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IN THIS WEEK’S BOTTOM LINE 

 Was it really necessary to hike interest rates, with the economy falling into recession in the 

first half of the year? The rate hike appears to be in contradiction with SARB’s downward 

revision of its inflation and GDP growth forecasts. In its accompanying policy statement, 

the SARB not only lowered its headline consumer price inflation (CPI) forecast for 2018 and 

2019 from 4.8% to 4.7% and from 5.7% to 5.5%, it also lowered its GDP growth forecast for 

2018 from 0.7% to 0.6%, citing a widening in the output gap. The output gap has remained 

persistently negative indicating plenty of spare capacity in the economy. The SARB’s 

forecast for the output gap, which measures spare capacity in the economy, was revised 

from -1.3% to -1.4% for 2018 and from -0.8% to -0.9% for 2019.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The South African Reserve Bank (SARB) hiked its benchmark repo interest rate by 25 basis 

points from 6.50% to 6.75%, reversing the March rate cut. The decision was evenly poised 

with three Monetary Policy Committee (MPC) members voting for a hike and three voting 

for no change. SARB Governor Lesetja Kganyago cast the deciding vote. The rate hiking 

decision came despite the SARB lowering its headline consumer price inflation forecast for 

2018 and for 2019 from 4.8% to 4.7% and from 5.7% to 5.5%, and its GDP growth forecast for 

2018 from 0.7% to 0.6%. While the rand has strengthened versus the US dollar by around 4% 

and the dollar oil price has declined by around 20% since the last policy meeting in 

September, the SARB appears increasingly concerned about the inflationary impact of 

potential rand weakness and rising fuel prices. In its policy statement, the SARB cautioned 

that: “Tighter global financial conditions, financial market volatility and the change in 

investor sentiment towards emerging markets remain key external risks to the rand.” The 

SARB also cautioned that: “Administered prices, including fuel, electricity and water 

tariffs, are expected to increase at rates above the upper end of the inflation target 

range.” The SARB’s Quarterly Projection Model forecasts another three 25 basis point rate 

hikes between 2019 and 2020, which would lift the repo rate to 7.50%. (See Bottom Line for 

further analysis).  

 

 Consumer price inflation (CPI) picked-up in October from 4.9% to 5.1% year-on-year, 

attributed to rising fuel, water and electricity prices. Fuel prices were up in October by 

22.8% on the year causing transport inflation to rise to 10.5%. Meanwhile, housing and 

utilities inflation increased to 5.2% pushed-up by water and other services inflation of 11.1% 

and electricity and other fuel inflation of 7.7%. Core CPI which excludes energy and food 



 

 

prices due to their volatility, remained stable at 4.2% year-on-year unchanged for a third 

consecutive month and below the mid-point of the South African Reserve Bank’s 3-6% target 

range. Core CPI data indicates negligible underlying inflationary pressure. On a month-on-

month basis, core CPI increased by just 0.1% in contrast to headline CPI which increased 

0.5%.  

 

 S&P Global Ratings credit rating agency affirmed South Africa’s long-term foreign and local 

sovereign ratings at BB and BB+ with a “stable” outlook. While indicating little risk of an 

imminent downgrade, the current ratings are already below “investment grade”. S&P 

Global observed that “anaemic economic growth in 2018 and sizeable contingent liabilities 

continue to weigh on South Africa’s fiscal prospects and debt burden.” The rating agency 

also warned against a significant weakening in the rule of law and property rights. 

However, it acknowledged that “the new government is pursuing a series of economic 

reforms that should help boost the economy from 2019 onward, despite structural 

impediments, chronic skills shortages, and high unemployment.” S&P Global forecasts GDP 

growth of 0.8% in 2018, rising to above 2% from 2019-2021, offering hope that the country 

could be awarded a rating upgrade if economic growth strengthened in a “significant and 

sustained manner.”  

 

 The South African Reserve Bank composite business cycle leading indicator, a measure of 

expected economic conditions 6-9 months ahead, slipped in September for a third straight 

month, falling from 104.9 to 104.7 although not far off its recent February peak of 107.4. 

Of the available component sub-indices, three fell and six increased. The biggest detractors 

were a decrease in the number of residential building plans passed and a deceleration in 

the twelve-month percentage change in job advertisement space. The biggest contributors 

were an increase in the South African produced export commodity price index and a 

widening in the interest rate spread between 10-year government bonds and the 91-day 

Treasury bill. A slight concern is the deterioration in the composite leading business cycle 

indicator for South Africa’s major trading partners, indicating a potential drop in export 

volumes.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 RMB/BER Business Confidence Index: Due Tuesday 27th November. The fourth quarter (Q4) 

RMB/BER Business Confidence Index will be closely watched for any change in business 

perceptions resulting from President Ramaphosa’s business-friendly initiatives over the past 

two months. The BCI, which jumped in Q1 to 45 following the inauguration of the new 

president, fell back again in Q2 to 39 and slipped to 38 in Q3. The index has remained 

below the neutral threshold of 50 for 15 consecutive quarters.  

 

 FNB/BER Consumer Confidence Index: Due Wednesday 28th November. The third quarter 

(Q3) FNB/BER Consumer Confidence Index is expected to have corrected downwards 



 

 

following its surge to a record high in Q1. The CCI remained at elevated levels in Q2 but 

since then surging fuel prices and continued growth in unemployment are likely to have 

dented consumer confidence.  

 

 Producer price inflation: Due Thursday 29th November. Producer price inflation is likely to 

have nudged slightly higher in October to 6.3% year-on-year from 6.2% in September, 

reflecting the inflationary impulse from the weakening rand and rising international oil 

prices. While PPI is likely to maintain its gradual upward trend over the next few months 

the base effect of high comparative year-ago levels should begin to show up in lower PPI 

readings from the second quarter 2019. The rand has strengthened around 10% versus the 

US dollar over the past three months while the Brent crude oil price has weakened by 30% 

since its peak in early October.  

 

 Private sector credit extension: Due Thursday 29th November. Private sector credit 

extension growth (PSCE) is expected to have picked-up slightly in October from 6.3% year-

on-year to 6.6% with improving business confidence lending a hand to corporate credit 

growth. Household credit growth is likely to remain subdued due to relatively high 

household indebtedness and poor employment prospects.  

 

 Trade balance: Due Friday 30th November. The trade balance is expected to have run a 

slight deficit in October following-on from the deficit of R2.3 billion in September. While 

weak domestic demand is constraining the appetite for imports October traditionally marks 

a spike in import demand as inventories are restocked ahead of the festive season. The 

month of October has recorded a trade deficit for six of the past seven years.  

 

GLOBAL 

 Citigroup chief global equity strategist, Robert Buckland, advises investors should buy the 

dip in global equity markets. While global equity markets have dropped by around 10% over 

recent weeks there are not a sufficient number of red flags to indicate the recent dip is the 

start of a protracted bear market. He confirms that only four of the 18 factors that his 

team monitor, are sending an alert. These include high equity market valuations, a 

flattening US yield curve, peak profit margins and stretched company balance sheets. 

However, other typical red flags are still flying at half-mast. There is little sign of excess in 

investor exuberance, in corporate activity, in new equity listings. Capital raising appears 

limited while credit spreads remain well below critical levels despite having increased over 

recent weeks.   

 

 In its latest Economic Outlook, the OECD observed that global economic growth remains 

strong but has passed its peak amid escalating risks which include rising trade tensions, 

political uncertainty, higher interest rates and an appreciating US dollar. The OECD 



 

 

reduced its global GDP growth forecast for 2019 from 3.7% to 3.5% while leaving its forecast 

for 2020 unchanged at 3.5%. According to the report, annual shipping traffic growth at 

container ports has dropped to below 3% compared with around 6% in 2017. The report 

cautions that due to very low interest rates and elevated debt-to-GDP levels, countries 

have little policy ammunition to deploy in the event of a marked global downturn. Despite 

the words of warning, OECD Chief Economist Laurence Boone offered some reassurance, 

adding that: “There are few indications at present that the slowdown will be more severe 

than projected.”  

 

NORTH AMERICA 

 The rout in US and global equity markets in recent weeks during which the “FAANG” stocks 

(Facebook, Apple, Amazon, Netflix and Google) have lost more than $1 trillion in market 

value, has prompted debate over whether the Fed might pause its interest rate hiking 

cycle. Forecasts for US interest rates are showing wide divergence as the Fed approaches 

the end of its rate hiking cycle with market turbulence adding to the confusion. Goldman 

Sachs and JPMorgan Chase are forecasting four more rate hikes in 2019 while Morgan 

Stanley and Nomura Securities are forecasting just two. Dismissing expectations that 

market turbulence may cause the Fed to pause, New York Fed President John Williams said 

last week that: “Interest rates are still very low. We’ve raised them, but they are still at a 

very low level.” Meanwhile, market indicators are by no means at critical levels. The credit 

spread between speculative grade corporate bonds and Treasury bonds has widened over 

the past two months from a multi-year low of 3% to 4.2% but remains low by historic 

standards. The spread exceeded 8% in 2016 and almost touched 20% during the 2008/09 

global financial crisis.  

 

 The difference between the yield on 10-year US Treasury bonds and the yield on Treasury 

Inflation Protected Securities (TIPS) of the same maturity, the market-based measure of 

expected inflation over the period, has dropped below 2% to its lowest level of the year. 

The decline in the market’s inflation expectations is attributed to the sharp fall in oil 

prices, the steep decline in global equity markets and perceptions that global economic 

growth is passed its peak. Meanwhile, steadily rising interest rates are starting to affect 

loan demand, especially for mortgage loans. Mortgage refinancing activity has maintained 

its declining trend over recent weeks falling in the past week to its lowest level since 2000, 

according to the Mortgage Bankers Association.   

 

 US durable goods orders fell in October by 4.4% month-on-month the largest decline since 

July 2017 while September’s 0.7% increase was revised lower to a 0.1% decrease. The chief 

culprit was a 21.4% decline in civilian aircraft orders, which are notoriously volatile. 

Excluding transportation goods, durable orders eked out a moderate increase of 0.1% in 

October. New orders for non-defence capital goods, a closely watched proxy for business 

investment, was flat in October having declined by 0.5% in September and 0.2% in August. 

The absence of new business investment spending suggests the boost from President 



 

 

Trump’s tax stimulus may have been a once-off and likely to fade even quicker than 

expected due to uncertainty over the trade dispute with China.  

 

 The latest data continues to point to a slowdown in the housing market. While housing 

starts increased in October by 1.5% month-on-month, year-on-year growth in the first ten 

months of the year was just 5.6%, a modest result in the context of powerful fiscal stimulus 

and record low unemployment. Residential building permits, a barometer for housing 

starts, fell in October by 0.6% on the month indicating little respite for residential 

construction activity. The National Association of Home Builders (NAHB) housing market 

index fell sharply in November from 68 to 60, which although above the neutral 50-level is 

its lowest level in over two years. The NAHB attributes the decline in builders’ activity to 

rising mortgage rates and the prohibitive increase in home prices. Existing home sales are 

also being affected. While rising in October by 1.4% on the month they fell on a year-on-

year basis by 5.1% the largest decline since 2014. According to Lawrence Yun, chief 

economist at the National Association of Realtors: “There is some feeling that the market 

could actually go even lower than what it is now in terms of sales.”  

 

 The University of Michigan US consumer confidence index fell in October from 98.6 to 97.5 

although still at elevated levels by historic standards and close to the 14-year high of 101.4 

touched earlier in the year. The fall reflected declines across both the current economic 

conditions index from 113.1 to 112.3 and the forward-looking consumer expectations index 

from 89.3 to 88.1. The pullback is attributed to rising inflation and interest rates as well as 

equity market volatility. The biggest decline was reflected among the top third of income 

earners, which tend to have the greatest sensitivity to swings in equity markets. Despite 

the moderation in consumer confidence the reading remains comfortably within its 11-

month range of between 95.7 and 101.4.  

 

JAPAN 

 Japan’s cabinet left its assessment of the economy unchanged in November for the 11th 

straight month, stating that: “The Japanese economy is recovering at a moderate pace.” 

While acknowledging a flat exports market the economic assessment described business 

investment as “increasing” and private consumption as “picking up”. Following the 0.3% 

quarter-on-quarter contraction in GDP growth in the third quarter (Q3) the cabinet is 

expecting a return to positive growth in Q4 as economic activity normalises following the 

heightened incidence of natural disasters.  

 

 Core consumer price inflation (CPI), excluding fresh food prices, remained in positive 

territory in October for a 22nd straight month although remained unchanged at 1.0% year-

on-year well below the Bank of Japan’s (BOJ) 2% target. The underwhelming inflation data 

is disappointing considering record low unemployment and rising wages. However, there 

were some bright spots in the data. Headline CPI increased 1.4% helped by a 10.8% increase 

in fresh food prices. While core-core CPI increased by just 0.4%, unchanged from 



 

 

September’s level, the BOJ was encouraged by processed food inflation which increased 

from 1.5% to 1.7%. Goods price inflation, excluding fresh food, also strengthened from 1.7% 

to 1.9%. CPI is likely to accelerate over coming months as domestic demand builds up ahead 

of the consumption tax increase tabled for next October.  

 

 Japan’s IHS Markit manufacturing purchasing managers’ index (PMI) fell from its six-month 

high of 52.9 in October to 51.8 in November, which although above the expansionary 50-

level, is its lowest reading since November 2016. Of greatest concern, the forward-looking 

new orders sub-index fell from 52.6 to 49.6, below the key 50-level for the first time since 

September 2016. The new export orders also fell although by a smaller margin, from 51.1 

to 50.8. IHS Markit economist, Joe Hayes noted that: “Indeed, the fall in new orders is a 

worrying development as easing global growth momentum coupled with a weak domestic 

backdrop could spell further demand woes for the fourth quarter.”  

 

EUROPE 

 The IHS Markit Eurozone composite purchasing managers’ index (PMI), which measures 

activity in both manufacturing and services sectors, fell in November from 53.1 to 52.4 its 

lowest since December 2014 although still above the expansionary 50-level. The 

manufacturing PMI fell from 52.0 to 51.5 a 30-momnth low while the services PMI fell from 

53.7 to 53.1 a 25-month low. Looking at the region’s two largest economies: Germany’s 

composite PMI fell from 53.4 to 52.2 its lowest since December 2014. France’s PMI fared 

better, falling from 54.1 to 54.0. In his assessment of the overall data, IHS Markit Chief 

Business Economist Chris Williamson observed that the weakness in Eurozone GDP growth in 

the third quarter may have been more than a blip. He stated that: “The PMI readings so far 

in the fourth quarter are indicative of 0.3% GDP growth, with forward-looking indicators 

such as new orders and future expectations remaining worryingly subdued.”  

 

 Minutes from the ECB’s policy meeting on 25th October indicate a commitment to its earlier 

guidance that its asset purchase programme will come to an end at the end of December. 

The ECB minutes acknowledged that “risks relating to protectionism, vulnerabilities in 

emerging markets and financial market volatility remained prominent” but added that “the 

underlying strength of the economy continued to support confidence”. The minutes 

maintained that incoming data “remained overall consistent with an ongoing broad-based 

expansion of the euro-area economy and gradually rising inflation.” The ECB did not appear 

unsettled by the sharp slowdown in Eurozone economic growth in the third quarter (Q3) 

when GDP expanded by just 0.2% quarter-on-quarter its slowest growth in four years.  

 

UNITED KINGDOM 



 

 

 Parliament will vote on the 11th December on whether to accept Prime Minister Theresa 

May’s Brexit Withdrawal Agreement. During a heated debate in the House of Commons May 

said she had no Bexit Plan B. She urged the 89 hostile Tory backbenchers to accept the deal 

as to reject it would “open the door to more division and more uncertainty, with all the 

risks that will entail.” Chancellor of the Exchequer Philip Hammond said this scenario would 

result in “economic chaos”, a view echoed by Bank of England Governor Mark Carney. 

Carney was especially supportive of the guaranteed transition period which could be 

extended past 2020, which would give businesses greater certainty and would “support 

investment”. He warned that a no Brexit deal would be the worst outcome for the 

economy.   

 

FAR EAST AND EMERGING MARKETS 

 Singapore’s GDP growth, closely monitored as a barometer of global trade due to the 

economy’s dependence on exports, slowed in the third quarter (Q3) to 2.2% year-on-year 

substantially below the 4.1% growth recorded in Q2. The permanent secretary for trade and 

industry, Loh Khum Yean said: “The external demand outlook for the Singapore economy in 

2019 is slightly weaker as compared to 2018. At the same time, risks in the global economy 

are tilted to the downside.” He warned that: “There is the risk of a further escalation of 

the ongoing trade conflicts between the US and its key trading partners, which could 

trigger a sharp fall in global business and consumer confidence.” Despite the caution 

however, the Ministry of Trade and Industry upgraded its forecast for GDP growth in 2018 

from a range of 2.5-3.5% to 3.0-3.5%. Reflecting uncertainty in the current outlook it kept 

its forecast range for 2019 GDP growth conspicuously wide at 1.5-3.5%.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 13.13 

JSE Fini 15  - 7.91 

JSE Indi 25  - 19.73 

JSE Resi 20  + 2.31 

R/$   - 10.99 

R/€   - 5.63 

R/£   - 6.01 

S&P 500  - 0.01 



 

 

Nikkei  - 4.19 

Hang Seng  - 11.84 

FTSE 100  - 8.48 

DAX   - 12.10 

CAC 40  - 5.98 

MSCI Emerging - 15.70 

MSCI World  - 4.96 

Gold   - 5.47 

Platinum  - 9.07 

Brent oil  - 9.11 

 

BOTTOM LINE 

 The South African Reserve Bank’s (SARB) timid rate cutting cycle, which comprised a total 

of just 50 basis-points across 2017 and early 2018, ended abruptly last week with a 25 basis-

point rate hike. The repo rate increased from 6.50% to 6.75%.  

 

 Was it really necessary to hike interest rates, with the economy falling into recession in the 

first half of the year? The rate hike appears to be in contradiction with SARB’s downward 

revision of its inflation and GDP growth forecasts. In its accompanying policy statement, 

the SARB not only lowered its headline consumer price inflation (CPI) forecast for 2018 and 

2019 from 4.8% to 4.7% and from 5.7% to 5.5%, it also lowered its GDP growth forecast for 

2018 from 0.7% to 0.6%, citing a widening in the output gap. The output gap has remained 

persistently negative indicating plenty of spare capacity in the economy. The SARB’s 

forecast for the output gap, which measures spare capacity in the economy, was revised 

from -1.3% to -1.4% for 2018 and from -0.8% to -0.9% for 2019.  

 

 Admittedly the recently published headline CPI rate for October is above the mid-point of 

the SARB’s 3-6% target range at 5.1%. However, the more important core CPI rate, which 

excludes food and fuel prices due to their volatility, is well below the mid-point at 4.2%. 

Moreover, headline CPI is likely to decelerate sharply over coming months as the data starts 

to reflect the recent steep decline in oil prices and the strengthening in the rand. The rand 

has strengthened by over 10% against the US dollar since its low point in early September 

while the Brent crude dollar price has dropped by over 30% since hitting a multi-month 

peak in the first week of October. A fuel price decrease of around R1.70 per litre is 



 

 

expected to be announced before the end of the year, which would be the largest price cut 

on record.   

 

 The SARB is becoming increasingly wary of risks to the global economy and their effect on 

the rand, citing the potential for “extended periods of currency depreciation.” In an 

environment of benign inflation and near-recessionary economic growth, the motivation 

behind the SARB’s rate hike appears to be to protect the rand. However, financial markets 

tend not to reward this sort of rate hike. If the rand were to collapse again the SARB would 

have to hike rates regardless of last week’s increase only it would come from a higher base.  

 

 The rate hike will not assist the rand on a sustainable basis. If anything, the opposite may 

be true. Higher interest rates will impact GDP growth, which in turn increases the risk of 

further credit rating downgrades and South Africa’s expulsion from global bond indices. The 

credit rating agencies have consistently cited weak economic growth as one of their chief 

concerns.  

 

 While acknowledging that the risk to economic growth is titled to the downside the SARB’s 

policy statement highlighted that “current challenges facing the economy are primarily 

structural in nature and cannot be solved by monetary policy alone.”  
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