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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) headed higher in September, rising from 4.8% to 5.1% year-

on-year above the 5.0% consensus forecast. However, core CPI excluding food and energy 

prices, which are traditionally volatile, remained unchanged at 4.6%. The rise in headline 

CPI is attributed to higher petrol and diesel inflation, which accelerated from 5.7% to 

12.1%. Other culprits were owner’s equivalent rent inflation, which increased from 4.9% to 

5.4% and meat price inflation, which increased from 15.0% to 15.6%. However, food 

inflation continued to decline from 5.7% to 5.4% helped by record grain harvests. Despite 

the recent uptick, CPI is expected to return to sub-5.0% territory amid continued food price 

disinflation and weak domestic demand. CPI is well within the Reserve Bank’s 3-6% target 

range paving the way for further interest rate cuts over the next 6-9 months.  

 

 Retail sales grew in August by an unexpectedly strong 5.5% year-on-year up from 1.6% in 

July and well ahead of the 2.7% consensus forecast. This marks the strongest growth rate 

since May 2013. Growth was broad-based with all retail categories making positive 

contributions although the biggest improvement was in “textiles, clothing, footwear and 

leather” with year-on-year growth picking up from 0.1% to 2.5%. Growth in the “household, 

furniture, appliances and equipment” category improved from 7.1% to 9.0%. The latest data 

indicates consumer spending built on its second quarter (Q2) growth of 4.7% quarter-on-

quarter annualised in Q3, and made a positive contribution to Q3 GDP growth. Retail sales 

are expected to maintain their gradual uptrend over coming months as falling interest rates 

and declining inflation boost household disposable income and consumer confidence. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank Composite Business Cycle Leading Indicator: Due Tuesday 24th October. The 

Reserve Bank leading indicator for August is expected to build on July’s solid increase, as 

businesses start to look past the current peak period of political and policy uncertainty. In 

July, the leading indicator jumped to its highest since February, indicative of the first 

green shoots of an economic recovery.  

 

 Medium-Term Budget Policy Statement (MTBPS): Due Wednesday 25th October. The National 

Treasury presents its Medium-Term Budget Policy Statement (MTBPS) on Wednesday 25th 

October. It will be Finance Minister Malusi Gigaba’s first budget and likely to be the most 



 

 

difficult budget of recent times. Due to weak economic growth, the budget deficit is 

deteriorating, expected to rise to an estimated 3.9-4.3% of GDP by the end of the 2018 

financial year (FY 2018) well above the initial target of 3.1%, tabled in February’s Budget. 

(See Bottom Line for further analysis). 

 

 Producer price inflation (PPI): Due Thursday 26th October. PPI is expected to increase from 

its year-on-year rate of 4.2% in August to around 4.8% in September due to steep increases 

in petrol and diesel prices during the month. However, subsiding food inflation is likely to 

return PPI to its softening trend over following months.  

 

NORTH AMERICA 

 US housing starts, measuring the initiation of new residential construction projects, fell in 

September by a substantial 4.7% month-on-month to an annual rate of 1.127 million, the 

third straight monthly decline and the lowest annual rate since September 2016. Weak 

housing starts will be a drag on third quarter (Q3) GDP. However, most of the decline in 

housing starts is attributed to hurricane disruptions in Florida and Texas. Hence a solid 

rebound is expected over coming months. The National Association of Home Builders’ 

(NAHB) forward-looking homebuilder sentiment index jumped from 64 in September to 68 in 

October well above the consensus forecast for no change. According to NAHB chairman 

Granger MacDonald: “This month’s report shows that home builders are rebounding from 

the initial shock of the hurricanes.”  

 

 US industrial production recovered only modestly in September suggesting the hurricane 

effect is still disrupting activity. Industrial production increased by 0.3% month-on-month 

only partly reversing the previous month’s 0.7% decline. The Federal Reserve estimates that 

industrial production fell in the third quarter (Q3) by 1.5% quarter-on-quarter annualised 

but would have increased by 0.5% if the hurricanes had not struck. The Institute for Supply 

Management’s (ISM) forward-looking manufacturing index remained upbeat in September 

signaling a rebound and general improvement in conditions in the months ahead. 

 

 There are five candidates for the nomination of Federal Reserve Chair. According to Predict 

It, Fed Governor Jerome Powell is the favourite with a 58% chance of nomination, followed 

by John Taylor at 18%, Janet Yellen 16%, John Warsh 12% and Gary Cohen 5%. President 

Trump said: “Most people are saying it’s down to two, Mr. Taylor and Mr. Powell. I also met 

with Janet Yellen, who I like a lot, I really like her a lot.” Standing against Yellen’s 

nomination is her staunch support for financial regulation which contrasts with Trump’s 

efforts towards deregulation. Powell is closely aligned to Yellen’s views on interest rates 

and reduction of the Fed’s balance sheet but is more open to deregulation.  

 



 

 

 The Senate adopted the 2018 budget resolution raising prospects for Trump’s bold tax 

reforms. The news propelled US equity indices to yet fresh record highs. The resolution 

adds up to $1.5 trillion to the federal deficit over the next decade to pay for the proposed 

tax cuts of almost $6 trillion. Treasury Secretary Steven Mnuchin believes equity markets 

have priced in expectations that Congress will pass the tax reform proposals adding that: 

“There is no doubt in my mind that if we don’t get it done you’re going to see a reversal of 

a significant amount of these gains.”  

 

 Initial jobless benefit claims fell by far more than expected in the past week from 244,000 

to 222,000 well below the consensus forecast of 240,000. This is the lowest since hitting 

the same level in March 1973 and marks the third straight weekly decline. The four-week 

moving average reduced from 258,000 to 248,000. With jobless benefit claims moving back 

to pre-hurricane levels the upcoming October non-farm payroll data are likely to reflect a 

solid rebound in jobs growth following the shock decline of 33,000 payrolls in September.  

 

CHINA 

 China’s GDP growth slowed slightly from 6.7% quarter-on-quarter annualised in the second 

quarter (Q2) to 6.6% in Q3. On a year-on-year basis GDP growth slowed from 6.9% in Q2 to 

6.8% in Q3. Year-on-year growth in both industrial production and retail sales picked up 

from 6.0% to 6.6% and from 10.1% to 10.3% respectively. However, growth in urban fixed 

asset investment slowed from 7.8% to 7.5%. Although the economy remains well supported, 

government policies to curb risky lending and excessive property speculation appear to be 

taking effect. Nonetheless, the data points to a continuation of solid economic growth with 

GDP for the year likely to beat the government’s target of around 6.5%.  

 

 The 19th Communist Party Congress, which takes place every five years, concluded with 

President Xi Xinping solidifying his leadership. Revisions to the Communist Party 

Constitution give Xi almost unprecedented powers, paving the way for further reforms. 

During the Party Congress Xi pledged to deepen economic and financial reform, further 

opening China’s markets to foreign investors. His emphasis was on quality rather than 

quantity of growth, with a focus on innovation, services, continued supply side reform, 

environmental protection and macro-policy coordination.  

 

JAPAN 

 The Reuters Tankan manufacturing business sentiment index increased to its highest level 

since mid-2007, rising from +25 in September to +31 in October well above the consensus 

forecast of +24. The service sector index slipped from +34 to +30 although better than the 



 

 

consensus forecast of +28 and still at elevated levels. The sentiment indices subtract the 

percentage of companies that rate conditions as poor from those that rate them as good. A 

positive reading means optimists are in the majority. The Tankan data reflect a positive 

business environment helped by a weak yen, strong overseas demand and increasingly 

strong domestic demand.  

 

 As predicted by the polls Prime Minister Shinzo Abe was re-elected. The Liberal Democratic 

Party’s ruling coalition with the Komeito Party gained a two-thirds majority. The news 

boosted the Nikkei index to its highest level since 1996. At the same time the yen 

weakened on the raised probability that Bank of Japan (BOJ) Governor Haruhiko Kuroda will 

be reappointed under Abe. Kuroda’s reappointment, when his term ends in April 2018, 

would facilitate a continuation of the BOJ’s quantitative easing programme. While Abe has 

pledged to press ahead with a proposed sales tax increase in October 2019 around 40% of 

additional revenues raised from the tax will be used to finance an expansion in child care. 

Abe’s re-election will ensure a continuation of expansionary economic policy and should 

boost the government’s ability to implement structural economic reforms.  

 

 In a speech to business leaders, Bank of Japan (BOJ) board member Makoto Sakurai was 

upbeat about the country’s economic prospects: “In addition to easy policy, the economy is 

supported by public spending and overseas demand. There is no sign that the economy will 

slow down anytime soon as part of a cyclical move.” However, he cautioned that inflation 

is still far from reaching the BOJ’s 2% target and that it is therefore vital for the central 

bank to maintain its current highly accommodative monetary easing policy.   

 

EUROPE 

 Over the weekend the Spanish government triggered Article 155 of the constitution. Prime 

Minister Mariano Rajoy announced the removal of Catalan’s regional president Carles 

Puigdemont and his government. In response Puigdemont said: “The Catalan institutions 

and the Catalan people can’t accept this attack”. Puigdemont is likely to follow Rajoy’s 

decree with a formal declaration of independence and early elections. Over the past month 

Spanish bonds and equities have fallen slightly versus gains in other Eurozone markets but 

the degree of underperformance has been moderate given the potential for Catalan’s 

secession. Due to political uncertainty Spain’s economy minister revised the 2018 GDP 

growth forecast lower from 2.6% to 2.3%.   

 

 Eurozone inflation eased slightly. While headline consumer price inflation (CPI) remained 

unchanged at 1.5% year-on-year core CPI, which excludes food and energy prices, eased 

from 1.2% to 1.1% well below the ECB’s target of around 2%. The inflation data comes 

ahead of the ECB’s policy meeting on Thursday 26th October. The market is pricing in a 



 

 

nine-month extension of the ECB’s asset purchase programme once the current programme 

expires at the end of December. The monthly asset purchase amount is expected to decline 

from €60 billion to €30 billion.  

 

 Germany’s ZEW current economic sentiment index fell slightly in October from 87.9 to 

87.0. However, the expectations index after rising sharply in September increased again 

from 17.0 to 17.6. ZEW’s president Achim Wambach said: “The improved outlook for the 

coming six months is not least the result of the surprisingly positive growth figures seen in 

the previous months. In August, figures for both production and incoming orders were 

significantly better than expected.” In August, industrial production and factory orders 

increased month-on-month by 2.6% and 3.6% respectively. The forward-looking ZEW 

business sentiment data indicates continued optimism and strong growth momentum in 

Germany.  

 

 

UNITED KINGDOM 

 Retail sales were far weaker than expected in September falling by 0.8% month-on-month 

compared with a consensus forecast for a 0.1% decline. Weakness was broad-based across 

all sectors except online retailing. The decline was accentuated in non-food store sales. 

While some pullback had been expected in September following strong monthly growth in 

July and August of 0.5% and 0.9% the overall growth for the third quarter (Q3) is 

disappointing at just 1.5% the weakest performance since October 2013. Household 

spending is being constrained by a combination of rising inflation and weakening wage 

growth.  

 

 Consumer price inflation (CPI) increased in September from 2.9% to 3.0% year-on-year its 

highest level in five years, attributed to rising transport, food, beverage and recreation 

prices. Core CPI which excludes food and energy remained unchanged at 2.7%. CPIH, which 

includes costs associated with maintaining a home and regarded by the Office for National 

Statistics (ONS) as a more useful indicator of living costs than CPI, increased from 2.7% to 

2.8%. The inflation increase, while widely predicted, will nonetheless raise the probability 

of a rate hike at the Bank of England’s (BOE) November policy meeting. The BOE has been 

preparing financial markets for a 25 basis-point rate hike from 0.25% to 0.50%.  

 

FAR EAST AND EMERGING MARKETS 



 

 

 Minutes from the Reserve Bank of India’s (RBI) October policy meeting indicate that the 

interest rate cut in August may be the last in the current rate cutting cycle. The minutes 

contained several references to the recent acceleration in consumer price inflation, which 

gained from 1.5% year-on-year in June to 3.3% in August. The minutes also cited concern 

over the effects of looser fiscal policy on inflation. RBI policy committee member Michael 

Patra said: “It is time to be in readiness to raise the policy rate to quell the underlying 

drivers of inflation if they strengthen further.” RBI Governor Urjit Patel said: “We have to 

be vigilant on account of uncertainties on the external and fiscal front. This calls for a 

cautious approach.”  

 

 South Korea’ unemployment rate edged lower in August from 3.8% to 3.7% boosted by a 

recovery in construction hiring. A tightening labour market and an improving economic 

growth outlook are lifting the likelihood that the Bank of Korea (BOK) will initiate monetary 

policy normalization over coming months, perhaps as soon as November. At its policy 

meeting, last week, the BOK left rates unchanged but indicated a rate hike may be 

imminent. BOK Governor Lee Ju-yeol said that: “Looking at the economy and inflation, 

conditions seem to be getting ripe to reduce the amount of accommodation.” The BOK 

lifted its forecasts for GDP growth and inflation for 2017 from a previous 2.8% to 3.0% and 

from 1.9% to 2.0%, respectively.  

 

 Following back-to-back interest rate cuts in August and September and eight rate cuts since 

the beginning of 2016 Bank Indonesia (BI) kept its benchmark interest rate unchanged at 

4.25%. While consumer price inflation is stable at 3.7%, well within the central bank’s 3-5% 

target range, Indonesia’s policy makers are wary of implementing further rate hikes due to 

potential weakness in the rupiah stemming from US tax reforms and Fed rate hikes. The BI 

also cited potential hostilities in North Korea as adding to the currency risk. At the same 

time, economic momentum is picking up, removing the necessity for further easing. In its 

monetary policy statement the BI assessed that higher economic growth is expected helped 

by improving consumption and retail sales. Exports are expected to increase boosted by 

mining and plantation activity.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 14.50 

JSE Fini 15  + 3.67 

JSE Indi 25  + 23.95 

JSE Resi 20  + 13.42 



 

 

R/$   + 0.04 

R/€   - 10.27 

R/£   - 7.64 

S&P 500  + 14.57 

Nikkei   + 10.73 

Hang Seng  + 28.66 

FTSE 100  + 5.34 

DAX   + 13.26 

CAC 40   + 10.79 

MSCI Emerging  + 29.41 

MSCI World  + 15.92 

Gold    + 11.44 

Platinum  + 2.55 

Brent oil  + 1.02 

 

TECHNICAL ANALYSIS 

 In order to return to its medium-term appreciating trend of the past 18 months 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. A range of R/$13.00-14.00 is more likely 

signalling a gradual and controlled depreciation in the rand.  

 

 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 National Treasury presents its Medium-Term Budget Policy Statement (MTBPS) on 

Wednesday 25th October. It will be Finance Minister Malusi Gigaba’s first budget and likely 

to be the most difficult budget of recent times.  

 

 The budget deficit is deteriorating, expected to rise to an estimated 3.9-4.3% of GDP by the 

end of the 2018 financial year (FY 2018) well above the initial target of 3.1%, tabled in 

February’s Budget. 

 

 Although expenditure has only exceeded the February Budget forecast by a modest amount 

tax revenue has slipped by an estimated R38-45 billion annualised. The tax revenue 

shortfall is attributed partly to lower “tax buoyancy”. Tax buoyancy fell to 0.88 in FY 2017, 

which means that for every 1% increase in GDP growth tax revenues increased by just 

0.88%. This is sharply lower than the tax buoyancy of 1.47 in FY 2016.  

 



 

 

 The biggest culprit is weak GDP growth. The initial budget projected year-on-year growth 

in tax revenues of 10.6% but this would require GDP growth of 2-2.5%, well above the 

current rate of growth. For 2017 the respective growth forecasts from the Reserve Bank, 

IMF and World Bank are 0.6%, 0.7% and 0.6%.  

 

 The national debt will grow as a consequence of the rising budget deficit. South Africa’s 

gross debt as a percentage of GDP has risen sharply from 43.7% in FY 2014 to an initially 

projected 52.9% in FY 2018, more than doubling since FY 2009. The actual outcome may be 

even worse with the debt to GDP ratio potentially hitting 55% by next year.  

 

 The biggest challenge will be the increased funding requirements of State-Owned 

Enterprises (SOEs). The National Treasury has previously stated that any support for SOEs 

will be made in a “deficit-neutral” manner. Financial markets will look out for any 

deviation from this pledge, whether via direct allocations or increased guarantees.  

 

 Financial markets will look out for any sign of “politicisation” of the Budget. Any reference 

to more populist economic policies such as nationalisation will reverberate in the bond and 

currency markets. Any reference to increased expenditure on nuclear projects will also be 

met with a negative market response.  

 

 Annualised revenue shortfalls of R35-45 billion, an increased budget deficit of 3.9-4.3% of 

GDP and a moderate budget-neutral increase in payments to SOEs in the region of R5-10 

billion, have already been factored into bond and currency markets. However, financial 

markets will punish any politicised rhetoric or larger than expected SOE allocations. Given 

the looming threat of further credit rating downgrades when Standard & Poor’s and 

Moody’s review their ratings on 25th November, the National Treasury is likely to err on the 

side of caution and stick to its long track record of fiscal prudence.  
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