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SOUTH AFRICA ECONOMIC REVIEW 

 As expected the SA Reserve Bank (SARB) Monetary Policy Committee (MPC) left the repo 

interest rate unchanged at 6.0%. However the fact that the MPC was unanimous in its 

decision was surprising. The SARB stated that “it remains on a gradual policy normalization 

path” citing upside risks to the inflation outlook suggesting the current interest rate hiking 

cycle has further to go. However, the unanimous decision to keep rates on hold suggests 

the trajectory of rate increases may be more gradual than previously expected. The SARB 

lowered its forecasts for consumer price inflation (CPI) for 2015 from 5.0% to 4.7% but 

raised its forecasts for 2016 and 2017 from 6.1% to 6.2% and from 5.7% to 5.8%. The SARB’s 

GDP forecasts were marked significantly lower from 2.0% to 1.5% in 2015, from 2.1% to 1.6% 

in 2016, and from 2.6% to 2.1% in 2017, possibly explaining the reluctance to hike interest 

rates in spite of its concern that CPI will breach its 3-6% target in 2016. 

 Consumer price inflation (CPI) fell from 5.0% year-on-year in July to 4.6% in August below 

the 4.8% consensus forecast attributed to the -3.7% cut in the fuel price during August. 

Food price inflation also eased from 4.4% to 4.3% on the year in spite of the large 0.8% 

month-on-month increase with low base effects coming to the rescue. However, core CPI 

also eased from 5.4% to 5.3% reflecting weak domestic demand. Although there is little 

evidence so far of inflationary pressure from the weaker rand there tends to be a 

substantial lag-time before higher imported costs are passed-on. A weaker rand, the base 

effect of low comparative data, and rising food inflation suggest CPI will rise during the 

first quarter (Q1) 2016 peaking at around 6.5% before returning to the SA Reserve Bank’s 3-

6% target range in Q2. Projections however depend to a large extent on the rand exchange 

rate and oil prices which may alter significantly from current levels. 

 The SA Reserve Bank leading economic indicator (LEI) fell in July by -1.7% month-on-month 

while its year-on-year decline deteriorated from -2.3% in June to -3.6% in July. The LEI is at 

its weakest since November 2009 with eight of the 11 sectors comprising the index showing 

declines in July. Although the coincident indicator measuring current conditions eked out a 

small 0.1% year-on-year increase the LEI deterioration raises the risk of a second straight 

quarter of negative GDP growth in the third quarter, which would meet the technical 

definition of a recession.  

 Foreign investors sold a net -R0.6 billion worth of domestic bonds and –R2.4 billion of 

equities in the past week. Equity selling was evident in the property sector and resources 

sector while net buying occurred in the industrial sector followed by the financial sector. 



 

 

Foreigners’ contribution to total market traded volume was elevated at 39.4% slightly 

above the year-to-date average of 38.1%. For the year-to-date foreign net buying of bonds 

and equities amounts to R8.61 billion and R35.66 billion respectively.  

 

SOUTH AFRICA POLITICAL REVIEW 

 In a surprise move President Zuma replaced Mineral Resources Minister Ngoako Ramathlodi 

with Mosebenzi Zwane a little known politician who has been a member of parliament for 

less than a month. The motivation behind the change is confusing especially as Ramathlodi 

had recently secured an agreement among stakeholders in the mining industry to address 

job losses in the sector amid falling commodity prices and labour instability. The “mining 

lab” initiative which was due to commence in October held potential for bringing about 

solutions in the troubled industry. Zwane has no real experience in the mining industry, and 

lacks credibility and support from stakeholders. Of greatest concern Zwane has numerous 

reported links to the Gupta family, which would potentially provide the family with easier 

access to mining licenses. The Guptas are considered to hold significant influence over 

Zuma.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Unite Against Corruption march: Due Wednesday 30th September. Organisers have promised 

that the Unite Against Corruption march due to take place in Pretoria and Cape Town will 

be the largest in the post-apartheid era. The march has been led by former COSATU general 

secretary Zwelinzima Vavi and supported by 300 civil organisations. Although non-political 

the march also has the support of NUMSA and the EFF.  

 Private Sector Credit Extension (PSCE): due Wednesday 30th September. Following its 

increase in year-on-year growth from 8.1% in June to 8.4% in July PSCE growth is expected 

to rise to 8.6% in August according to consensus forecast. While household credit extension 

is likely to remain constrained by tighter lending standards, slowing wage growth and rising 

interest rates, credit extension to the corporate sector should be fairly buoyant. Companies 

are using credit to invest in faster growing economies across the African continent. 

 Trade data: Due Wednesday 30th September. The R0.4 billion trade deficit in July is 

expected to reverse in August to a R0.5 billion surplus according to consensus forecast. The 

weaker rand should reduce the demand for imports while promoting the competitiveness of 

exports.  



 

 

 Vehicle sales: Due Thursday 1st October. The -8.2% year-on-year decline in vehicle sales 

reported in August is expected to deteriorate further to -9.4% in September according to 

consensus forecast.  

 Barclays manufacturing Purchasing Managers’ Index (PMI): Due Thursday 1st October. Having 

dropped sharply in August from 51.4 to 48.9 the PMI is expected to show a slight recovery 

to 49.3 helped by less load shedding, although still below the key 50 level which 

demarcates expansion from contraction.  

 FNB/BER Consumer Confidence Index: Due Thursday 1st October. Having dropped in the 

second quarter (Q2) to -15 the lowest in 14 years consumer confidence is expected to 

improve slightly in Q3 to -11 amid fuel price cuts and fewer days of load shedding. 

 

NORTH AMERICA 

 In a speech at the University of Massachusetts Federal Reserve Chairwoman Janet Yellen 

gave the strongest indication yet that interest rates will be hiked this year: “It will likely be 

appropriate to raise the target range of the federal-funds rate sometime later this year and 

to continue boosting short-term rates at a gradual pace thereafter..” While Yellen 

acknowledged that: “Some slack remains in labor markets, and the effects of this slack and 

the influence of lower energy prices and past dollar appreciation have been significant 

factors keeping inflation below our goal” she also added “… but I expect that inflation will 

return to 2% over the next few years as the temporary factors weighing on inflation wane.” 

Yellen emphasized that the Fed needs to get in front of the inflation curve and also prevent 

“inappropriate risk-taking that might undermine financial stability.”  

 The Federal Housing Finance Agency (FHFA) house price index increased in July by 0.6% 

month-on-month well ahead of the 0.4% consensus forecast and the 0.2% increase in June. 

On a year-on-year basis the pace of house price increase improved from 5.6% in June to 

5.8% close to an eight-year high and a solid pick-up from the 5.4% average in the second 

quarter. The outlook for house price growth remains positive supported by solid 

employment growth and rising wages which indicate buoyant household disposable income 

in the months ahead. Growth in home sales is currently double the pace of house price 

increases which traditionally signals an acceleration in the pace of price appreciation 

especially with the stock of unsold homes at relatively low levels. 

 The Markit manufacturing purchasing managers’ index (PMI) remained unchanged from 

August’s level in September at 53.0. Although above the key 50 level which demarcates 

expansion from contraction the PMI remains at its lowest since November 2013 and likely to 

dampen GDP growth in the third quarter. Among the PMI sub-indices the employment index 



 

 

fell from 52.4 to 51.4 and the forward-looking new orders index from 54.7 to 54.0. 

According to Markit chief economist Chris Williamson: “Manufacturing remained stuck in 

crawler gear in September, fighting an uphill battle against the stronger dollar, slumping 

demand in many export markets and reduced capital spending, especially by the energy 

sector.” 

 

CHINA 

 The Caixin/Markit manufacturing purchasing managers’ index (PMI) unexpectedly fell from 

47.3 in August to 47.0 in September below the 47.5 consensus forecast and further into sub-

50 contractionary territory. The PMI which is now at its weakest level since March 2009 

suggests China’s economic growth will slide below the government’s 7% target in the 

second half of the year. Among the PMI sub-indices the output index fell sharply from 46.4 

to 45.7 a new 6 ½ year low and the forward-looking new orders index from 46.6 to 46.0 

signaling little respite in the months ahead. The data should prompt further fiscal and 

monetary stimulus with an additional 25 basis point interest rate cut and two cuts in the 

bank reserve requirement ratio expected in the final quarter of the year. 

 

 China’s industrial profits fell in August by -8.8% year-on-year the steepest decline since the 

data series began in October 2011 accelerating from the -2.9% fall in July. Profits are being 

impacted by a combination of rising wage costs and falling product prices as well as 

currency losses linked to the yuan’s devaluation. The National Bureau of Statistics reported 

that producer prices, measuring the price of goods as they leave the factory, fell further 

into deflationary territory in August. Producer price inflation has been negative 

(deflationary) for more than three years putting substantial strain on company earnings.  

 

 

JAPAN 

 At a speech marking the start of his second three-year term as head of the Liberal 

Democrat Party Prime Minister Shinzo Abe presented three new pillars of his “Abenomics” 

reflationary economic policy. The three pillars comprise a stronger economy which gives 

hope, improved child support to help people realise their dreams, and social security which 

provides peace of mind. The pillars are aimed at maintaining a population of 100 million 

over the long-term by raising the average birth rate from 1.4 to 1.8. Abe said he will raise 

Japan’s GDP from the current ¥490 trillion to ¥600 trillion but did not provide a time 

frame. Abe’s first two policy “arrows” comprising aggressive monetary easing and increased 

fiscal spending have so far been unsuccessful in restoring inflation to the 2% target on a 



 

 

sustainable basis and the third arrow of deregulation and reform has also fallen short of 

expectations.  

 

 

EUROPE 

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

manufacturing and services sectors, slipped from 54.3 in August to 53.9 in September 

reversing the previous month’s increase. The average for the third quarter (Q3) is still 

higher than for Q2 indicating similar quarter-on-quarter GDP growth of 0.4% in Q3.  

However, with the composite PMI falling in four of the past six months there are signs that 

upward momentum is starting to flag amid fading impetus from the weaker euro and lower 

oil prices. While still above the key 50 level which demarcates expansion from contraction 

the PMI may not be strong enough to eradicate the risk of deflation. The input price index 

fell to 50.9 the lowest in seven months and the output price index fell back into 

contractionary sub-50 territory signaling deflation.   

 

 Germany’s Ifo Survey Business Climate Index (BCI) unexpectedly increased from 108.4 in 

August to 108.5 in September the highest since April contrasting recent declines in the ZEW 

business confidence index and purchasing managers’ index. While the BCI current 

conditions index slipped from 114.9 to 114.0 the expectations index gained from 102.2 to 

103.3 signaling better times ahead in spite of the slowdown in demand from China. Among 

sub-indices the retail trade index jumped from 10.8 to 14.7 boosted by the influx of 

refugees. Looking ahead, the BCI index is likely to come under pressure next month amid 

the fallout from the Volkswagen scandal.  

 

 Pro-independence parties won a combined 47.7% of the vote in Catalonia’s elections above 

the 44.5% that had been predicted in the polls. The election result is likely to usher-in a 

pro-independence coalition government. Although a unilateral declaration of independence 

from Spain would require over 50% of the popular vote the likelihood of independence has 

increased. In a clear indication that bond markets are pricing-in the risk of either 

independence or at least increased fiscal latitude Spanish sovereign bond yields have risen 

above equivalent Italian bond yields in spite of better economic fundamentals. Following 

Spain’s general elections on 20th December there is likely to be greater devolution of fiscal 

power to Catalonia.   

 

 

UNITED KINGDOM 



 

 

 The government’s plans to cut the budget deficit by a quarter this financial year suffered a 

significant setback after public sector net borrowing increased to £12.1 billion in August 

well above the £9.2 billion consensus forecast and the equivalent £10.7 billion in August 

2014. While net borrowing for the first five months of the financial year has fallen on a 

year-on-year basis from £42.8 billion to £38.4 billion this represents a decline of just 10%. 

The Office for Budget Responsibility is forecasting a decline of 23% for the year as a whole 

which would require borrowing for the rest of the financial year to be 35% lower than a 

year ago. This will be difficult to achieve and may put sterling under pressure compounded 

by uncertainty over the timing of the referendum on EU membership.   

 

 

FAR EAST AND EMERGING MARKETS  

 The Reserve Bank of India (RBI) cut the repo interest rate to 6.75% by a greater than 

expected 50 basis points more than the 25 basis point consensus forecast, taking the 

cumulative rate cut since the start of the year to 125 basis points. The rate cuts are made 

possible by a rapid deceleration in consumer price inflation. The RBI acknowledged that 

inflation would likely go up for a few months from September onwards as favourable base 

effects dissipate but should return to the central bank’s target range to around 5% by the 

end of fiscal 2016/17. India’s GDP growth is benefiting from a helpful combination of 

monetary and fiscal policy stimulus driving strong public spending growth and improved 

consumption demand. Central government expenditure in the second quarter (Q2) 

increased 35% year-on-year contributing to robust GDP growth in Q2 of 7% on the year. The 

pace of GDP growth is expected to continue edging higher to 7.5-8.0% in coming quarters.  

 The decline in Singapore’s industrial output unexpectedly worsened from -6.4% year-on-

year in July to -7.0% in August compared with the -5.3% consensus forecast. The decline is 

attributed to falling output in electronics and transport engineering of -10.9% and -14.5% 

respectively. Without support from the pharmaceuticals sector industrial output would have 

declined by a substantial -8.1% on the year. On a month-on-month basis industrial output 

fell -3.7% more than reversing the 0.7% gain in July. Being a key trading hub, Singapore’s 

economic data is closely scrutinized as a barometer of regional and global trade 

momentum. Recent data points to continued de-stocking amid weakening global trade 

conditions.  

 The pace of decline in Taiwan’s industrial production accelerated from -1.2% year-on-year 

in June, to -2.7% in July and -5.5% in August worse than the -2.9% consensus forecast. On a 

month-on-month basis industrial production fell sharply by -1.7% more than reversing the 

1.0% increase in July. The decline was broad-based with weakness noted in energy, 



 

 

petrochemicals and basic material sectors. Electronics production also fell by -3.3% on the 

year and information/communication/technology output by a substantial -9.1%. The overall 

data does not bode well for Taiwan’s third quarter GDP raising the risk of a second straight 

quarter of contraction, which would fit the technical definition of a recession.  

 Saudi Arabia has withdrawn as much as $70 billion from global asset managers over the past 

six months according to financial services market intelligence company Insight Discovery. 

The investment withdrawals are needed to compensate the Saudi Arabian Monetary 

Agency’s (SAMA) fall in foreign reserves which have fallen by an estimated $73 billion since 

the halving in the oil price in the past year. According to Jason Tuvey, Middle East 

economist at Capital Economics: “Foreign exchange reserve depletion, rather than 

accumulation, is the new reality for Saudi Arabia.” The IMF forecasts Saudi Arabia’s budget 

deficit may widen to 20% of GDP this year.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 0.56 

JSE Fini 15  + 0.02 

JSE Indi 25  + 6.16 

JSE Resi 20  - 25.20 

R/$   - 18.50 

R/€   - 11.38 

R/£   - 15.74 

S&P 500  - 8.60 

Nikkei   + 1.11 

Hang Seng  - 10.25 

FTSE 100  - 9.25 

DAX   - 3.28 

CAC 40   + 1.97 

MSCI Emerging  - 18.27 



 

 

MSCI World  - 8.75 

Gold   - 4.31 

Platinum  - 24.07 

Brent Crude  - 17.32 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. Although the rate of the rand’s depreciation is accelerating there is no sign 

yet of panic selling or capitulation. This stage needs to be reached before a reversal in the 

rand’s move can occur. 

 

 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.  

 

 Despite the recent uptick in bond yields 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 above key resistance levels of 2.0% and 2.2%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield is testing support at 8.70% which if broken could open a 

new target of 9.5%.  

 

 The MSCI World Equity index has broken downward from a rising wedge formation which has 

been intact since the 2008/09 global financial crisis. It is unlikely that the downward move 

is over as the correction so far is too small for a bull market of the magnitude and duration 

of the 2009-2015 bull market. The downside target for the MSCI World Equity index is 

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 can be expected in the next year. The next major wave down 

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

should occur around June 2016.  



 

 

 

 The S&P 500 has broken down from a rising wedge pattern, which is traditionally a trend-

changing pattern. The break below the 2070 level confirms a reversal of the upward trend. 

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

indicator for the broader market, is leading the broader market lower on the downside.  

 

 Brent crude’s break below the key $50 support level suggests a continuation of the 

weakening long-term trend. Copper is regarded a reliable lead indicator for industrial 

commodity prices and barometer of global economic growth. It has broken below the key 

$5,300 support level suggesting further downside ahead.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 The All Share index has broken below its bull market support level which has been intact 

since 2009. The downside target for the All Share index is 41,000.  

 

BOTTOM LINE 

 

 Global financial markets would normally celebrate a continuation of Federal Reserve 

monetary policy accommodation. The adverse reaction to the Fed’s decision to keep 

interest rates on hold rather than hike confirms that all is not well for global markets. Since 

the Fed’s policy meeting on 17th September the US dollar index has risen +1.89% and the 

S&P 500 index has declined -3.42%. The reason is that global economic growth is slowing 

and global liquidity is shrinking. SA markets have not been immune: The All Share index has 

dropped -4.37% since the Fed’s rate decision, and the fall would have been over -6% had it 

not been for the prospect of a take-over of SABMiller.  

 

 There have been three notable global financial threats over the past eight years. The US 

residential property bubble spilling-over in 2008 into a full-blown global credit crisis, the 

Eurozone sovereign debt crisis which threatened to break-up the Eurozone in 2011, and now 

the emerging market crisis sparked by China’s yuan devaluation in August 2015. The sharp 

decline in China’s economic growth rate and the devaluation in the Chinese yuan are 

undermining growth and sparking currency depreciation in SA and other emerging markets.  

 

 The severe decline in emerging market growth threatens financial stability in the US and 

other developed markets. Following their recent expansion emerging markets now account 



 

 

for over 50% of global GDP. Slowing US export growth to emerging markets is already 

putting US earnings growth under pressure. US equity bear markets normally begin with an 

earnings recession, which is already evident in half of the sectors making up the S&P 500 

index. There is a threat of a vicious circle: Once US equity markets decline the JSE and 

other emerging markets will normally follow.  

 

 As one of the most liquid emerging market currencies the rand is especially exposed. The 

rand will be used as a hedging tool by money managers keen to reduce overall emerging 

market exposure. SA also has its own particular vulnerabilities: With its reliance on mining 

resource exports SA is particularly susceptible to the sharp drop in external demand from 

China. Low interest rates during years of central bank quantitative easing has led to 

substantial growth in SA’s external indebtedness making its economy vulnerable to the 

current decline in global liquidity. SA’s total external debt as a percentage of GDP is near 

the highest among emerging markets, increasing from 20% to 30% over the past five years.  
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