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IN THIS WEEK’S BOTTOM LINE 

 Financial markets responded extremely negatively to the Medium-Term Budget Policy 

Statement (MTBPS). Market pricing suggests the remaining local currency credit rating 

downgrades to junk status are a foregone conclusion. At its worst levels, the rand fell by 

almost 5%. The 10-year government bond yield spiked higher from 8.8% to 9.2%. The 

response from Fitch credit rating agency offers little consolation. According to Fitch, “This 

suggests the change in direction of policy making away from a focus on fiscal consolidation 

that we anticipated as a consequence of March’s cabinet reshuffle is under way and 

occurring faster than we had expected.”  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The Medium-Term Budget Policy Statement (MTBPS) estimates the budget deficit will rise 

to 4.3% of GDP in Financial Year (FY) 2018 and remain at 3.9% over the medium-term in FY 

2019, 2020 and 2021, a substantial deterioration from the February Budget forecasts. The 

respective forecasts made in February were 3.1% in FY 2018, reducing to 2.8% in 2019 and 

2.6% in 2020. Total debt is expected to rise to 54.2% of GDP in FY 2018 much higher than 

the 52.3% forecast in February and continue rising to a considerable 59.7% in FY 2021. The 

fastest rising category of spending over the forecast period will be debt service costs, 

estimated to average 11% growth per annum over the next four years. (See Bottom Line for 

further analysis).  

 

 The Reserve Bank Composite Leading Business Cycle Indicator, which measures expected 

economic conditions over the next 6-9 months, fell slightly from 97.5 in July to 97.2 in 

August. However, the decline is marginal compared with the increase from 95.8 in June. Of 

the ten survey components, seven increased and three decreased. The largest negative 

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

twelve-month percentage change in job advertising space. The largest positive contributors 

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

improvement in the BER’s Business Confidence Index.  

 

 Growth in Private Sector Credit Extension (PSCE) slowed from 6.0% year-on-year in August 

to 5.6% in September although better than the 5.3% consensus forecast. Corporate credit 



 

 

growth slipped from 8.2% to 7.5% with leasing finance slumping from 11.1% to 0.7%. 

Household credit growth slowed marginally from 3.4% to 3.3%. Among household credit 

categories, unsecured credit growth slowed from 4.0% to 3.4% while overdraft growth 

increased from 2.4% to 4.3% signaling a pick-up in distressed borrowing. Overall credit 

growth remains depressed due to weak business and consumer confidence. In the year-to-

date growth in PSCE has averaged 5.8% down from an already subdued 7.5% growth in the 

same period in 2016.  

 

 Producer price inflation (PPI) accelerated from 4.2% year-on-year in August to 5.2% in 

September above the 4.9% consensus forecast. The main culprits were diesel and petrol 

prices, which gained in September by 11.9% and 13.5% on the year. On a month-on-month 

basis, PPI increased by 0.7% with the “coke, petroleum, chemical, rubber and plastic 

products” category contributing 0.6 percentage points. Although PPI is expected to return 

below 5% over coming months a key risk to this outlook is potential rand weakness ahead of 

the credit rating reviews on 24th November and the ANC elective conference from 16-20th 

December. The avian flu outbreak also poses a risk to the PPI outlook. Chicken makes up 

the bulk of meat inflation, a key component of the food basket, which makes up 25.2% of 

the PPI index.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Quarterly Labour Force Survey: Due Tuesday 31st October. The unemployment rate, which 

remained constant at 27.7% in the first two quarters of the year, is unlikely to have shown 

any improvement in the third quarter, with jobs growth hampered by weak economic 

growth and subdued business confidence.   

 

 Trade balance: Due Tuesday 31st October. The trade balance is expected to post a further 

healthy surplus in September. Strengthening global growth is boosting exports while imports 

are being held back by weak domestic conditions. The trade outlook is beneficial for the 

country’s current account surplus, which should provide support for the rand.  

 

 Absa manufacturing purchasing managers’ index: Due Wednesday 1st November. The 

manufacturing purchasing managers’ index (PMI), which increased slightly between August 

and September from 44.0 to 44.9, is expected to show a further slight increase in October, 

although remaining below the contractionary 50-level.  

 

 New vehicle sales: Due Wednesday 1st November. Vehicle sales, which showed solid export 

growth over the prior two months and even modest domestic growth, will be closely 

watched for any sign of recovery in the durable goods cycle. Lower interest rates are 

boosting demand.  

 



 

 

GLOBAL 

 The CPB Global Trade Monitor indicates global trade volumes increased in August by a 

robust 1.2% month-on-month while July’s initially estimated -0.4% contraction was revised 

higher to -0.1%. The survey indicates that the increase in trade volumes was broad-based 

across regions and comes despite the hurricane-induced drop in US exports, which fell in 

August by 0.8% on the month. The outlook for global trade remains positive with purchasing 

managers’ indices’ (PMIs) forward-looking export order components pointing to continued 

growth. Trade data from Asian economies, traditionally viewed as barometers for world 

trade, also point to continued positive momentum. The Baltic Dry Index, which measures 

the cost of shipping bulk commodities, and a useful indicator of sea freight demand, 

increased in August to its highest level in three years.  

 

NORTH AMERICA 

 US GDP growth was stronger than expected in the third quarter (Q3) improving confidence 

in the full-year outlook. Despite the hurricane effect US GDP grew in Q3 by 3% quarter-on-

quarter annualised almost unchanged from 3.1% in Q2 and well above the 2.5% consensus 

forecast. Personal consumption eased although it remains the biggest contributor to growth 

and government spending fell. Private investment was up sharply by 6% annualised 

compared with 3.9% growth in Q2. Net exports also picked up helped by synchronized global 

growth. The GDP data confirms robust underlying activity in the US economy.  

 

 The University of Michigan US Consumer Confidence Index increased from 95.1 in 

September to 100.7 in October, its highest since early 2004 and surpassing its pre-global 

financial crisis average. Sentiment was buoyed by better economic conditions, 

improvement in personal finances and the perceived improvement in economic conditions 

over the next 12 months. Personal finances were boosted by gains in incomes, rising 

property values and record high equity markets. The forward-looking expectations index 

increased from 84.4 to 90.5 its highest since January 2015, while the current conditions 

index advanced from 111.7 to 116.5 its highest since November 2000. With consumer 

sentiment on a solid footing the outlook for US GDP growth remains positive. Consumer 

spending comprises over two-thirds of US GDP growth.  

 

 US initial jobless benefit claims increased in the week ended 21st October from 222,000 to 

233,000. However, the slightly uptick is unlikely to detract from an unusually strong 

October employment report, due out on Friday. Non-farm payrolls should confirm a solid 

rebound in October after September’s report, which showed a 33,000 decline due to the 

hurricane effect. With the hurricanes reducing payroll growth in September by around 

200,000 the October payroll number could be as high as 350,000.  



 

 

 

CHINA 

 The Communist Party Congress elevated President Xi Jinping’s status to China’s most 

powerful ruler in decades, incorporating his thoughts and dogmas in the constitution 

alongside past leaders Mao Zedong and Deng Xiaoping. The promotion of reform-minded 

officials to the new Central Committee should put the government in a stronger position to 

push through economic and financial reforms. The outcome of the Communist Party 

Congress is positive for the continued stability of China’s economy and for the region’s 

economy generally.  

 

JAPAN 

 Consumer price inflation (CPI) remained unchanged in September at 0.7% year-on-year. 

However, excluding fresh food and energy, the core-core CPI rate was more subdued at 

0.2% also unchanged from August’s level. Service inflation was flat at 0.0%. Tokyo’s 

inflation data, which is released earlier shows October’s core-core CPI although below the 

nationwide average actually increased from 0.0% to 0.1% its strongest pace since January. 

Although well below the Bank of Japan’s 2% target Tokyo’s inflation data may be a leading 

indicator of price increases in the rest of the economy. Companies are facing growing 

labour shortages and there are signs that underlying price pressures are building.  

 

 Retail sales rebounded in September by 0.8% month-on-month trimming the third quarter 

(Q3) decline to 0.1% quarter-on-quarter. Although motor vehicle sales and sales of 

household appliances fell on the month by 1.4% and 3.3%, food sales which comprise around 

a third of total retail sales, increased 0.4%. Having fallen from their recent peak the 

rebound in retail sales is welcome news. The uptrend in retail sales is likely to persist 

helped by rising household incomes and buoyant consumer confidence. Household income is 

being boosted by solid jobs growth and subdued inflation. Consumer confidence is at its 

highest since the sales tax increase in 2014.  

 

EUROPE 

 The Catalan parliament voted in favour of a unilateral declaration of independence. In 

response, the Spanish senate in Madrid gave Prime Minister Mariano Rajoy the power under 

Article 155 of the 1978 Constitution to oust the rebel leaders and take direct administrative 

control of Catalonia. Rajoy moved quickly to fire Catalan regional president Carles 

Puigdemont and his cabinet, dissolve the Catalan parliament and call for fresh elections to 

be held on 21st December. Spain’s government will likely push through constitutional 



 

 

reforms ahead of the regional election giving Catalonia more autonomy, in the hope of 

steering the electorate towards a compromise vote. Meanwhile, Spain’s GDP grew in the 

third quarter (Q3) by an impressive 0.8% quarter-on-quarter marginally below the 0.9% 

growth achieved in Q2 but well above the Eurozone average. Spain’s GDP growth will be 

affected by uncertainty over Catalan although reasonable expansion in excess of 0.5% is 

still expected in Q4.  

 

 As expected the ECB announced that it would extend its asset purchase programme for a 

further nine months from January to September 2018 while reducing the current monthly 

pace of net purchases from €60 billion per month to €30 billion. The decision by the ECB’s 

Governing Council was not unanimous as a large majority favoured keeping the quantitative 

easing programme open-ended. Financial markets were cheered by the continuation of the 

ECB’s highly accommodative monetary policy, referring to it as a “dovish taper”. While the 

decision reflects increased optimism that inflation will rise towards its target of close to 

but below 2% ECB President Mario Draghi stated that the outlook for inflation was 

“conditional on continued support from monetary policy”. Moreover, Draghi stressed that 

interest rates will not rise until “well past” the end of the asset purchase programme.  

 

 Eurozone money supply and credit extension data remained upbeat signaling continued 

recovery in the region’s economy. Year-on-year growth in narrow money supply and broad 

money supply increased in September from 9.5% to 9.7% and from 5.0% to 5.1% 

respectively. Growth in private sector lending picked up from 2.6% to 2.7%. Meanwhile the 

ECB’s third quarter (Q3) Bank Lending Survey indicates lending standards to firms either 

remained unchanged or were loosened in the major Eurozone economies. Banks noted that 

demand for both consumer and corporate credit increased and expected positive 

momentum to continue into Q4. Encouragingly, corporate credit demand for fixed 

investment spending was especially notable.  

 

 Germany’s Ifo business confidence index unexpectedly climbed in October rising from 115.3 

to 116.7 a new record high. The gains were broad-based across economic sectors. The 

current conditions index gained from 123.7 to 124.8 and the expectations index from 107.5 

to 109.1 its highest level since December 2010. The Ifo Institute noted that coalition talks 

between political parties were being regarded in a positive light. The coalition is expected 

to be business-friendly, likely to introduce fiscal stimulus including income tax cuts. The Ifo 

survey indicates that GDP growth in Germany’s economy, the largest in the Eurozone, is 

gaining further momentum from already elevated levels.  

 

UNITED KINGDOM 



 

 

 The UK economy grew in the third quarter (Q3) by more than expected confirming that the 

economy is slowly gathering steam despite the uncertain Brexit process. GDP grew in Q3 by 

0.4% quarter-on-quarter up from 0.3% in both Q2 and Q1. The growth improvement is 

attributed to a strengthening in business services, finance, agriculture, mining, 

manufacturing and utilities. Business services grew by 0.6% in Q3 while industrial 

production increased by 1.0% with car production rebounding 3.7% after falling 5.3% in Q2. 

The GDP data exceeded the Bank of England’s 0.3% growth forecast strengthening the 

likelihood of an interest rate hike at the upcoming policy meeting on Thursday.  

 

FAR EAST AND EMERGING MARKETS 

 The Indian government announced plans for a major boost to bank recapitalization. India’s 

state-owned banks are suffering under the weight of non-performing loans and due to weak 

balance sheets are reluctant to lend. Lending growth to the private sector is at its lowest in 

over a decade. A number of India’s banks are unable to meet international capital 

adequacy requirements. The government’s bank recapitalization plan amounts to 2.11 

trillion rupees equivalent to around US $32 billion. The recapitalization plan, to be rolled 

out over the next two years, should ensure most banks meet international capital 

requirements by 2019. While India’s bank recapitalization plan may have some fiscal 

consequences, the overall implications are extremely positive for economic growth and 

Indian equities.  

 

 As expected the Bank of Russia (CBR) cut its benchmark interest rate by 25 basis points 

after cutting by 50 basis points at the previous policy meeting. The rate cut is the fifth this 

year. With inflation falling to a record low 2.7%, well below the central bank’s 4% target, it 

is almost certain that the CBR will cut rates one more time this year at its meeting in 

December. In its policy statement, the CBR confirmed that: “The Bank of Russia Board of 

Directors leaves open the option of further rate reductions at forthcoming meetings.” The 

CBR reiterated its commitment to bringing the benchmark interest rate to 6.5-7.0% in 2019.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 16.24 

JSE Fini 15  + 2.11 

JSE Indi 25  + 27.48 

JSE Resi 20  + 14.97 



 

 

R/$   - 2.53 

R/€   - 11.71 

R/£   - 10.00 

S&P 500  + 14.92 

Nikkei   + 12.34 

Hang Seng  + 28.80 

FTSE 100  + 4.83 

DAX   + 15.23 

CAC 40   + 12.98 

MSCI Emerging  + 29.37 

MSCI World  + 16.18 

Gold    + 10.85 

Platinum  + 2.16 

Brent oil  + 7.06 

 

TECHNICAL ANALYSIS 

 In order to return to its medium-term appreciating trend of the past 18 months the rand 

needs to break through key resistance at R/$13.00, which if broken would target further 

gains to R/$12.50 and thereafter R/$12.00. A range of R/$13.00-14.00 is more likely 

signalling a gradual and controlled depreciation in the rand.  

 

 The US dollar index has tried but failed to break through a major 30-year resistance line 

suggesting the three-year bull run in the dollar may be over.  

 

 The British pound has broken above key resistance at £/$1.30 promoting further near-term 

currency gains to a target range of £/$1.35-1.40.  

 



 

 

 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 failed to break below key resistance at 2.0% raising the 

probability that the multi-year bull trend in US bonds is over. 

 

 The benchmark R186 2025 SA Gilt yield is trading in a tight trading range of 8.5-9.0%. A 

break above 9.0% is required for the yield to move decisively higher towards the 10.5% 

target level.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdqaq 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 $50 and likely to remain in a trading 

range of $50-60 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $6000 per ton. 

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 The break above 54,200 on the JSE All Share index projects an upward move to 60,000 

marking a new high for the JSE.  

 

BOTTOM LINE 

 Financial markets responded extremely negatively to the Medium-Term Budget Policy 

Statement (MTBPS). Market pricing suggests the remaining local currency credit rating 

downgrades to junk status are a foregone conclusion. At its worst levels, the rand fell by 

almost 5%. The 10-year government bond yield spiked higher from 8.8% to 9.2%. The 

response from Fitch credit rating agency offers little consolation. According to Fitch, “This 

suggests the change in direction of policy making away from a focus on fiscal consolidation 

that we anticipated as a consequence of March’s cabinet reshuffle is under way and 

occurring faster than we had expected.”  

 

 However, the deficit overshoot had been expected due to the impact of weak economic 

growth on taxation revenue. The negative market response may be overdone. The 

Treasury’s GDP forecasts are excessively conservative, in contrast to previous budgets, 

which have always been overly optimistic on growth projections. While the budget 

projected nil improvement in the budget deficit over the coming three years, at 3.9% of 



 

 

GDP from 2019 to 2021, this is due to the extrapolation of the current weak growth 

environment into the full forecast period.  

 

 Previous attempts at fiscal consolidation have consistently failed due to weaker than 

expected economic growth. On this occasion, the budget deficit is likely to be narrower 

than projected in the MTBPS. Economic growth will probably beat the Treasury’s 

excessively conservative forecasts.  

 

 Encouragingly, in his MTBPS address Finance Minister Malusi Gigaba confirmed a review of 

the government’s guarantee framework for state-owned enterprises (SOEs), making it more 

stringent in terms of SOE governance, boards of directors and profitability. In a separate 

interview with the City Press on Friday Gigaba alluded to sweeping changes confirming that 

the Treasury had agreed to private sector participation for all state-owned enterprises. 

 

 In the same interview with the City press on Friday, Gigaba confirmed that the country’s 

nuclear build programme was neither affordable nor necessary. 

 

 Gigaba said: “We are considering a wide range of issues, including freezing salaries, not 

raising salaries of executives at national and provincial government and for MPs and top 

civil servants.” Gigaba also cited plans to sell-off shares in government companies to raise 

funds.   

 

 Although a bearer of bad news the mini-budget should be recognised for providing an 

honest assessment of the country’s fiscal position. The MTBPS recognised the deterioration 

in the macroeconomic environment and the increased claims from state-owned enterprises. 

 

 Financial markets appear to be discounting further credit downgrades to junk status. It is 

likely that before further credit downgrades occur the rating agencies will look to the 

outcome of the ANC elective conference in December, which will undoubtedly affect 

economic and fiscal policy and therefore the 2018 Budget.    
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