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IN THIS WEEK’S BOTTOM LINE 

 The mood at the investment conference was positive, reminiscent of the halcyon days 

under Thabo Mbeki’s presidency when South Africa’s economy was growing at over 5% per 

annum.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 In his maiden Medium-Term Budget Policy Statement (MTBPS) Finance Minister Tito 

Mboweni, citing weak economic performance, raised the projected fiscal deficit for 

2018/19 to 4.0% of GDP up from the 3.6% projection given in the February Budget. The 

projected fiscal deficit for 2019/20 was raised from 3.6% to 4.2%. The budget projections 

surprised financial markets which had expected more aggressive fiscal consolidation. 

Nonetheless Mboweni ensured there was no increase in budgeted expenditure. He 

reprioritised around R50 billion worth of expenditure, allocating R32.4 billion to fund the 

stimulus package and infrastructure spending, R14.7 billion to upgrade informal settlements 

and R9.2 billion to SAA, SA Express and the Post Office. Encouragingly, Mboweni refused to 

fund the unbudgeted R30 billion increase in public sector wages, announcing that this 

amount would have to be absorbed by departments’ existing budget allocations. With the 

MTBPS appearing to favour economic growth over fiscal consolidation, Moody’s credit rating 

agency issued a negative assessment of the mid-term budget: “The government’s revised 

budget policy statement projects larger fiscal deficits and higher government debt, amid 

slower growth, a weaker rand and higher interest rates than expected in February, a credit 

negative.”  (See Bottom Line for further analysis).  

 

 The South African Reserve Bank (SARB) composite leading business cycle indicator, a 

barometer of expected economic and business conditions 6-9 months ahead, fell in July 

from 106.3 to 105.4 its lowest level since the start of the year. The decline was broad-

based across the ten component measures, with seven falling and only three showing an 

improvement on the month. Positive contributions came from an acceleration in real M1 

money supply growth, an increase in the number of residential building plans passed and 

the composite leading business cycle indicator for South Africa’s major trading partners. 

The largest detractors were a fall in job advertisements, and a reduction in the average 

number of hours worked in the manufacturing sector. The declining trend in the composite 

leading business cycle indicator signals a slow start for the economy in the first half of 

2019.  

 



 

 

 Consumer price inflation (CPI) remained unchanged in September at 4.9% year-on-year, 

down from July’s level of 5.1%. While food inflation picked-up from 3.5% to 3.9% on the 

year, transport inflation eased slightly from 9.5% to 8.7% in the absence of any further fuel 

price increases during the month. Expectations for a decline in global oil prices and a 

stabilisation in the rand indicate a further easing in transport inflation over coming months. 

Core CPI, which excludes energy and food prices due to their volatility, remained 

unchanged from August’s level of 4.2% but below the July level of 4.3%. July is likely to 

have marked the peak in consumer inflation, which suggests the South African Reserve Bank 

will refrain from hiking interest rates for the foreseeable future, especially given the 

economy’s recessionary performance.  

 

 Producer price inflation (PPI) moderated in September from 6.3% year-on-year to 6.2% 

although marked the third straight month that it has been above the key 6% level. In the 

year-to-date PPI has averaged 5.2% compared with 4.8% over the same period last year. 

However, PPI is likely to have passed its peak, with expectations of a stabilisation in the 

rand and falling global oil prices over coming months likely to bring down energy inflation. 

At the PPI level, petrol and diesel inflation fell sharply in September from 25.3% to 18.8% 

and from 27.7% to 22.8%, respectively with further declines expected over the next 6-12 

months helped by a high comparative base effect. A moderation in PPI bodes well for 

pipeline pressures at the consumer inflation level.  

 

 Growth in private sector credit extension (PSCE) slowed in September from 6.7% to 6.3% 

year-on-year. While growth in credit to companies slowed from 6.4% to 5.3% this was due 

mainly to a high comparative base effect. On a month-on-month basis, credit extension to 

companies increased by a solid 0.9%. Growth in credit extension to households increased 

from 4.8% to 5.1% on the year although growth in mortgage advances remained unchanged 

at a subdued 4.4%. Credit extension is likely to pick-up in the fourth quarter as the 

economy rebounds off its low base, helped by steady interest rates and a gradual 

improvement in business and consumer confidence. At the company level, credit extension 

growth should respond favourably to the recent signing of renewable energy deals.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Third quarter unemployment report: Due Tuesday 30th October. Amid near-recessionary 

economic conditions the unemployment rate is likely to have remained close to its second 

quarter (Q2) level of 27.2% in Q3.  

 

 Trade balance: Due Wednesday 31st October. The trade balance is expected to have posted 

a surplus of R3.9 billion in September, according to consensus forecast, building on August’s 

solid R8.8 billion positive balance.  

 



 

 

 Absa/BER manufacturing purchasing managers’ index: Due Thursday 1st November. Amid 

weak domestic demand and continued policy uncertainty, the Absa/BER manufacturing 

purchasing managers’ index, a forward-looking indicator, is likely to have remained well 

below the neutral 50-level for October.  

 

 Vehicle sales: Due Thursday 1st October. New vehicle sales are likely to have remained flat 

in October on a year-on-year basis with weak domestic demand compensated by heavy 

discounting and other sales incentives. 

 

NORTH AMERICA 

 GDP growth slowed from 4.2% quarter-on-quarter annualised in the second quarter (Q2) to 

3.5% in Q3 although above the 3.3% consensus forecast. The biggest positive surprise was 

growth in personal consumption expenditure, which improved from 3.8% to 4.0%. Growth in 

government expenditure also gained, from 2.5% to 3.3%. However, business investment, 

after growing in Q1 by 11.5% and in Q2 by 8.7%, grew in Q3 by just 0.8%. Equipment 

investment increased by a disappointing 0.4% while residential investment contracted by 

4.0%, its third straight quarterly decline. The Trump administration had been counting on 

an investment boom to sustain the economy’s above trend growth rate. Meanwhile, the two 

beneficiaries of the government’s fiscal stimulus, consumer and government spending, will 

lose impetus in 2019 when added government spending comes to an end. GDP growth is 

expected to slow markedly next year amid the fading fiscal stimulus and rising interest 

rates. Encouragingly, core personal consumption expenditure (PCE), a key inflation 

indicator closely watched by the Fed, dipped from 2.1% in Q2 to 1.6% in Q3, indicating that 

inflation poses little threat despite the tightening labour market.   

 

 Durable goods orders increased in September by 0.8% month-on-month, down from 4.6% in 

August. A 17.5% fall in commercial aircraft orders was partly made up by a 120% increase in 

orders for defence aircraft, the largest monthly gain in military aircraft orders in over three 

years. Core durable goods orders, which excludes transportation due to its volatility, grew 

by just 0.1% on the month, down from 0.3% growth in August. Capital goods orders, 

excluding defence and aircraft, a proxy for business investment and capex, shrank by 0.1% 

on the month building on the 0.2% contraction in August. The recent peak in capex 

intentions surveys suggest little likelihood of a rebound in capital goods orders over coming 

months, which does not bode well for the sustainability of the current economic upswing.  

 

CHINA 

 The Ministry of Finance announced that it will introduce a series of household tax cuts 

comprising additional deductions for mortgage interest payments, medical expenses, rent, 

childcare and elderly care expenses. According to estimates, the suggested tax cuts could 

amount to the equivalent of 1% of GDP. While complimenting increased infrastructure 



 

 

spending by local authorities, fiscal stimulus through household tax cuts, as well as boosting 

GDP growth, will also rebalance the economy away from being investment-led towards 

being more consumer-led.  

 

JAPAN 

 The Markit manufacturing purchasing managers’ index (PMI) rebounded in October from 

52.5 to 53.1 its highest in 6 months, despite lingering concerns over the US-China trade 

conflict. The index is well above the expansionary 50-level. Gains were broad-based across 

the PMI sub-categories. The output index jumped from a 14-month low of 51.8 to 53.0 

while the forward-looking new export orders increased from 49.8 to 51.7 a seven-month 

high, consistent with solid export growth of around 5% annualised. Rising global oil prices 

contributed to an increase in the input prices index, rising from 60.2 to 62.8. 

Encouragingly, the output prices index surged from 52.7 to 55.0 its highest in ten years, 

providing a positive signal for a resumption of inflation in Japan. The data will reassure the 

Bank of Japan, which is targeting a consumer price inflation rate of 2%.  

 

 Tokyo consumer price inflation (CPI), a leading indicator of nationwide inflation data, 

increased in October from 1.2% to 1.5% year-on-year, its highest since July 2008. However, 

the pick-up is attributed to the effect of unusually hot summer weather on vegetable 

prices, which lifted fresh food inflation to 13.4%. Excluding fresh food, core CPI remained 

unchanged at 1.0% while core-core CPI, which excludes fresh food and energy, fell slightly 

from 0.7% to 0.6% driven by a softening in core goods inflation. While Tokyo inflation is 

expected to accelerate ahead of next year’s sales tax hike, as consumers front-load their 

purchases, the Bank of Japan remains cautious in its outlook for inflation. Domestic demand 

is likely to pull-back after the tax hike leading to a reversal in any uplift to the inflation 

numbers.  

 

EUROPE 

 As expected the ECB left its monetary policy settings unchanged, sticking to its earlier 

commitment to end asset purchases by the end of December and keep its benchmark 

interest rate at -0.4% until at least September 2019. The commitment to a normalisation in 

monetary policy comes despite an increase in market risks, including the budgetary dispute 

between the EU and Italy, rising Brexit uncertainty, and a rollover in Eurozone industrial 

production figures and economic surveys. However, ECB president Mario Draghi said weaker 

economic data reflected a loss in momentum rather than a downturn. Nonetheless, Draghi 

reiterated that policy would remain highly accommodative. According to the ECB statement 

interest rates would “remain at their present levels at least through the summer of 2019, 

and in any case as long as necessary to ensure the continued sustained convergence of 

inflation to levels that are below, but close to, 2 percent over the medium term.” 

Moreover, the ECB would continue to reinvest the proceeds from maturing bonds on its 



 

 

balance sheet “for an extended period of time after the end of net asset purchases.” The 

reinvestment of proceeds would amount to bond purchases of around €200 billion in the 

year following the expiry of the quantitative easing programme.  

 

 The Eurozone composite purchasing managers’ index (PMI), measuring both the services and 

manufacturing sectors of the economy, fell sharply in October from 54.1 to 52.7 its lowest 

since September 2016, albeit still above the expansionary 50-level. The decline was broad-

based across both manufacturing and services. The forward-looking manufacturing new 

export orders index fall below the key 50-level, from 50.0 to 48.9, reflecting rising global 

tensions and the effect of new auto emission standards on the vehicle manufacturing 

sector. Auto emission standards had a pronounced effect on Germany’s composite PMI, 

which fell from 55.0 to 52.7 its lowest since May 2015. On the other hand, France’s 

composite PMI improved from 54.0 to 54.3 indicating a pick-up in its GDP growth in the 

fourth quarter (Q4). Overall however, the data suggests a loss in momentum in Eurozone 

GDP growth. The composite PMI is consistent with Eurozone GDP growth slowing in Q4 to 

around 0.3% quarter-on-quarter down from 0.4% in Q2 and expectations of 0.4% growth in 

Q3.  

 

 Eurozone consumer confidence unexpectedly improved in October, rising from -2.9 to -2.7, 

which although considerably lower than at the start of the year is well above its long-term 

average of -11.8. The rise in consumer confidence comes despite a slight pick-up in 

inflation, the growing budgetary impasse between Italy and the EU, and the steep decline 

in equity markets during October. The consumer confidence data is consistent with a pick-

up in consumer spending growth from 1.4% annualised in the second quarter to around 2%. 

Resilient consumer spending should compensate for the expected slowdown in other GDP 

components, in particular exports.  

 

 A week after Moody’s downgraded Italy’s sovereign credit rating to one notch above junk 

status S&P Global Ratings lowered its outlook from “stable” to “negative” signalling the 

potential of a similar downgrade. Referring to the Italian government’s plan to lift its 

budget deficit target from 0.8% of GDP to 2.4%, S&P Global said: “The plan represents a 

reversal of Italy’s previously sustained fiscal consolidation path and partly undoes past 

pension system reform. As a result, we no longer expect Italy’s government debt to GDP to 

continue on a downward path.” While the European Commission could in theory place Italy 

under Excessive Deficit Procedure and fine the country, this would likely be a blunt 

instrument. The ECB possesses the most effective tool for subduing Italy’s fiscal breach. By 

law it is required to automatically withhold its funding of Italy’s banks if the country loses 

its investment grade sovereign credit rating.   

 

 



 

 

FAR EAST AND EMERGING MARKETS 

 With the MSCI Emerging Market Index declining by 19.3% since the start of the year the 

price-to-book multiple of emerging market equities has dropped to just 1.5x. This compares 

with a price-to-book multiple of 2.3x for developed market equities. By this measure, 

emerging market equities are trading at a discount of around 35%, approaching its widest 

discount since the 2008/09 global financial crisis. The size of the discount indicates 

extreme under-valuation, from which point emerging market equities tend to enjoy strong 

outperformance in the following five-year period.  

 

 Brazil’s Bovespa stock index surged 3.1% at the opening of trade after far-right candidate 

Jair Bolsonaro won the country’s presidential election. Bolsonaro has pledged to reduce the 

country’s budget deficit and implement free-market reforms including the privatisation of 

state-owned firms. According to his future economy minister Paulo Guedes: “We are so far 

from the efficiency frontier that if you keep removing distortions you could have three to 

four years of rapid growth.” Brazil is currently enduring a budget deficit of 7% of GDP and 

government debt of 80% of GDP. While Brazil’s financial markets will likely maintain their 

upward momentum, much depends on actual implementation of structural reforms. 

Without additional support, Bolsonaro’s Social Liberal Party on its own would not have 

sufficient seats to push through legislation.  

 

 Korea’s GDP growth slowed from 2.8% year-on-year in the second quarter (Q2) to 2.0% in Q3 

its slowest since the 2008/09 global financial crisis. While government and household 

consumption, and net exports showed modest growth, investment spending dropped 

sharply, falling in Q3 by 4.5% quarter-on-quarter building on the 2.9% contraction in Q2. 

However, the outlook appears brighter. While the US-China trade conflict appears to be 

worsening, a revised Korea-US free trade agreement was signed in September. Meanwhile, 

the government announced new fiscal stimulus measures last week including financial 

support for smaller companies aimed at boosting jobs growth and a fuel tax cut to boost 

consumer spending. Budgeted expenditure is expected to rise by 10% year-on-year, 

representing the largest increase since 2008/09.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 13.75 

JSE Fini 15  - 11.80 

JSE Indi 25  - 22.93 

JSE Resi 20  + 11.35 

R/$   - 15.93 



 

 

R/€   - 11.21 

R/£   - 11.13 

S&P 500  - 1.21 

Nikkei  - 7.09 

Hang Seng  - 17.07 

FTSE 100  - 8.60 

DAX   - 12.25 

CAC 40  - 6.08 

MSCI Emerging - 19.31 

MSCI World  - 6.07 

Gold   - 5.09 

Platinum  - 10.42 

Brent oil  + 15.63 

 

TECHNICAL ANALYSIS 

 The spike in the rand/dollar rate to R/$15.50 in the first week of September 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 has broken above resistance at 3.0% and 3.20%, paving the 

way for a new 3.20-3.30% trading range. However, any further move highly is likely to meet 

stiff resistance, especially at the key 3.50% level.   

 

 The benchmark R186 2025 SA Gilt yield has spiked higher to 9.30% but is expected to meet 

stiff resistance at this level, limiting any further likely upside. The R186 may retrace a 

portion of its upward move taking the yield back to the 8.80% level and thereafter 8.60%.  

 

 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 broken above key resistance at $80 per barrel, opening-up the $100 

level, which just two months ago seemed far-fetched. However, any spike higher to the 

$100 level is likely to be short-lived, a blip rather than the start of a sustainable trend 

higher. 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 the key resistance level of 60,000 in December signals the early stages of a new bull 

market. 

 

BOTTOM LINE 

 President Ramaphosa has been working tirelessly at stimulating South Africa’s economy. 

Business confidence is gradually turning. Over the past two months Ramaphosa has 

announced a stimulus package aimed at infrastructure spending and chaired a presidential 

jobs summit pledging to create an additional 275,000 jobs a year. Last weekend he chaired 

a three-day investment conference attended by 1300 local and foreign business leaders.  

 

 The mood at the investment conference was positive, reminiscent of the halcyon days 

under Thabo Mbeki’s presidency when South Africa’s economy was growing at over 5% per 

annum.  

 

 The last time the economy grew by over 5%, Thabo Mbeki, Trevor Manuel and Tito Mboweni 

(the three TMs) headed the Presidency, the Treasury and the Reserve Bank. Encouragingly, 

Tito Mboweni and Trevor Manuel are back, as finance minister and investment envoy. The 



 

 

four presidential investment envoys have been tasked with attracting local and foreign 

investment. Ramaphosa said at the investment conference: “We did so knowing no 

meaningful growth and job creation would be done without a massive surge in investment 

in our economy.”  

 

 The investment conference came just two days after finance minister Tito Mboweni 

presented his first Medium Term Budget Policy Statement (MTBPS). Citing weaker than 

expected GDP growth, Mboweni raised the Treasury’s budget deficit and borrowing 

requirement forecasts, in the process surprising financial markets, which had expected 

more aggressive fiscal consolidation. Despite some fiscal slippage, the rand and bond yields 

barely reacted to the mid-term budget, signalling market confidence that Moody’s would 

maintain South Africa’s investment grade sovereign credit rating.  

 

 The MTBPS was positive in key respects. It’s focus on growing the economy rather than 

maintaining fiscal targets, especially after a recession, will be better for South Africa’s 

economy and tax collection in the long-run. The re-prioritisation of expenditure towards 

infrastructure spending will help economic growth. Several references to partnering with 

the private sector will boost business confidence and private sector investment spending. 

His refusal to fund wage increases indicates a growing willingness to confront the public-

sector unions head-on. His use of the military to help tackle the Vaal water issue confirms a 

much-needed sense of urgency.  

 

 With gradual incremental steps, events over the past week have once again boosted 

Ramaphosa’s authority within the deeply fractured ANC. As his authority strengthens, so 

too will his ability to push through less popular but necessary structural reforms. These 

reforms will be essential for economic growth to lift sustainably above 5%. 
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