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SOUTH AFRICA ECONOMIC REVIEW 

 Producer price inflation (PPI) accelerated from 6.8% year-on-year in June to 7.4% in July 

well above the 6.9% consensus forecast. The high PPI reading is attributed mainly to food 

price inflation which increased 1.5% on the month pushing the year-on-year rate up from an 

already elevated 11.2% to 12.6%. The biggest culprits were grain mill products which 

increased 23.7% on the year and sugar and other food products up 33.8%, both drought 

induced. Although higher meat price inflation is expected in the months ahead due to the 

fading effect of drought related culling, crop-related prices should subside as harvests 

normalize.  

 

 Consumer price inflation (CPI) slowed more than expected from 6.3% year-on-year in June 

to 6.0% in July below the 6.1% consensus forecast. Core CPI excluding food and energy 

increased slightly from 5.6% to 5.7% with evidence of pass-through inflation from a weaker 

rand, especially in appliance prices. The gain in core CPI is also attributed to a substantial 

increase in administered prices, with water and electricity tariffs rising 10.1% and 7.4% on 

the year. With CPI falling back to the SA Reserve Bank’s 3-6% target range interest rates are 

likely to remain on hold when the Monetary Policy Committee (MPC) meets on the 22nd 

September. The longer-term trajectory for CPI and interest rate policy will depend largely 

on the direction of the rand, which following the currency’s volatility over the past week, is 

hard to predict making it likely the SARB will err on the side of caution and hike rates in 

November.  

 

 The SA Reserve Bank’s composite leading indicator increased for the first time in three 

months from 90.8 in June to 91.6 in July marking the biggest gain in almost two years. The 

leading indicator fell year-on-year by -3.0% although by less than the previous month’s 

decline of -4.4%. Among the nine components making-up the leading indicator, the largest 

positive contribution came from building plans passed, followed by an acceleration in 

leading business cycle indicators of SA’s major trading partners. An increase in the number 

of job advertisements and number of new passenger vehicles sold also contributed. The 

largest detractors were a narrower interest rate spread (between short and long-term 

rates) and a decline in number of hours worked in the manufacturing sector.  

SOUTH AFRICA POLITICAL REVIEW 



 

 

 The rand tumbled in the past week against the US dollar, euro and pound from R/$13.45 to 

14.32, from R/€15.20 to 16.17, and from R/£17.57 to 18.79. News that the Hawks 

summoned Finance Minister Pravin Gordhan to appear before them to receive a warning 

statement undermined all the positive sentiment towards the rand created by the smooth 

local elections. The attack from the Hawks is being viewed by financial markets as 

politically motivated raising questions over governance in the country. Power struggles 

within government are likely to increase as the ANC nears its National Elective Conference 

in 2017, promising further rand volatility in the months ahead. According to Colin Coleman, 

partner and head of Goldman Sachs in South Africa: “If the minister is arrested and 

charged, you will see the rand buckle further. It will be very badly taken by the rating 

agencies and will probably result in South Africa being downgraded.”  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Private sector credit extension (PSCE): Due Tuesday 30th August. Growth in PSCE is 

expected to slow from 7.30% year-on-year in June to 7.0% in July according to consensus 

forecast, attributed to falling household credit demand. Household credit demand has been 

affected by high consumer indebtedness, tight credit conditions and rising interest rates.  

 

 Trade balance: Due Wednesday 31st August. According to consensus forecast the trade 

balance is expected to remain positive in July at R8.1 billion although slightly below June’s 

substantial surplus of R12.5 billion. Exports are benefiting from the weaker rand while weak 

domestic demand is holding back imports.  

 

 Barclays manufacturing purchasing managers’ index (PMI): Due Thursday 1st September. 

After declining from an elevated 53.7 in June to 52.5 in July the PMI is expected to dip 

again to 50.9 in August according to consensus forecast. The reading would still be above 

the key 50-level which demarcates expansion from contraction.  

 

 Vehicle sales: Due Thursday 1st September. The base effect of year-ago comparative data is 

expected to moderate the decline in new vehicle sales, from -17.0% year-on-year in July to 

-13.6% in August according to consensus forecast.  

 

 

NORTH AMERICA 

 Fed chair Janet Yellen’s much anticipated speech at the Jackson Hole symposium signals 

the strong likelihood of a Fed rate hike before year-end. She made no mention of the global 



 

 

risks to the economic outlook which had been flagged at the June policy meeting. Instead 

Yellen cited the strong labour market and rebound in consumer spending. Yellen said: “In 

light of the continued solid performance of the labour market and our outlook for economic 

activity and inflation, I believe the case for an increase in the federal funds rate has 

strengthened in recent months.” She added the caveat that any rate move would be data 

dependent adding to the significance of August’s payroll data to be released on Friday 2nd 

September. A payroll reading in excess of 150,000 should be sufficient to motivate a Fed 

rate hike when it meets on 20-21st September.  

 Durable goods orders increased in July by a stronger than expected 4.4% month-on-month 

reversing the -4.2% decline in June. While most of the increase is attributed to volatile non-

core items, in particular aircraft, core capital goods orders also increased a solid 1.6% on 

the month the largest gain since January. Core capital goods orders are closely watched as 

a barometer of business investment and associated with productivity improvements. Orders 

of computers and electronics increased 3.6% on the month and electrical equipment by 

2.6%, encouraging signs that business investment may finally be rebounding.  

 Initial jobless benefit claims fell in the past week from 262,000 to 261,000, marking the 

third weekly decline. Claims have remained below 300,000, the rate associated with 

sustainable employment growth, for 77 straight weeks the longest winning stretch since 

1970 at which time the population was far smaller. The data indicate continued underlying 

strength in labour markets and the likelihood that another solid non-farm payroll number 

will be reported on 2nd September, following strong readings of 255,000 in July and 292,000 

in June. A strong payroll reading will increase the probability of a September Fed rate hike.  

 New home sales surged in July by 31.3% year-on-year and 12.4% on the month to an annual 

rate of 654,000 the highest level since October 2007. New home sales are being buoyed by 

employment growth, rising wages and low interest rates. The average rate for a 30-year 

fixed rate mortgage was 3.48% at the end of July around 50 basis points lower than last 

year. The fast pace of sales reduced the stock of new homes from 4.9 months’ supply to 4.3 

months signaling a tightening housing market.  

 The Markit manufacturing purchasing managers’ index (PMI) fell from 52.9 in July to 52.1 in 

August. Although disappointing, the index hit its highest level since last November in July 

so some fallback was expected and the reading remains well above the expansionary 50-

level. However, according to Markit Chief Business Economist Chris Williamson: “A 

slowdown in overall order book growth is a warning light that domestic demand has waned 

in August, and the pull-back in hiring suggests manufacturers have become increasingly 

cautious about the outlook.” The employment index fell from 53.3 to 50.6 and the forward-

looking new orders index from 54.2 to 52.7. Encouragingly, the PMI export shipment index 



 

 

increased to its highest level since September 2014 indicating a recovery in external 

demand and competitive terms of trade at the dollar’s current levels.  

 

CHINA 

 China’s net imports of refined copper tumbled in July by -33% month-on-month and -28% 

year-on-year to the lowest level in volume terms since early 2013. The rapid increase in 

China’s demand for copper and other commodities in the first half of the year appears to 

be coming to an abrupt halt as authorities stem their recent fiscal and monetary stimulus. 

With China consuming over half the world’s production of copper the latest data may signal 

a period of declining copper prices, which in turn may spread to declines in other base 

metal prices.  

 

JAPAN 

 Core consumer price inflation (CPI), excluding perishable food, fell for a fifth straight 

month from -0.4% in June to -0.5% in July the largest deflationary reading since Haruhiko 

Kuroda took office as Bank of Japan (BOJ) Governor in March 2013. The BOJ appears to be 

losing its battle to end the country’s deflationary spiral despite three years of 

unprecedented monetary stimulus. The current negative CPI rate is a long way off the 

BOJ’s 2% target, largely attributed to the strong yen which has appreciated around 20% 

versus the US dollar so far this year. The weak CPI reading raises the likelihood that the 

BOJ will increase the scale and scope of its quantitative and qualitative easing programme.  

 

 

EUROPE 

 Germany’s Ifo business survey index unexpectedly fell in August from 108.3 to 106.2 below 

the 108.5 consensus forecast. The current situation index fell from 114.8 to 112.8 and the 

forward looking business expectations index by a similar amount from 104.2 to 102.2. 

Industry and trade sectors suffered sharp declines with manufacturing, retail and wholesale 

categories falling month-on-month by -3.4%, -7.7% and -6.2%. Although the services sector 

index gained for a third straight month the overall Ifo data points to a general decline in 

German business confidence, attributed to ongoing uncertainty over Britain’s exit from the 

EU.  

 



 

 

 The detailed accounts for Germany’s second quarter (Q2) GDP reveal a greater than 

expected decline in business investment. Gross capital formation fell in Q2 by -2.1% 

quarter-on-quarter in contrast to the 2.3% and 2.1% gains in Q1 and Q4 2015. The data 

corresponds with the weak Ifo business survey and suggests business investment is being 

constrained by Brexit uncertainty. UK-bound exports form a large part of Germany’s trade 

balance. 

 

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

measuring conditions in both manufacturing and services sectors, unexpectedly increased 

from 53.2 in July to 53.3 in August, its highest level in seven months. The PMI, which 

remains comfortably above the expansionary 50-level, had been expected to decline amid 

uncertainty relating to Britain’s exit from the EU. The French composite PMI was especially 

strong recovering from 50.1 to 51.6 its highest level in ten months helped by a bounce in its 

manufacturing PMI from 48.8 to 50.0 recovering the key 50 level. However, economists 

sounded a note of caution. Stephen Brown, European economist at Capital Economics said 

the (improved Eurozone PMI) data “Did little to alter our view that the ECB will increase 

the pace of its asset purchases and extend the programme at its next meeting.” The ECB’s 

next meeting is on 8th September.  

 

UNITED KINGDOM 

 The CBI survey reported a retail sales index of +9 in August showing a strong recovery from 

-14 in July and +4 in June, and well above the -12 reading retailers had expected when 

surveyed a month ago. The index measuring orders placed with suppliers rebounded sharply 

from -34 in July to -7 while expected orders in September jumped to +9 the first positive 

reading since April. On a three-month-on-three-month basis retail sales increased in July by 

1.8% the fastest pace since November 2015. The unexpected resilience of retail sales is 

attributed to good weather and foreign visitors taking advantage of the weak pound. The 

longer term outlook is less certain with reduced business confidence likely to lead to a 

moderation in wage and salary increases and inflationary pressure from the weaker pound 

adding further pressure on household disposable income.  

 

FAR EAST AND EMERGING MARKETS 

 Taiwan’s recent burst of industrial production growth faded in July with a year-on-year 

decline of -0.3% following gains of 1.1% and 1.9% in June and May. The main culprits were 

the machinery and equipment, and motor vehicle parts sectors which fell -10.8% and -12.1% 

due to weak external demand. In contrast, Taiwan’s production of electronic parts and 



 

 

components grew a solid 5.9% reflecting an upturn in the tech cycle and new smart-phone 

launches including the iPhone 7 to be launched in September.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 5.66 

JSE Fini 15  - 2.43 

JSE Indi 25  + 0.21 

JSE Resi 20  + 28.0 

R/$   + 7.41 

R/€   + 4.30 

R/£   + 19.56 

S&P 500  + 6.68 

Nikkei   - 12.06 

Hang Seng  + 4.14 

FTSE 100  + 9.54 

DAX   - 1.85 

CAC 40   - 4.59 

MSCI Emerging  + 12.82 

MSCI World  + 3.78 

Gold   + 25.13 

Platinum  + 20.88 

Brent Crude  + 32.00 

 

TECHNICAL ANALYSIS 



 

 

 The rand’s downward break past R/$14.20 opens a new target of 15.10 which is the support 

line of the appreciating trend that has been in place since January. A break of the R/$15.20 

level would open-up a target of 17.00 marking the January low.  

 

 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 

 In her speech at the Jackson Hole symposium Fed chair Janet Yellen stated that the case 

for an interest rate hike had strengthened. Fed vice chair Stanley Fischer said in his speech 

that there was room for two rate hikes by year-end. According to Fed fund futures the 

probability of a Fed rate hike in September has increased to 43%. The probability will rise 

dramatically if the July non-farm payroll numbers released on Friday match the pattern of 

the past two months and are stronger than expected.  

 

 A Fed rate hike would enhance expectations for a succession of additional hikes, leading to 

a strengthening in the US dollar. The US dollar index moved sharply higher between May 

2014 and February 2015 from 80.0 to 97.50 after the Fed brought its quantitative easing 

programme to an end but has moved sideways since then. The dollar is poised to resume its 

uptrend.  

 

 As the world’s reserve currency a stronger dollar would have substantial repercussions for 

world trade and financial markets. The recent upturn in financial asset pricing would likely 

reverse amid expectations of successive fed rate hikes. Higher US interest rates would 

prompt borrowers of US dollars around the world to repay debt, leading to a decline in 

dollar global liquidity. There is a close correlation between global dollar liquidity and 

financial risk appetite.  

 

 The US equity market would be an early casualty. Companies making-up the S&P 500 index 

generate 44% of their revenue outside the US. A stronger dollar would diminish the value of 

global sales in dollar terms in turn inhibiting US earnings growth. With US earnings already 

under pressure from rising wage costs and declining profit margins a strengthening dollar 

may provide the catalyst for a US equity sell-off. 

 



 

 

 Commodities are priced in dollars. A stronger dollar will typically cause commodity prices 

to decline. Lower commodity prices will dent the export revenues, trade balances and GDP 

growth prospects of commodity exporting economies such as Australia, Brazil and South 

Africa.  

 

 Emerging market currencies and equity markets would fall victim to a resurgent dollar. 

Inflows into emerging market bonds and equities could come to an abrupt end. The mere 

suggestion of a Fed rate hike has caused net inflows into dedicated emerging market equity 

funds to flatten in the past week while inflows into dedicated bond funds fell to their 

lowest since July. 

 

 Who will benefit from a stronger dollar? The key beneficiaries will be those economies 

purposefully seeking a weakening in their domestic currency. Japan and the Eurozone are 

the most noteworthy examples. A weakening of the yen and euro versus the dollar would 

provide economic stimulus via an improvement in terms of trade, and especially in Japan’s 

case an increase in imported inflationary pressure. Just as a strong dollar would impact US 

earnings, a weak yen and weak euro would boost Japanese and Eurozone earnings in turn 

fueling equity market rallies in those regions.  
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