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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) stayed within the SA Reserve Bank’s (SARB) 3-6% target range 

for just one month before bouncing back from 5.9% year-on-year in August to 6.1% in 

September although below the 6.2% consensus forecast. The CPI increase is attributed to 

elevated food price inflation at 11.3% and the base effect of weak comparative fuel prices. 

Core CPI, excluding food and energy, unexpectedly decreased from 5.7% to 5.6%. Fuel price 

increases in October and November will cause CPI to remain above the SARB’s target range 

for the next few months but thereafter lower food price inflation should prompt a return to 

within the range at around 5.5%.  

 

 Retail sales eked out a small gain in August of 0.3% month-on-month but not sufficient to 

reverse the -1.9% and -0.2% contractions in June and July. On a year-on-year basis retail 

sales growth fell to just 0.2% down from 1.2% in July and well below the 0.8% consensus 

forecast, registering the weakest growth since June 2014. Pharmaceuticals, and hardware 

and paint were the only retail categories to show improved year-on-year growth. Lackluster 

retail sales data indicate GDP growth of only 0.5% annualised in the third quarter. 

 

 A paper prepared by the IMF, investigating the drivers of volatility in the rand since the 

2008/09 global financial crisis, made the following conclusions. Key factors contributing to 

the rand’s volatility include commodity price volatility, global volatility, and local political 

uncertainty. Surprisingly, the rand is affected far more by US economic data surprises than 

domestic economic surprises. While political uncertainty can be influenced by government, 

commodity price and global volatility are beyond SA’s control.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank leading indicator of economic activity: Due Tuesday 25th October. After 

declining from 92.6 in June to 91.6 in July the SARB leading indicator is expected to show a 

slight improvement in August.  

 Producer price inflation (PPI): Due Thursday 27th October. According to consensus forecast 

PPI is expected to remain unchanged in September from August’s level of 7.2% year-on-

year.  

 



 

 

 Medium Term Budget Policy Statement (MTBPS): Due Wednesday 27th October. Finance 

Minister Pravin Gordhan will present his mid-term budget to parliament. Due to weakness in 

economic growth there is likely to be some fiscal erosion, which will be carefully 

scrutinized by financial markets and the credit rating agencies. (See Bottom Line for more 

analysis).   

 

NORTH AMERICA 

 Following the third and final presidential debate opinion polls have continued to move in 

favour of Clinton. According to prediction markets the probability of a Trump victory has 

slipped to a new low of 9% far below the recent peak of nearly 40% just five weeks ago. 

Trump has not recovered from recent scandals and the public removal of support from key 

Republican members. However, the reaction from financial markets has so far been mild 

suggesting lingering concerns that the unexpected may still materialize, and the potential 

for a market uplift following the election result.  

 Consumer price inflation (CPI) increased in September by a substantial 0.3% month-on-

month. On a year-on-year basis CPI accelerated from 1.1% in August to 1.5% in September a 

two-year high. Core inflation, excluding food and energy, increased 0.1% on the month and 

2.2% on the year. Services inflation was particularly strong at 0.2% on the month and 3.2% 

on the year fueled by month-on-month increases in primary residence rent and owners’ 

equivalent rent of 0.3% and 0.4%. Inflation is likely to accelerate further in the months 

ahead as energy prices stabilize at higher levels and the disinflationary effect of a stronger 

dollar starts to dissipate. US breakeven rates, the yield difference between conventional 

and inflation-linked Treasury bonds which measure the market’s expected inflation rate 

over the maturity of the bonds, have been rising steadily since July. The two-year 

breakeven rate has increased from 0.92% to 1.42% over the past ten weeks.  

 Existing home sales increased in September by a greater than expected 3.2% month-on-

month to an annualised rate of 5.47 million units, well above the 0.4% consensus forecast 

increase. Despite rising house prices and concerns over affordability first time buyers 

accounted for 34% of total purchases in September the highest rate in over four years. 

Meanwhile, houses available for sale declined -6.8% over the past year with the total supply 

of existing homes on the market declining for 16 straight months, signaling continued home 

price growth and increased demand for new home construction. At the same time 

distressed sales continued to decline to just 4% of total sales.  

 The Markit US manufacturing purchasing managers’ index (PMI) unexpectedly increased 

from 51.5 in September to 53.2 in October well above the 51.5 consensus forecast and 

comfortably ahead of the key 50-level which demarcates expansion from contraction. 



 

 

According to Chris Williamson, Markit’s chief business economist: “Manufacturing showed 

further signs of pulling out of the malaise seen earlier in the year, starting the fourth 

quarter on a solid footing. Both output and new orders are rising at the fastest rates for a 

year amid increasingly widespread optimism that demand will pick up again after the 

presidential election, which had been commonly cited as a key factor that has subdued 

spending and investment in recent months.” 

 

CHINA 

 GDP grew in the third quarter (Q3) by 6.7% year-on-year unchanged from Q2 with strong 

domestic demand making up for weak trade figures. September’s economic data indicates a 

continued stabilization in China’s economy. Growth in fixed asset investment increased 

from 8.1% year-on-year in August to 8.2% in September with infrastructure investment 

increasing by 19.4%. The property sector remained buoyant with property sales increasing 

34% on the year up from 19.4% the previous month. While industrial production growth 

eased from 6.3% to 6.1% retail sales growth gained from 10.6% to 10.7%. While the economy 

is stabilizing authorities are anxious to prevent house prices from overheating. Major cities 

have reported year-on-year house price increases of 30-50% prompting an increase in 

macro-prudential home buying restrictions. Amid rising inflation, record credit extension 

and government anxiety over overheating property prices, the People’s Bank of China is 

likely to refrain from further monetary easing.  

 

JAPAN 

 Japan registered an 11th straight seasonally adjusted monthly trade surplus in September. 

However, the culprit was a sharp fall in imports rather than improved export performance. 

Imports declined -16.3% year-on-year while exports also fell although by a milder -6.9%. 

Auto vehicle exports were especially weak, falling year-on-year for a sixth straight month 

with all key export markets registering declines. Auto exports to the US fell -7.2% on the 

year and to China by -15.9%. While presenting a bleak trade picture, there are signs of 

improvement on a month-on-month basis, with exports and imports rising 0.3% and 0.6%, 

the first increases in three months.  

 

 In his address to the Lower House Committee on Financial Affairs, Bank of Japan (BOJ) 

Governor Haruhiko Kuroda confirmed that the BOJ would extend its timeframe for 

overshooting the 2% inflation target, beyond 2017. Surprisingly, Kuroda signaled caution on 

further monetary stimulus causing economists to scale back expectations for additional 



 

 

quantitative easing prior to year-end. Despite the less dovish stance, the yen has weakened 

by over 1% versus the dollar and the Nikkei has gained around 2%, since Kuroda’s address.  

 

EUROPE 

 As anticipated the ECB left its monetary policy settings unchanged. ECB president Mario 

Draghi said that the decision on whether to extend the current €80 billion per month asset 

purchase programme beyond the expiry date of March 2017 would occur at the December 

policy meeting. Although Draghi said that the ECB will not continue to buy assets forever he 

also indicated that a sudden stop of asset purchases was also out of the question. With 

inflation still far from the ECB’s 2% target it is likely that the ECB will continue its 

quantitative easing programme for a further 6-9 months beyond March 2017 although 

potentially at a reduced pace.  

 

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI), 

measuring conditions in both manufacturing and service sectors, increased in October to its 

highest this year from 52.6 to 53.7, well above the expansionary 50-level. The reading was 

also substantially ahead of the 52.8 consensus forecast. Germany’s composite PMI increased 

from 52.8 to 55.1, helped by a rise in the manufacturing PMI to its highest since January 

2014. France’s manufacturing PMI was also supportive, rising above the key 50-level for the 

first time since February. The overall data is encouraging, consistent with Eurozone GDP 

growth of 0.4% quarter-on-quarter. 

 

 After two deadlocked elections and ten months without an elected government Spain’s 

Socialist Party voted to allow Mariano Rajoy’s Popular Party to rule by coalition. Rajoy 

suffered a political backlash following years of austerity measures and corruption charges. 

Although providing relief to Spain’s financial markets parliament is likely to remain highly 

fragmented, which means the newly formed government will struggle to push through 

needed reforms. There are doubts that the government will survive its full four-year term. 

 

UNITED KINGDOM 

 Retail sales grew in September by 4.1% year-on-year building on the substantial 6.6% 

increase in August. In the quarter ended September retail sales increased 1.8% quarter-on-

quarter up from 1.1% in the quarter ended June, marking the strongest quarterly sales 

growth since late 2014. According to Kate Davies senior statistician at the Office for 

National Statistics: “The underlying trend is one of strength, suggesting consumer 

confidence has remained steady since June’s referendum”. With consumer expenditure 

contributing around two-thirds of UK GDP the buoyant data suggests little risk of a near-



 

 

term recession. However, consumer demand may slow in 2017 as inflation starts to erode 

household disposable income. Inflation increased in September to a two-year high of 1% and 

likely to accelerate in the months ahead in response to a sharply weaker pound.  

 

 Unemployment remained unchanged in August at 4.9% the lowest level since September 

2005 while average weekly earnings growth remained solid at 2.3% year-on-year albeit 

slightly below July’s 2.4% reading. However, employment tends to be a lagging indicator, so 

the expected slowdown following the 23rd June referendum vote is only likely to materialize 

in 2017. The Bank of England Agents’ Report, which summarises employment intentions 

over the next six months, indicates a contraction in both manufacturing and service 

sectors.  

 

FAR EAST AND EMERGING MARKETS 

 Taiwan’s industrial production increased in September by 5.0% year-on-year attributed 

almost entirely to surging production of electronic parts and components, which increased 

20.7% on the year, achieving record output for a fourth straight month. Electronics and 

components output is rising in line with the iPhone 7 launch and favourable demand for 

other Apple products, which are benefitting from the recall of Samsung’s Galaxy Note 7. 

However, electronics and components production may peak at the end of the year, which 

traditionally coincides with seasonal inventory adjustment.  

 

 The Bank of Mozambique hiked its benchmark “standard lending” interest rate by a massive 

600 basis points to 23.25% in an attempt to restore positive real rates after headline 

inflation surged from 21.2% year-on-year in August to 25.2% in September. The rate 

increase was presided over by Rogerio Zandamela a former IMF employee who replaced 

Ernesto Gove as Governor of the central bank in August. In addition to the rate hike, 

commercial banks are now required to report foreign exchange rates to the central bank 

three times a day in order to make the market more transparent. The Mozambican metical 

has been the worst performing currency in Africa this year, falling -39% against the US 

dollar.  

 

 Brazil’s central bank cut its benchmark Selic interest rate from 14.25% to 14.0% the first 

rate cut in four years. While signaling the start of the rate easing cycle the monetary policy 

committee, known as Copom, cautioned that easing would be “moderate and gradual”. The 

rate cut was facilitated by improved inflation data and the initial approval of key austerity 

measures in Congress. The inflation rate is currently 8.5% but expected to reduce to 4.3% in 

2017 and 3.9% in 2018 according to central bank forecasts.  

 



 

 

 Bank Indonesia (BI) unexpectedly cut its benchmark repo interest rate by 25 basis points to 

4.75% just a month since its previous rate cut, marking the sixth rate cut this year. The 

central bank cited a likely slowdown in economic growth from 5.2% in the second quarter 

(Q2) to 5.0% in Q3. Meanwhile low inflation means the real rate is still relatively high and 

able to facilitate further rate cuts if necessary especially if the Indonesian rupiah remains 

stable. Inflation is at the lower end of the BI’s 3-3.5% target.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.95 

JSE Fini 15  - 4.70 

JSE Indi 25  - 5.15 

JSE Resi 20  + 26.23 

R/$   + 11.17 

R/€   + 11.07 

R/£   + 32.64 

S&P 500  + 5.25 

Nikkei   - 9.45 

Hang Seng  + 7.71 

FTSE 100  + 11.92 

DAX   + 0.17 

CAC 40   - 1.82 

MSCI Emerging  + 15.65 

MSCI World  + 2.61 

Gold   + 19.27 

Platinum  + 5.39 

 



 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The £/$1.30 level provides key support, which if broken would open up a Fibonacci 

projected target of £/$1.20-1.24. 

 

 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 below key resistance levels of 1.6% confirming 

that the major bull trend in US bonds is likely to continue as the deleveraging phase is still 

in its early stages. 

 

 The benchmark R186 SA Gilt yield has compressed to its lowest level since “Nenegate” last 

year falling below key resistance at 9.0%. The yield is now testing the bottom of the 

current consolidation channel at 8.5%, which if broken will target a yield of 8.0%.  

 

 The MSCI World Equity index has broken downward from a rising trend-line which has been 

intact since the 2008/09 global financial crisis. Given the magnitude and duration of the 

2009-2015 bull market the overall correction is likely to reach a downside target for the 

MSCI World Equity index of 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 is likely to have just occurred. The next major wave down will 

complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur between mid-2016 and mid-2017.  

 

 The S&P 500 index has broken to new record highs but the rally is not being confirmed by 

momentum indicators, which suggests the market is overbought and in danger of 

correction. A further negative signal is that the Dow Jones Transport Index, traditionally a 

lead indicator for the broader market, is underperforming the broader index.  

 



 

 

 Despite this year’s price rally Brent crude’s break below the key $30 support level in 

February suggests a continuation of the weakening long-term trend to a downside $25 

target. Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. Despite its recent rally the copper price broke below 

the key $4,500 support level in February suggesting further downside ahead.   

 

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

upward momentum and a test of the $1400 target level.  

 

 The JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. A break above 54,200 on the JSE All Share index 

would project an upward move to 60,000 marking a new high for the JSE.  

 

BOTTOM LINE 

 On Wednesday Finance Minister Pravin Gordhan will present the Medium Term Budget 

Policy Statement (MTBPS) to parliament. He has a hard task ahead given the certainty of 

fiscal slippage in the context of slowing economic growth and declining tax receipts. 

Between March and August tax receipts grew just 7.1% year-on-year compared to a 

budgeted increase of 9.2%.  

 

 GDP growth in 2016 is unlikely to match the Treasury’s 0.9% forecast. Even the SA Reserve 

Bank’s 0.4% forecast may be too optimistic. Although supply-side constraints to growth have 

retreated, namely electricity outages and the effect of SA’s worst drought in a century, 

domestic demand remains depressed. Growing job losses coupled with accelerating 

inflation, rising interest rates and political uncertainty, are undermining consumer 

confidence. Business confidence is also in decline with private sector investment 

contracting for six consecutive quarters.  

 

 As a result of weak economic growth the budget deficit figure for the current financial year 

will almost certainly fall short of the -3.2% of GDP forecast by the Treasury. The Treasury’s 

projections to stabilize national debt at 51% of GDP may also seem unachievable in the 

current environment. The interest cost on SA’s national debt is now the single largest 

expense item in the budget and rising by an estimated 14% in the current year, is also the 

fastest growing.  

 



 

 

 Although Pravin Gordhan will reliably commit to fiscal prudence the economic environment 

and political backdrop make it almost impossible to keep his promise to credit rating 

agencies of over-delivering on the Treasury’s fiscal consolidation targets.  

 

 Slowing tax receipts will pressure the MTBPS to deliver spending cuts but this seems a tall 

order while students are rioting for free university education. Free university education 

would require around R50 billion in added annual state expenditure, equivalent to about 1% 

of GDP.  

 

 Amid continued financial hemorrhaging at state-owned enterprises, growing political 

discord and an absence of meaningful structural reform to promote economic growth, the 

MTBPS provides a lone beacon of hope to ward off expected credit rating downgrades.  

 

 Local markets may be disappointed. Despite Pravin Gordhan’s excellent fiscal credentials 

there is only so much he can do. There is a substantial risk of fiscal erosion.  
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