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IN THIS WEEK’S BOTTOM LINE 

 Gold is perceived as a safe-haven asset. Yet, despite the sharp declines in emerging market 

currencies, and the rally in other traditional safe-haven assets such as the Japanese yen, 

the gold price has dropped steadily, losing around 12% over the past four months.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) accelerated in July from 4.6% year-on-year to 5.1% due 

mainly to the rising fuel price. Transport price inflation jumped from 7.3% to 10.0% on the 

year. Core CPI, which excludes food and energy prices due to their volatility, increased only 

moderately from 4.2% to 4.3%. On a month-on-month basis, headline CPI increased by 0.8% 

with the housing and utilities segment contributing 0.5 percentage points. Utilities are 

surveyed in July, so a large increase was to be expected. In the current environment of 

weak domestic demand, the biggest risks to inflation are the weakening rand and rising 

international oil price. However, both risks are likely past their peak, with renewed rand 

stability and slightly lower oil prices expected into the end of the year.  

 

 The Reserve Bank Composite Leading Business Cycle Indicator, a key barometer of business 

and economic conditions 6-9 months ahead, increased in June by 1.1% month-on-month 

from 105.9 to 107.1 its highest since February. In February, “Ramaphoria” boosted the 

leading indicator to 107.4 its highest since 2011. Among the ten components making up the 

leading indicator, the largest positive contributors resulted from an increase in the number 

of residential building plans passed and an acceleration in the 12-month percentage change 

in job advertisements. The largest negative contributions came from a deceleration in the 

composite leading business cycle indicator for South Africa’s major trading partners and a 

deceleration in the growth rate in real M1 money supply. Overall, the leading indicator is 

encouraging, indicating a recovery in economic growth in the fourth quarter (Q4) and Q1 

2019.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Fuel price adjustment: Due Wednesday 29th August. The Central Energy Agency is expected 

to announce a rise in petrol and diesel prices due to the recent sharp depreciation in the 

rand. Any price increase would undermine household disposable income, raise business 

costs, and place upward pressure on producer price inflation and consumer price inflation.  

 



 

 

 Producer price inflation: Due Thursday 30th August. Producer price inflation (PPI) is 

expected to have picked-up in July on a month-on-month basis from 0.4% to around 0.8% 

due to rising administrative cost pressure and the effect of a weakening rand on imported 

oil prices. However, due to the beneficial base effect of year-ago comparative levels, PPI is 

likely to have only increased marginally on a year-on-year basis from 5.8% to 5.9%.  

 

 Private sector credit extension: Due Thursday 30th August. Having increased by more than 

expected in June to a year-on-year growth rate of 5.7%, private sector credit extension 

(PSCE) growth is likely to have exceeded 6% in July. A mild improvement in both corporate 

and household credit extension is expected.  

 

 Absa manufacturing purchasing managers’ index: Due Friday 31st August. Having regained 

the expansionary 50-level in July with a strong increase from 47.9 to 51.5, the Absa 

manufacturing purchasing managers’ index (PMI) may have given back some of its recent 

gains in August due to a slight weakening in external demand. The forward-looking 

components of the PMI data will be closely watched for clues on the manufacturing outlook 

in the second half of the year.  

 

 Trade balance: Due Friday 31st August. The trade balance is likely to have posted a further 

surplus in July with lacklustre domestic demand containing import volumes and the weaker 

rand boosting export competitiveness. However, the trade surplus is unlikely to have 

matched the substantial R12 billion surplus recorded in June.  

 

GLOBAL 

 Mid-level trade talks between the US and China failed to produce any progress with no 

discussion of follow-up talks. The talks coincided with both countries imposing 25% tariffs 

on an additional $16 billion in bilateral trade and the US continuing public hearings on 

threatened tariffs on another $200 billion in Chinese imports. While total tariffs 

implemented so far account for only 1% of world trade this figure could increase to 6% if 

President Trump carries out all his threats. The CPB Netherlands Bureau global trade 

volume index fell in June by 0.8% month-on-month. According to CPB data, global trade 

volume growth slowed from 5% annualised in the first quarter (Q1) to zero in Q2.  

 

 Speaking at the annual Jackson Hole symposium for central bankers, Fed chairman Jerome 

Powell said the Fed was attempting to strike a balance between moving too aggressively on 

rates and moving too slowly. The first could unnecessarily shorten the economic expansion 

while the alternative could risk overheating and destabilising the economy. Global financial 

markets were cheered by his comment that: “While inflation has recently moved up near 

2%, we have seen no clear sign of an acceleration above 2%, and there does not seem to be 

an elevated risk of overheating.” Powell indicated that with the fed funds rate approaching 

the “neutral” rate, which is neither restrictive nor accommodative, the Fed would tread 



 

 

lightly in hiking interest rates, noting that: “In other words, when unsure of the potency of 

a medicine, start with a somewhat smaller dose.”  

 

NORTH AMERICA 

 According to minutes from the Fed’s policy meeting on 1st August, the Fed concluded that 

further rate hikes “will likely be appropriate”, indicating two more 25 basis-point rate hikes 

this year, in September and December. However, the outlook for 2019 is less certain. Fed 

officials discussed dropping the clause in its policy statement that monetary policy remains 

“accommodative” as the fed funds rate is approaching estimates of the “neutral” rate. The 

neutral rate is deemed to be neither accommodative nor restrictive. Meanwhile, the 

minutes expressed increased concern over prolonged trade disputes, which posed “a 

potentially consequential downside risk for real activity”. The minutes cited potential 

damage to business investment, household purchasing power, supply chains and 

productivity.  

 

 Over the past week the S&P 500 index not only made successive record highs but also set 

the record for the index’s longest ever bull market, defined as being uninterrupted by a 

drop of 20% or more. The previous record was the bull market from 1990 to 2000. Despite 

being the longest bull market, annualised gains remain at around 16.5% below the average 

of 22% for bull markets. The current equity market rally is attributed to President Trump’s 

corporate tax cuts, which have fuelled two consecutive quarters of almost 25% year-on-year 

earnings growth. However, the fiscal stimulus is expected to fade next year, which 

combined with rising interest rates and the growing threat of trade protectionism, may 

provide headwinds to the equity market. Economists are increasingly cautioning that 

economic growth momentum may have already peaked. The Citigroup Economic Surprise 

Index, which measures whether economic reports are meeting expectations, has dropped to 

its lowest in almost a year into negative territory, indicating that economic data are 

broadly starting to miss forecasts.   

 

 Durable goods orders declined in July by 1.7% month-on-month more than reversing the 

0.7% increase in June. However, most of the decline is attributed to the extremely volatile 

transport component. Commercial aircraft orders fell 35.4% on the month. Orders for non-

defence capital goods (excluding aircraft), a closely watched proxy for business equipment 

investment, increased a solid 1.4% on the month, its largest increase since April. Shipments 

in the same category increased 0.9% on the month, lifting the 3-month-on-3-month 

annualised growth rate to 5.5% up from 3.9% in the second quarter (Q2). The acceleration 

in business equipment investment spending bodes well for a much-needed improvement in 

productivity growth. It also signals a continuation in solid GDP growth in Q3, albeit below 

the 4.1% growth rate achieved in Q2.  

 

 Existing home sales, which comprise around 90% of US home sales, fell in July for the fourth 

straight month, the longest losing streak since 2013. Sales fell 0.7% month-on-month and 



 

 

1.5% year-on-year to an annualised rate of 5.34 million, the slowest pace in over two years. 

Despite a strong labour market and rising wages, affordability is being constrained by rising 

mortgage rates, a shortage of homes for sale and rising building costs stemming from tariff 

increases on raw materials. According to National Association of Realtors chief economist 

Lawrence Yun: “Too many would-be buyers are either being priced out or are deciding to 

postpone their search until more homes in their price range come on to the market.” The 

inventory of new homes for sale, after falling steadily over the past few months, stabilised 

at 4.3 months’ supply at the current sales pace.  

 

 Money supply data confirms a continued slowdown in narrow money growth (M1), a 

consequence of the Fed steadily raising interest rates and shrinking its balance sheet 

(quantitative tightening). M1 growth slowed in July to 3.9% year-on-year from 4.4% in June, 

well below the 7.7% growth recorded as recently as last December. However, other 

monetary indicators remain healthy. Broad money (M3) growth remains strong at 5.7% on 

the year, confirming healthy monetary conditions in the real economy. Despite the sharp 

slowdown in narrow money growth, credit growth is accelerating with bank loans rising in 

July by 4.9% on the year, up strongly from the 3.8% growth rate recorded last December. 

Credit growth is being fuelled by robust demand for both consumer and corporate loans, 

while at the same time banks are reporting a steady loosening in lending standards which 

suggests the favourable credit growth trend will continue for some time.  

 

CHINA 

 In a further sign that China is moving towards monetary and fiscal stimulus, the People’s 

Bank of China injected the equivalent of US $22 billion into the banking system last Friday 

via its Medium-Term Lending Facility. The central bank has made increasing use of its 

lending facility over recent weeks to encourage banks to increase their loans to businesses 

and local governments. Last month, China’s cabinet urged local governments to increase 

the issuance of bonds to fund infrastructure projects. Meanwhile, the banking regulator is 

expected to allow banks to raise exposure to local government bonds without prejudicing 

their capital adequacy ratios.  

 

 According to the National Bureau of Statistics, profit growth among China’s large industrial 

companies slowed in July for the third straight month to 16.2% year-on-year, down from 

20% in June. The slowdown in profit growth is attributed to government’s concerted 

deleveraging efforts, declining domestic demand and the early effects from the escalating 

trade war with the US. Among industry sectors, electronics’ equipment manufacturers’ 

profits were especially weak with growth of just 0.9% on the year while carmakers’ earnings 

growth slowed to 1.9%.  

 

 



 

 

JAPAN 

 Consumer price inflation (CPI) accelerated in July from 0.7% to 0.9% year-on-year well 

ahead of the 0.4% consensus forecast, fuelling hopes that Japan may be making progress in 

its battle with low inflation. Most of the acceleration is attributed to fresh food and energy 

increases, which increased year-on-year by 4.3% and 7.3%, respectively. Core CPI, which 

excludes these items due to their volatility, only edged up slightly from 0.2% to 0.3% on the 

year. However, some pick-up in core CPI is anticipated in the months ahead as consumers 

frontload purchases ahead of the planned sales tax increase in 2019 from 8% to 10%. While 

the sales tax effect may be transitory, the tightening labour market may have a more 

sustained upward effect on inflation. Unemployment is at its lowest in almost 30 years 

boosting annual wage growth to around 1%. Furthermore, the output gap between the 

economy’s production capacity and actual production volumes has shrunk over recent 

months to its lowest in 10 years indicating the potential for rising cost pressure. Rising 

production costs may translate into higher consumer inflation.   

 

 The manufacturing purchasing managers’ index (PMI), surveying conditions in the country’s 

manufacturing sector, edged higher in August from 52.3 to 52.5 marking its longest stretch 

above the expansionary 50-level since the 2008/09 global financial crisis. However, the 

export components of the PMI survey indicate that the growing global trade conflict is 

beginning to affect external demand. Among the PMI sub-indices, the forward-looking new 

export orders index fell from 50.0 to 49.3. By contrast domestic demand remains robust 

pushing the output index up from 52.8 to 53.2 consistent with solid growth in overall 

industrial output of around 2% annualised in the third quarter (Q3) up from 1.3% in Q2. 

Encouragingly, the inflation measures point to a further firming in inflation over coming 

months. Both the input prices and output prices indices gained, from 61.0 to 61.4 and from 

52.7 to 53.2, respectively.  

 

EUROPE 

 Despite the growing threat of trade war, minutes from the ECB’s latest policy meeting on 

26th July reveal no change in outlook or forward guidance, confirming that the Eurozone is 

set to grow at a “solid pace”. The ECB remains on track to end its bond purchasing 

programme by the end of 2018 but refrain from hiking its benchmark deposit rate, currently 

at -0.4%, until late summer 2019. The ECB minutes still called for “significant” stimulus 

stating that: “Overall, the uncertainties around the inflation outlook still called for caution 

and it was widely felt that monetary policy had to remain patient, prudent and persistent.” 

Proceeds from maturing bonds on the ECB’s balance sheet would continue to be reinvested 

“for an extended period of time” after the expiry of the asset purchase programme.  

 

 The Eurozone composite purchasing managers’ index (PMI), measuring conditions in both 

service and manufacturing sectors, edged higher in July from 54.3 to 54.4 well above the 

expansionary 50-level. The Eurozone PMI is consistent with the region maintaining its 



 

 

second quarter (Q2) GDP growth rate of 0.4% quarter-on-quarter into Q3. The services PMI 

increased from 54.2 to 54.4 while the manufacturing PMI, which is more closely linked to 

external demand, fell from 55.1 to 54.6 a 21-month low. Encouragingly, the forward-

looking composite new order sub-index picked-up although the composite future output 

index fell to its lowest in 23 months amid growing fears over trade protectionism and rising 

political concerns. By economy, Germany’s composite PMI increased from 55.0 to 55.7 its 

highest in six months, consistent with GDP growth of around 0.5% quarter-on-quarter in Q3, 

matching its robust Q2 growth rate. France’s composite PMI gained from 54.4 to 55.1, also 

consistent with GDP growth of around 0.5% in Q3.   

 

 Germany’s Ifo business climate index surged in August from 101.7 to 103.8 well ahead of 

the consensus forecast for a mild improvement to 101.9. The jump is attributed to 

Germany’s sound domestic economy and the ceasefire in the trade conflict between Europe 

and the US. Ifo President Clemens Fuest noted that: “The German economy is performing 

robustly. The improvement in the closely watched indicator comes as a positive sign for the 

economy.” The current situation index edged higher from 105.3 to 106.4 while the forward-

looking business expectations index showed a stronger gain from 98.2 to 101.2, indicating a 

solid rise in optimism over the longer-term outlook.  

 

UNITED KINGDOM 

 Nil this week. 

 

FAR EAST AND EMERGING MARKETS 

 Angola initiated discussions with the IMF for a loan facility, which would be accompanied by 

a prescribed economic programme. Under its new leader President Joao Lourenco, who 

took over Dos Santos last year, Angola is seeking to diversify its economy away from a 

reliance on oil and to shore-up a severe shortage of hard currency. The shortage of hard 

currency reserves has exacerbated the vulnerability of the kwanza, which has depreciated 

by over 50% versus the US dollar since the start of the year. Angola’s approach to the IMF 

has raised optimism that the country may deepen its free market economic reforms.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 0.25 

JSE Fini 15  - 3.47 

JSE Indi 25  - 1.01 

JSE Resi 20  + 18.18 



 

 

R/$   - 12.64 

R/€   - 10.13 

R/£   - 8.31 

S&P 500  + 8.35 

Nikkei  + 0.15 

Hang Seng  - 5.51 

FTSE 100  - 1.43 

DAX   - 2.94 

CAC 40  + 3.13 

MSCI Emerging - 7.71 

MSCI World  + 3.64 

Gold   - 7.08 

Platinum  - 15.25 

Brent oil  + 14.73 

 

TECHNICAL ANALYSIS 

 The rand has retraced 50% of its 2016-2017 appreciation against the US dollar, indicating 

that the spike in the rand/dollar rate to R/$15.07 in mid-August 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 is struggling to break decisively above key resistance at 3.0%. 

However, a break above this level is expected and would open the next target of 3.6%.  

 

 The benchmark R186 2025 SA Gilt yield has retraced earlier weakness and fallen back below 

the key 9.0% level. A trading range of 8.4-9.0% is expected over the foreseeable future.  

 

 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 struggled to break above key resistance at $75 per barrel, indicating 

a likely trading range of $65-75 per barrel. 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 key resistance levels at 56,000 and 60,000 in December signals the early stages of a 

new bull market. 

 

BOTTOM LINE 

 Gold is perceived as a safe-haven asset. Yet, despite the sharp declines in emerging market 

currencies, and the rally in other traditional safe-haven assets such as the Japanese yen, 

the gold price has dropped steadily, losing around 12% over the past four months.  

 

 Investors have withdrawn a massive $3.9 billion worth of gold from exchange traded funds 

since the beginning of June, while non-commercial short gold futures contracts surged over 

the past two months from 73,905 to 195,604 the highest in over 20 years. According to the 

World Gold Council, total gold demand in the first half of the year hit its lowest since 2009.  

 

 The decline in the gold price is attributed to the strength of the US economy, rising US 

interest rates and a burgeoning US dollar. John Reade, chief market strategist at the World 

Gold Council said: “Because there’s nothing threatening the US dollar or US economy, 

people don’t see the need at this stage to buy gold.” 

 

 There is a strong negative correlation between the strength of the US economy and the 

dollar gold price. Since 1970, the US has experienced 14 recessions, defined as two 



 

 

consecutive quarters of negative GDP growth. In 10 of the 14 recessions, the gold price has 

rallied chalking-up an average return of 28%. The gold price tends to rise when the dollar 

weakens but falls when the dollar strengthens as has been the case over the past six 

months with the dollar index rallying from 88.59 on 1st February to 96.67 on 15th August. 

Gold thrives when US interest rates are in a declining trend. Lower interest rates reduce 

the opportunity cost of holding non-interest-bearing assets, such as gold. The sharp decline 

in the gold price over the past 6 months has coincided with the Federal Reserve hiking the 

fed funds rate at every alternate policy meeting.  

 

 The changing outlook for the US economy indicates a rally in the gold price over the next 

two years. US GDP growth is expected to slow in 2019 as the boost from the fiscal stimulus 

fades and the effect of rising interest rates becomes a drag on the economy. Economists 

are increasingly highlighting the risk of a US recession in 2020 especially if current trade 

tensions deteriorate further. A downturn in US economic growth in 2019-2020 will force the 

Federal Reserve to shift from monetary tightening to monetary easing, undermining the US 

dollar. Federal Reserve Chairman Jerome Powell made uncharacteristically “dovish” 

comments at the Jackson Hole Economic Policy Symposium, hinting that interest rates are 

close to their peak. His comments could signal a peak in the US dollar and a bottom in the 

gold price. Fed funds futures are signalling two more rate hikes in 2018 but the outlook for 

2019 is less certain, with only a 50% chance of a rate hike by September 2019. 

 

 Acknowledging the income generating limitations not to mention the insurance and storage 

costs associated with holding gold, there is a place for some gold in investment portfolios, 

as a hedge against declines in the US economy and the dollar, the world’s reserve currency.  
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