 13,000. In the absence of any special 

mitigating factors the data indicates a continued strengthening in the US labour market 

raising the likelihood that unemployment will potentially fall below the key 5.0% level by 

the end of the year.  

 

JAPAN 

 As expected the Bank of Japan kept monetary policy unchanged maintaining its asset 

purchase programme at an annual rate of ¥80 trillion. Bank of Japan (BOJ) Governor 

Haruhiko Kuroda stated that: “Exports and industrial production have recently been more 

or less flat, due mainly to the effects of the slowdown in emerging economies.” However, 

the BOJ retained its outlook for a moderate economic recovery providing a positive 

assessment of business investment and private consumption. The BOJ is likely to wait for 

the annual spring wage negotiations in the first quarter next year before altering its current 

quantitative and qualitative easing (QQE) programme. By then the central bank will have a 

clearer idea of whether its long-term target of 2% consumer price inflation is achievable. A 

sustainable increase in inflation is dependent on stronger wage increases. 

 

 

EUROPE 

 The Eurozone trade surplus increased from €21.9 billion in June to a record high €22.4 

billion in July. Exports grew 6.8% year-on-year well above the 1.3% increase in imports. The 

data bodes well for third quarter GDP. However, business surveys suggest the trade surplus 

may struggle to increase from current levels as the once-off benefit of a weaker euro 

dissipates over coming months.  

 



 

 

 Eurozone joblessness fell in July by 213,000 reducing the unemployment from 11.1% in June 

to 10.9% the lowest in three years. The unemployment rate in Greece, Portugal and 

Ireland, each recipients of bailout packages, has fallen around two percentage points in the 

past year, to 25%, 12.1% and 9.5% respectively. Spain’s unemployment has also fallen 

sharply over the past year from 24.3% to 22%. The pace of Eurozone employment growth 

has steadily picked-up from 0.2% quarter-on-quarter in the first quarter (Q1) to 0.3% in Q2, 

raising hopes of a sustainable economic recovery.  

 

 Eurozone industrial production bounced in July more than reversing June’s -0.3% month-on-

month contraction with an increase of 0.6% well ahead of the 0.3% consensus forecast. 

France provided the only negative reading with a decline of -0.8% marking a second straight 

monthly decline. Germany registered a steady 0.5% increase and Spain an increase of 0.6%. 

The standout performers were Italy which increased its industrial production by 1.1% and 

Ireland and Greece with gains of 7.2% and 4.3%. The overall improvement is encouraging 

especially in the context of slowing demand from emerging markets.  

 

 

UNITED KINGDOM 

 Employment increased by a solid 42,000 in the three months to end July pushing the 

unemployment rate down from 5.6% to 5.5%. Annual growth in average weekly earnings 

increased sharply from 2.3% in June to 3.7% in July. Even after excluding bonuses which 

tend to add to the volatility of the data series annual growth in regular pay increased from 

2.8% to 3.2%. With consumer price inflation at 0.1% in July the increase in real earnings is 

substantial. Despite the inflationary impact of higher wages there remains significant scope 

for productivity improvement in the UK economy, which should moderate the trajectory of 

unit wage costs.  

 

 Consumer price inflation (CPI) fell from 0.1% year-on-year in July to 0.0% in August 

attributed to lower petrol prices. Core CPI excluding volatile food and energy prices fell 

from 1.2% to 1.0% reflecting a broad-based decline in inflationary pressure besides oil and 

raw materials. While economists are forecasting a rebound in CPI at the start of 2016 as the 

base effect of weak comparative data washes out of the system the indirect effect of lower 

oil prices may linger for longer than expected. The decline in producer price inflation 

increased from -1.6% in July to -1.8% in August suggesting CPI may remain under downward 

pressure for a prolonged period.  

 

 Growth in retail sales fell from 4.1% year-on-year in July to 3.7% in August. On a three-

month-on-three-month basis retail sales growth has fallen steadily from 0.6% in June to 

0.5% in July and 0.4% in August reflecting a marked slowdown between the second quarter 



 

 

(Q2) and Q3. The slowing retail sales momentum indicates a moderation in economic 

growth in Q3. However, regular pay increases have risen to their highest since 2008 which 

together with low inflation suggests a recovery in household discretionary spending at the 

end of the year.  

 

FAR EAST AND EMERGING MARKETS  

 Indonesia’s trade surplus fell sharply from US$1.38 billion in July to $430 million in August. 

While exports increased 10.79% month-on-month imports increased by a far greater 21.69%. 

The surge in imports is attributed to the inward shipment of machinery and mechanical 

appliances, and electrical appliances which increased on a month-on-month basis by 26.46% 

and 20.43% respectively, while imports of steel and plastics increased 61.53% and 40.28%. 

While the narrowing trade surplus may weigh on Indonesia’s current account deficit the 

breakdown in imports indicates a recovery in the economy’s investment spending. Public 

expenditure seems to be re-starting especially in heavy infrastructure projects which 

should provide a solid boost to GDP growth in the second half of the year. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.94 

JSE Fini 15  + 3.00 

JSE Indi 25  + 6.87 

JSE Resi 20  - 15.40 

R/$   - 14.97 

R/€   - 7.10 

R/£   - 14.05 

S&P 500  - 4.47 

Nikkei   + 3.55 

Hang Seng  - 7.83 

FTSE 100  - 6.97 



 

 

DAX   + 1.46 

CAC 40   + 7.32 

MSCI Emerging  - 14.71 

MSCI World  - 4.72 

Gold   - 4.20 

Brent Crude  - 15.42 

 

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 forward rate agreement market is pricing in a 61% probability of a 25 basis point 

interest rate hike when the SA Reserve Bank (SARB) meets on Wednesday. Economic 

indicators have changed significantly since July when the SARB Monetary Policy Committee 

(MPC) hiked the repo rate by 25 basis points from 5.75% to 6.0%.  

 

 Since the last SARB policy meeting in July the rand has declined by a further -7% against the 

US dollar and -6.3% on a trade weighted basis. Currency depreciation was one of the main 

factors behind the last rate hike but if the currency’s -6.3% decline since July is anything to 

go by the SARB may consider that foreign investors are drawn to SA more for its economic 

growth potential than for its interest rate carry. As such a rate hike would deter rather 

than encourage foreign capital inflows.  

 

 Due to the base effect of low year-ago comparative figures consumer price inflation (CPI) is 

expected to breach the upper-end of the SARB’s 3-6% range during the first half of next 



 

 

year but then return back to within the range in the second half of 2016. The SARB is likely 

to see past the temporary inflation breach given that most indicators are signalling a 

continued slowdown in economic activity. 

 

 Apart from the weaker rand and the expected temporary spike in CPI other factors would 

suggest a pause in the SARB’s rate tightening cycle. Since the last MPC meeting the 

economy recorded a GDP contraction of -1.3% quarter-on-quarter annualised in the second 

quarter. Forward-looking indicators such as purchasing managers’ indices signal continued 

loss in economic momentum over the second half of the year.  

 

 Household consumption, which in recent years has compensated for weak mining and 

manufacturing output, is also running out of steam. In July retail sales grew by just 0.1% on 

the month and household credit extension slowed to just 3.6% on the year, followed in 

August by a year-on-year contraction in new vehicle sales of -8.2%. The outlook for the 

consumer is bleak according to the FNB/ BER consumer confidence index which in the 

second quarter fell to the lowest since 2001.  

 

 Global factors play a large part in interest rate policy. Global economic growth is slowing 

led by a marked deceleration in activity in China and other key emerging market 

economies. The threat of a global slowdown was sufficient to sway the US Federal Reserve 

into postponing its much anticipated interest rate increase on 17th September. The SARB is 

expected to follow suit and keep rates on hold at its policy meeting on 23rd September. 

 

 The combination of GDP contraction, decelerating household credit extension and declining 

consumer confidence should outweigh the SARB’s anxiety over a potential short-term 

inflation spike when it makes its rate decision on Wednesday. The SARB is expected to look 

past the inflation spike which in any event can be attributed to the base effect of low year-

ago figures rather than a sustainable uptrend.  
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