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IN THIS WEEK’S BOTTOM LINE 

 Finance Minister Tito Mboweni will present his first Medium Term Budget Policy Statement 

(MTBPS) on Wednesday.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Mining production slumped in August by 9.1% year-on-year following a 4.1% contraction in 

July. On a month-on-month basis mining production fell by 1.2% building on the substantial 

8.3% contraction in July. It was a broad-based decline across mining sub-sectors, with coal 

and manganese the only sectors posting year-on-year growth, of 2.8% and 0.2%. The biggest 

culprits in the decline were iron ore and gold, which tumbled 19.9% and 15.5% on the year. 

Together, they contributed 4.8 percentage points of the aggregate year-on-year mining 

production decline. The production of platinum group metals fell 7.0% on the year 

detracting a further 1.7 percentage points from mining production. The mining sector after 

years of steady decline, now only accounts for around 7% of national GDP. Greater policy 

certainty and the introduction of attractive investment incentives are required to boost the 

mining industry.  

 

 Retail sales growth unexpectedly accelerated in August to 2.5% year-on-year up from 1.4% 

in July despite the lack of jobs growth and the impact of rising fuel prices. The relatively 

upbeat retail sales numbers are attributed to the boost to household disposable income 

from the public-sector wage settlement earlier in the year. On a month-on-month basis, 

retail sales grew by a solid 0.6% although down from the 1.5% gain in July. By retail 

category, the textiles, clothing, footwear and leather goods sector grew sales by 6.0% on 

the year up from 3.1% in July. Household furniture, appliances and equipment sales 

increased 10.4% up from 6.8% the previous month, while sales of pharmaceuticals and 

medical goods, cosmetics and toiletries accelerated from 2.1% to 3.1%. Retail sales growth 

is expected to continue its modest but steady improvement in the second half of the year, 

helped by the expected stabilisation in the rand and international oil price.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation: Due Wednesday 24th October. According to consensus forecast 

consumer price inflation is expected to have moderated slightly from 4.9% year-on-year in 



 

 

August to 4.8% in September amid lacklustre domestic demand and negligible inflationary 

pass-through from the weaker rand.  

 

 Producer price inflation: Due Wednesday 24th October. According to consensus forecast 

producer price inflation is expected to have fallen quite sharply from 6.3% year-on-year in 

August to 5.8% in September, helped by the base effect of elevated fuel prices in the 

comparative period last year. Falling inflation at the producer level bodes well for 

consumer price inflation.  

 

 Medium Term Budget Policy Statement: Due Wednesday 24th October. Finance Minister Tito 

Mboweni will present his first Medium Term Budget Policy Statement (MTBPS) on 

Wednesday. Fiscal prudence will be Mboweni’s priority. He is unlikely to deviate from the 

budget projections made in the February Budget, sticking close to the 2018/2019 Financial 

Year projected budget deficit of 3.6% of GDP. He will likely reiterate the 2019/2020 and 

2020/2021 budget deficit targets of 3.6% and 3.5%, respectively. 

 

 South African Investment Conference: Due Friday 26th October. The conference, to be 

hosted by President Ramaphosa, will focus on new prospective investment pledges and 

plans to convert the $45 billion in investment pledges, made so far, into concrete 

investment projects. Over a thousand people are expected to attend the conference from 

around the world. However, the acid test is whether domestic savings can be mobilised into 

investment spending.  

 

GLOBAL 

 The total volume of leveraged loans, defined by the Federal Reserve as debt which is at 

least five times the debtor company’s earnings before interest and tax deductions, has 

more than doubled in the past six years to $1.3 trillion. The boom in leveraged loans has 

prompted warnings from the Fed, the Bank of England (BOE), the IMF, and Bank of 

International Settlements. A key risk is the lack of loan covenants to protect the investor. 

Furthermore, to meet investor demand many leveraged loans are being repackaged into 

collateralised loan obligations, making it difficult to assess where the ultimate credit risk 

lies. The BOE warned that: “The global leveraged loan market was larger than and was 

growing as quickly as the US subprime mortgage market had been in 2006.”  

 

 While global equity markets are suffering one of their worst months in years, global 

corporate insiders have increased the purchase of their companies’ shares. This is a bullish 

signal for equity markets as corporate insiders should have a better knowledge than the 

broader market of their own companies’ prospects. According to 2iQ Research the global 

ratio of share purchases versus sales by company managers and directors has increased to 

3x, the highest in at least ten years. Interestingly, this bullish signal is not evident in the US 

where insiders remain net sellers of their own shares.  



 

 

NORTH AMERICA 

 Minutes from the Fed’s policy meeting on 25-26th September reveal a consensus decision to 

remove the statement that monetary policy was “accommodative”, signalling that the fed 

funds rate is approaching the neutral rate that is neither accommodative nor restrictive. A 

small number of policy makers thought the neutral rate could be as low as 2.5% not far 

from the current rate of 2.0-2.25%. However, the majority, 11 of the 16 policy makers, 

expect the fed funds rate will rise by another 25 basis points in December and a further 75 

basis points in 2019, with the interest rate peaking at 3.0-3.25%. While a couple of policy 

makers thought a restrictive policy was not warranted in the absence of clear signs of rising 

inflation a greater number believed the fed funds rate would need to rise above the neutral 

rate to “reduce the risk of a sustained overshooting” in inflation. As the fed funds rate 

approaches a neutral level, the Fed minutes indicate an increasingly divided debate over 

monetary policy.  

 

 Industrial production increased in September by a solid 0.3% month-on-month, its fourth 

straight monthly increase, lifting year-on-year growth from 4.9% to 5.2%. By industrial 

sector, manufacturing and mining increased production by 0.2% and 0.5% on the month. By 

manufacturing category, business equipment output increased by 0.8% signalling continued 

strong growth in business investment spending. While still buoyant, industrial production is 

showing signs of slowdown on a quarter-on-quarter basis, registering 3.3% annualised 

growth in the third quarter (Q3) compared with 5.3% in Q2. The breakneck pace of growth 

in the first half of the year was always expected to slow as the tax stimulus faded. Q3 GDP 

growth is expected to slow to 3.3% quarter-on-quarter annualised compared with 4.2% in 

Q2.  

 

 Sales of previously owned homes fell in September by 3.4% month-on-month and 4.1% year-

on-year, marking the seventh straight annual decline. This is the longest slump since 2014. 

According to Lawrence Yun, chief economist at the National Association of Realtors: 

“Without a doubt there is a clear shift in the market.” Housing starts, measuring the pace 

of new home construction, also deteriorated falling in September by 5.3% on the month. 

Although the slowdown in housing starts is partly attributed to Hurricane Florence’s once-

off effect on activity in the South East, there appears to be a more generalised cyclical 

slowdown in the housing market. The combination of rising interest rates, increased tariffs 

on imported construction materials, a lack of housing inventory and new tax legislation that 

reduces incentives for home ownership, are all conspiring to turn the recent lull in the 

housing market into a more sustained phenomenon.  

 

 Of the companies comprising the S&P 500 Index, which have so far reported third quarter 

(Q3) earnings, 35% have missed their consensus revenue forecasts. This is the highest 

revenue “miss” ratio this year, adding to anxiety in an already jittery market. As it is, the 

consensus revenue growth forecast for the S&P 500 Index has already been lowered to just 

7.3%, far below the level of the prior four quarters. The consensus revenue growth forecast 



 

 

for 2019 is even lower, falling to 5.4% in recognition of the fading effect of the once-off 

fiscal stimulus.  

 

CHINA 

 China’s GDP growth fell in the third quarter (Q3) to 6.5% year-on-year its slowest since Q1 

2009 when it registered 6.2%. Growth has slowed steadily since the start of the year from 

6.8% in Q1 and 6.7% in Q2. Industrial production growth slowed further in September to 

5.8% on the year down sharply from 6.1% in August. Infrastructure spending growth slowed 

in the first nine months of the year to just 3.3% on the year, its slowest pace since 2014, 

despite government policies to boost local government infrastructure spending. However, 

there were some bright spots. Fixed-asset investment growth improved slightly to 5.4% 

year-on-year in the nine months to end September compared with growth of 5.3% in the 

period to end August. Retail sales growth also showed some improvement in September to 

9.2% on the year up from 9.0% in August. While authorities have eased monetary and fiscal 

policy settings to boost economic activity, their lagged effect means growth may only 

bottom-out around mid-2019. Further loosening in policy settings are expected over coming 

months.  

 

 New bank loans increased in September to 1.38 trillion yuan up from 1.28 trillion in August. 

Total social financing, a broader measure of credit and liquidity also increased from 1.93 

trillion to 2.21 trillion yuan between August and September. Although year-on-year growth 

in total social financing fell from 10.8% to 10.6%, its slowest pace since 2005, measures to 

boost credit growth appear to be reversing the prolonged downtrend. Having loosened 

monetary policy through a series of reductions in banks’ reserve ratio requirements, the 

People’s Bank of China is expected to follow-up with actual interest rate cuts over coming 

months.  

 

 The Shanghai Composite Index rallied 4.3% on Monday 22nd October, its biggest single day 

gain since November 2015, building on the previous Friday’s 2.6% gain. The strong gain was 

prompted by a concerted move by authorities to bolster China’s equity market. The 

Shanghai Composite Index has lost almost 30% since the start of the year making it the 

worst performer amongst the world’s major equity markets. On Friday, statements were 

issued by the heads of the People’s Bank of China, the banking regulator and securities 

watchdog, and the country’s chief economic advisor, to boost equity market sentiment. 

Chief economic advisor and Vice Premier Liu He, describing the trade conflict with the US, 

said: “Frankly, the psychological impact is bigger than the actual impact.” Meanwhile Guo 

Shuqing, chairman of the China Banking and Insurance Regulatory Commission said: “The 

market has been out of touch with the fundamentals of the Chinese economy. It also does 

not reflect the healthiness of China’s financial system.”  

 

 



 

 

JAPAN 

 Headline consumer price inflation (CPI) eased slightly in September from 1.3% year-on-year 

to 1.2% although still well up on July’s level of 0.9%. The slowdown is attributed to a sharp 

decline in fresh food inflation from 8.6% to 5.6%. Core CPI, excluding fresh food, increased 

from 0.9% to 1.0% marking the 21st consecutive positive annual reading. However, the rise 

in core CPI is attributed to rising fuel prices. Energy prices increased in September by 8.1% 

on the year building on the 7.4% gain in August. Core-core CPI, which excludes fresh food 

and energy prices and relied on as a key indicator of underlying inflation, remained 

unchanged at 0.4% although up from July’s level of 0.3%. Japan continues to battle with 

low inflation. However, the outlook is gradually improving with a tight labour market and 

rising wage growth likely to feed through to higher inflation over coming months. Although 

encouraging, inflation remains well below the Bank of Japan’s (BOJ) 2% target, warranting 

a continuation of ultra-accommodative monetary policy. BOJ Governor Haruhiko Kuroda, 

while encouraged by the firming inflation rate, cautioned that: “Compared with the 

economic expansion and the tightness of labour conditions, price moves remained weak.” 

 

EUROPE 

 Italy’s populist government, despite pressure from markets and the European Commission 

(EC) to do otherwise, submitted its draft budget to the EC saying it will expand the 

country’s budget deficit next year to 2.4% of GDP disregarding the mandated 0.8% deficit. 

The EU’s executive arm warned that the deviation from earlier promises is “unprecedented 

in the history of the (EU’s) Stability and Growth Pact.” The draft budget prompted a spike 

in Italy’s ten-year government bond yield to 3.7% its highest level since early 2014, while 

Moody’s credit rating agency downgraded Italy’s sovereign debt rating to one level above 

non-investment grade (junk status). So far, however, the effect on the sovereign bond 

markets of other so called “peripheral” Eurozone members has been mild, indicating little 

contagion effect or risk that Italy will leave the Eurozone. The EC, although in theory it 

could ultimately place Italy under Excessive Deficit Procedure and fine it for breaking 

budgetary rules, is unlikely to do so as it will want to avoid provoking an anti-euro 

backlash.  

 

UNITED KINGDOM 

 Retail sales unexpectedly slipped in September by 0.8% month-on-month reducing year-on-

year growth from 3.4% to 3.0%. However, some pullback had been expected following 

strong retail sales growth in July and August, of 0.9% and 0.4% on the month, respectively. 

Over the third quarter (Q3) retail sales grew by a solid 1.2% quarter-on-quarter, which 

should provide a meaningful boost to Q3 GDP growth. The outlook for retail sales is 

improved by a resumption in real wage growth, with nominal wage growth now exceeding 

inflation. The implied retail sales deflator fell in September from 2.2% year-on-year to 1.8% 



 

 

its lowest since January 2017 and well below the peak of 3.3% recorded in September last 

year. Helped by a tightening jobs market, wage growth is likely to maintain its uptrend 

over coming months, ensuring a gradual improvement in retail sales and consumer 

spending.   

 

 Labour market data shows the total number employed fell in the three months to end 

August by 5,000. However, while there was a 43,000 fall in part-time employees the 

number of full-time employees increased by 39,000. The shift towards full-time 

employment indicates a healthy jobs market. Meanwhile, the unemployment rate remained 

unchanged at 4.0%, its lowest since 1975. Average earnings growth, excluding bonuses, 

increased in the three months to end July by 3.1% year-on-year, its fastest since early 2009, 

up from 2.9% in the prior three-month period. The robust increase in wage growth is 

expected to have a positive spill-over into consumer spending and GDP growth. Consumer 

spending contributes around two-thirds to UK GDP.  

 

 Consumer price inflation (CPI) fell sharply in September from 2.7% year-on-year to 2.4%, 

helped by a decline in fuel price inflation from 11.7% to 10.8% and in food price inflation 

from 2.5% to 1.5%. Core CPI, which excludes food and energy prices due to their volatility, 

also eased from 2.1% to 1.9%. The combination of falling inflation and rising earnings is 

providing a strong tailwind for real growth in household disposable income. At the same 

time a reduction in inflationary pressure should moderate the Bank of England’s trajectory 

of interest rate hikes, providing an extra boost to the economy.  

 

FAR EAST AND EMERGING MARKETS 

 According to research by Fundamental Intelligence, the raising of fresh capital via debt and 

equity markets across emerging economies (103 in total), fell in the third quarter (Q3) to 

$270 billion, its lowest since Q3 2011. The amount of capital raised is down sharply from 

$382 billion in Q2 and $455 billion in Q1. While coinciding with a sharp decline in emerging 

market bond and equity markets since the start of the year, emerging market companies 

are nonetheless continuing to receive aggregate net upgrades to their credit ratings. This 

suggests the slowdown in capital raising is attributed to a decline in capital demand rather 

than a withdrawal in investor demand.  

 

 The Bank of Korea (BOK) put a halt to its cycle of interest rate increases due to a worsening 

outlook for the economy. Citing an escalating trade conflict between the US and China, 

weaker global demand and a weak labour market, the BOK lowered its forecast for GDP 

growth in 2018 and 2019, from 2.9% to 2.7% and from 2.8% to 2.7%, respectively. The BOK 

had been hiking interest rates to quell record high levels of household debt and soaring 

house prices, in addition to creating policy space so that it can reduce interest rates during 

the next economic downturn. However, a shift in economic environment has appeared to 

put the interest rate hiking cycle on hold.   

 



 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 12.27 

JSE Fini 15  - 13.21 

JSE Indi 25  - 19.65 

JSE Resi 20  + 12.00 

R/$   - 13.58 

R/€   - 9.48 

R/£   - 9.82 

S&P 500  + 3.08 

Nikkei  - 0.66 

Hang Seng  - 12.59 

FTSE 100  - 8.39 

DAX   - 10.79 

CAC 40  - 4.88 

MSCI Emerging - 15.16 

MSCI World  - 2.38 

Gold   - 5.49 

Platinum  - 10.14 

Brent oil  + 20.40 

 

TECHNICAL ANALYSIS 

 The spike in the rand/dollar rate to R/$15.50 in the first week of September 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 has broken above resistance at 3.0% and 3.20%, paving the 

way for a new 3.20-3.30% trading range. However, any further move highly is likely to meet 

stiff resistance, especially at the key 3.50% level.   

 

 The benchmark R186 2025 SA Gilt yield has spiked higher to 9.30% but is expected to meet 

stiff resistance at this level, limiting any further likely upside. The R186 may retrace a 

portion of its upward move taking the yield back to the 8.80% level and thereafter 8.60%.  

 

 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 broken above key resistance at $80 per barrel, opening-up the $100 

level, which just two months ago seemed far-fetched. However, any spike higher to the 

$100 level is likely to be short-lived, a blip rather than the start of a sustainable trend 

higher. 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 the key resistance level of 60,000 in December signals the early stages of a new bull 

market. 

 

BOTTOM LINE 

 Finance Minister Tito Mboweni will present his first Medium Term Budget Policy Statement 

(MTBPS) on Wednesday.  

 



 

 

 Mboweni is well known by domestic and global investors, having served as South African 

Reserve Bank governor for 10 years between 1999 and 2009. He has the right credentials for 

the job of Finance Minister. Besides, he is one of the highest-ranking officials within the 

ANC, gaining the 11th most votes in his election to the ANC’s National Executive Committee 

at the December elective conference. The rand rallied around 3% against the US dollar on 

the day of his appointment as Finance Minister, a marked outperformance of all other 

emerging market currencies on that day, clearly signalling the market’s approval of his 

appointment. The MTBPS is unlikely to be clouded by political hectoring, which is likely to 

have been the case, were Nhlanhla Nene still at the helm.  

 

 Fiscal prudence will be Mboweni’s priority. He is unlikely to deviate from the budget 

projections made in the February Budget, sticking close to the 2018/2019 Financial Year 

projected budget deficit of 3.6% of GDP. He will likely reiterate the 2019/2020 and 

2020/2021 budget deficit targets of 3.6% and 3.5%, respectively. 

 

 The MTBPS will offer more insight into the funding of the Infrastructure Fund, which 

President Ramaphosa announced in September. Ramaphosa said the Infrastructure Fund, 

comprising R400 billion in public funding, would not require new money.  Rather, as stated 

at the time of his initial announcement, an amount of R50 billion would be reprioritised, 

with details to be disclosed at the MTBPS. 

 

 Emboldened by his long experience in public service and his seniority within the ANC, 

Mboweni is expected to shed some light on longer-term structural reforms, especially 

relating to the heavy financial burden of the country’s state-owned enterprises. His 

attention is likely to focus on the massive public-sector wage bill. Speaking at the Cape 

Peninsula University of Technology last weekend, he voiced his concern over public sector 

wages: “If we are better organised we should be making sure that we do not have a 

situation where R8 out of every R10 goes to salaries in the public sector. That means we 

are left with R2 for other services, to fix a clinic or hospital.”  

 

 Moody’s, the last of the three major credit rating agencies still awarding South African with 

an “investment grade” sovereign credit rating, has postponed its semi-annual review until 

after the MTBPS, to assess any risk of fiscal slippage. A positive MTBPS, championing fiscal 

prudence, a deficit neutral Infrastructure Fund and some indication of longer-term 

structural reform, would be rand positive while ensuring South Africa maintains an 

investment grade rating from Moody’s.  
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