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SOUTH AFRICA ECONOMIC REVIEW 

 Although the trade surplus narrowed from R9.3 billion in July to R5.9 billion in August this is 

well above the consensus forecast of R2.1 billion and the highest surplus for August since 

the data series began in 2011. Seasonally, August tends to be a poor month for exports. 

While imports fell 1.3% year-on-year exports grew by 15% boosted by resurgent demand in 

key export markets. Vehicle exports were disappointing, declining by 17.0% on the year. 

However, mineral exports including coal and iron ore, and base metals exports grew by 

21.0% and 12.0% respectively. The year-to-date trade surplus has grown to R43.5 billion 

compared to a deficit of -R13.7 billion in the same period last year, boding well for South 

Africa’s balance of payments and the rand.   

 

 Growth in private sector credit extension (PSCE) increased marginally from 5.7% year-on-

year in July to 6.0% in August. The mild acceleration was led by corporate credit growth 

which increased from 7.8% to 8.2%. Household credit growth gained to a lesser extent from 

a lower base of 3.3% to 3.4%. Growth in unsecured credit slowed from 4.8% to 4.0%. While 

credit growth has been lackluster South Africa’s total PSCE as a percentage of GDP remains 

relatively high at 72.8% although slightly improved on 73.9% in the first quarter. An 

acceleration in credit growth will require improved business and consumer confidence, 

which depend largely on the removal of political and policy uncertainty.  

 

 Producer price inflation (PPI) accelerated from 3.6% year-on-year in July to 4.2% in August, 

close to the consensus forecast of 4.1%. The rise is attributed to inflation in coal and 

petroleum products, which accelerated from 3.0% to 7.3%. Inflation in intermediate 

manufactured goods also increased, from a low base, from 1.5% to 2.0% with a month-on-

month rise of 0.5%. Similarly, mining inflation increased by a hefty 3.9% on the month. 

However, agricultural inflation continued to decline falling by 1.2% on the month and 0.9% 

on the year. As a result, manufactured food inflation continued to slow year-on-year from 

3.3% to 1.9%. Despite the latest uptick in PPI, its trajectory remains constructive benefiting 

from the rand’s strength and the positive outlook for the currency. Modest PPI should feed 

through to benign consumer price inflation.  

 

 The Quarterly Employment Survey was worse than expected reporting a 35,000 loss in 

formal non-agricultural sector employment in the second quarter (Q2). This follows a loss of 

41,000 in Q1. By sector the biggest losers were manufacturing, construction, transport, and 



 

 

community services, with losses of 13,000, 11,000, 5,000 and 10,000, respectively. The 

public sector made progress in reducing its headcount, helping to stem the burgeoning 

wage bill. Job losses at national department and provincial department level were 6,000 

and 18,000. Encouragingly, growth in average gross earnings per worker slowed from 6.6% 

year-on-year in Q1 to 5.9% in Q2, contributing to a decline in inflationary expectations. 

However, in real terms, growth in average gross earnings gained from 0.3% to 0.6% helped 

by the decline in the actual inflation rate. A recovery in jobs growth is required to restore 

domestic demand and to boost government’s revenue collection. 

 

 The FNB/BER Civil Confidence Index, which indicates the percentage of civil engineering 

contractors that are satisfied with prevailing business conditions, fell sharply from 28 in the 

second quarter (Q2) to 15 in Q3, the lowest level since Q3 2000. The index reading 

indicates that 85% of all respondents are dissatisfied with prevailing business conditions. 

Respondents cited insufficient demand, stemming from depressed domestic demand and 

policy uncertainty, in particular surrounding the revised mining charter and renewable 

energy programmes.  

 

 South Africa’s equity market suffered its worst monthly net foreign investor outflows since 

October 2008 in the month of September. Monthly outflows amounted to -R27.95 billion 

lifting year-to-date outflows to -R73.36 billion. The negative trend continued in the past 

week with equity outflows measuring -R1.67 billion. By contrast, net foreign flows into 

South Africa’s bond market remained positive at R1.04 billion in the past week, R17.16 

billion over September and R69.52 billion in the year-to-date. Moody’s credit rating agency 

last week, while acknowledging these positive bond inflows cautioned the danger of foreign 

investors holding 48% of South Africa’s rand-denominated bonds. The level of foreign 

penetration in the bond market makes long-term interest rates and the rand especially 

susceptible to any change in global investor sentiment.  

 

 South Africa fell sharply in the World Economic Forum’s Global Competitiveness report from 

its position of 47 last year to 61 this year, out of 138 countries. The ranking for the quality 

of auditing and reporting standards fell from 1 to 30. The ranking of the country’s 

institutional environment fell from 40 to 76. The rankings for South Africa’s financial 

markets and goods market efficiency also fell sharply to 44 and 54. The most problematic 

factors for doing business in the country were cited as corruption, government instability, 

crime and theft, and tax rates. Health and primary education scored an abysmal 121 out of 

138 countries.  

 

 

 

 



 

 

NORTH AMERICA 

 US equity markets surged to new record highs after President Trump unveiled the US’s 

biggest tax reform proposal since the Reagan presidency. The proposals include cutting the 

corporate tax rate from 35% to 20% and lowering the top personal tax rate. The seven 

personal tax brackets would be reduced to three at 12%, 25% and 35%. In addition, business 

would be allowed to immediately expense all non-building capital expenditure for at least 

five years. Companies with accumulated and untaxed offshore profits would be subject to a 

once-off tax on those earnings, payable over several years. Trump’s business-friendly tax 

reform plans, while offering a potential boost to business and consumer spending and GDP 

growth, still need to be passed by Congress. Congress will likely challenge the proposals 

over how the tax cuts will be funded and the perceived bias in favour of the wealthy. In the 

proposal, the lowest personal tax rate would be lifted from 10% to 12%.  

 

 In a keynote speech Fed chair Janet Yellen said soft inflation readings justified a gradual 

pace for interest rate hikes but added that “we should also be wary of moving too 

gradually.” Yellen cited the risk that labour markets could become overheated causing an 

inflation problem down the road while persistently easy policy could have adverse 

implications for financial stability. Yellen’s views were voiced in separate speeches by 

fellow Fed policy members. Federal Reserve Vice-Chairman Stanley Fischer expressed the 

importance of reversing the Fed’s massive bond buying programme, given that it had always 

been intended to be a temporary measure. Boston Reserve Bank chairman Eric Rosengren 

said interest rates should be hiked in a “regular and gradual” way despite low inflation as 

weak price pressures appear temporary. The trajectory for interest rate hikes is likely to 

steepen if Congress passes President Trump’s tax reform proposals.  

 

 The personal consumption expenditure (PCE) deflator, which tracks the overall price 

changes in goods and services purchased by consumers, the Fed’s preferred gauge of 

inflation, eased from 1.4% year-on-year in July to 1.3% in August. This is well below the 

Fed’s 2% target. While goods prices edged up services inflation eased, lowering the overall 

headline rate. Growth in US personal income and spending, both key ingredients to rising 

inflation, fell slightly from 0.3% month-on-month to 0.2% and from 0.3% to 0.1%, 

respectively. The easing in inflation data has been acknowledged by Fed policy makers but 

they view the softening as temporary and therefore unlikely to upset the upward trajectory 

in interest rates.   

 

 The Conference Board US consumer confidence index slipped from 120.4 in August to 119.8 

in September attributed to the effects of the recent hurricanes in Texas and Florida. Some 

pullback had been expected especially following three consecutive increases during the 

summer months. Lynn Franco, Director of Economic Indicators at the Conference Board, 



 

 

stated that: “Despite the slight downtick in confidence, consumers’ assessment of current 

conditions remains quite favourable and their expectations for the short-term suggest the 

economy will continue expanding at its current pace.” While the present situation index 

fell from 148.4 to 146.1 driving much of the decline in September’s headline reading, the 

forward-looking future expectations index increased from 101.7 to 102.2 suggesting 

consumers retain an upbeat outlook.  

 

 US new home sales unexpectedly fell in August by 3.4% month-on-month following on from 

the 5.5% decline in July, to a seasonally adjusted annual level of 560,000. This marks the 

lowest level since December 2016. The decline in sales volumes is attributed to falling 

inventories, falling construction activity and rising interest rates. Price escalation is also to 

blame. The S&P CoreLogic Case-Shiller 20-city home price index increased in July by a solid 

0.35% month-on-month lifting the year-on-year price gain from 5.65% to 5.81%.  

 

CHINA 

 The official National Bureau of Statistics (NBS) manufacturing purchasing managers’ index, 

defied expectations of a decline rising from 51.7 in August to 52.4 in September, its highest 

since the start of the year. The forward-looking new orders index jumped from 53.1 to 

54.8. The new export orders index ended a two-month soft patch rising to its second 

highest level of the year. The data suggests manufacturing growth will maintain strong 

upward momentum in the second half of the year. The NBS manufacturing PMI contrasts 

with the unofficial Caixin PMI which decreased over the same period from 51.6 to 51.0 

although still above the key expansionary 50-level. The Caixin survey tends to be tilted 

towards small- and medium-sized businesses while the NBS survey is weighted towards 

larger businesses. The difference in conditions is reflected in the contrast between the NBS 

sub-indices for large and smaller manufacturers, which gained from 53.7 to 53.8 and fell 

from 49.7 to 49.4, respectively.  

 

 The People’s Bank of China (PBOC) cut the reserve requirement ratio (RRR), the amount of 

cash that banks must hold as reserves, for the first time since February 2016. The measure 

was aimed at generating more lending to smaller firms and to revitalise the private sector. 

The RRR was cut by between 50 and 150 basis points depending on the level of business 

banks do with small firms, agricultural borrowers and new companies. The initiative is 

consistent with China’s government’s announcement earlier in September that it would 

support measures to encourage banks to support small businesses. The government may 

unveil further initiatives to boost the private sector at the upcoming Communist Party 

Congress starting on 18th October.  

 



 

 

 Chief engineer at the Metallurgical Mines’ Association of China, Lei Pingxi, reported that 

China is set to cancel a third of its iron ore mining licenses. The initiative is being driven by 

China’s Ministry of Environmental Protection. New regulations will target smaller mines 

guilty of polluting and ban all mines within nature reserves. Pingzi estimates that over 

1,000 mining licenses will be affected. The move should have broader ramifications in the 

global iron ore market which is currently affected by concerns over excess supply.  

 

JAPAN 

 Prime Minister Shinzo Abe confirmed the date of the snap general election as 22nd October. 

Abe is seeking fresh political support for his proposal of a “drastic shift” in government 

policy, which entails allocating proceeds from the planned sales tax hike towards new fiscal 

programme spending. Suggested spending initiatives include the provision of free 

education. However, increased spending would undermine the purpose of the sales tax 

increase which was to rehabilitate Japan’s debt-ridden finances. Abe’s support is being 

challenged by the stellar rise in popularity of Tokyo Governor Yuriko Koike and his newly 

formed Party of Hope, aiming to form a grand alliance of opposition parties.   

 

 Minutes from the Bank of Japan’s (BOJ) policy meeting on 19th-20th July reveal that policy 

makers were happy to stick to their current quantitative easing programme. The 

programme comprises asset purchases of ¥80 trillion per year. While the BOJ pushed back 

the timeline for achieving its 2% inflation target from financial year 2018 to 2019 the 

central bank remained upbeat. The minutes confirmed: “Most members shared the view 

that, although the recent developments in CPI had been relatively weak, the year-on-year 

rate of change was likely to continue on an uptrend and increase towards 2%, mainly on the 

back of the improvement in the output gap and the rise in the medium to long-term 

inflation expectations.” 

 

 Japan’s consumer price inflation accelerated from 0.4% year-on-year in July to 0.7% in 

August its highest in two years, capping eight consecutive months of positive price growth. 

The unemployment rate remained at a 40-year low of 2.8% helping to keep the job-to-

applicant ratio at 1.52 its highest since the mid-1970s. A tight labour market and rising 

wages are vital pre-requisites for inflation to rise towards the Bank of Japan’s (BOJ) 2% 

target. Other economic data were also upbeat. Industrial production increased in August by 

2.1% month-on-month more than reversing the 0.8% decline in July, lifting year-on-year 

growth from 4.7% to 5.4%. In a speech this week BOJ Governor Haruhiko Kuroda confirmed 

his positive outlook for the economy: “The current economic expansion is led by balanced 

overseas and domestic demand and its sustainability is high.” 

 



 

 

EUROPE 

 The European Commission’s Eurozone economic sentiment index climbed to its highest 

since July 2007, rising from 111.9 in August to 113.0 in September well ahead of the 112.0 

consensus forecast. Among the sub-indices, industry sentiment gained from 5.0 to 6.6 and 

services sentiment from 15.1 to 15.3. Consumer confidence gained from -1.5 to -1.2 

pushing retail sentiment up from 1.6 to 3.0. However, financial sector sentiment 

deteriorated from 25.6 to 18.8. Despite weakness in the financial sector, the European 

Commission’s overall business climate indicator improved sharply from 1.08 in August to 

1.34 in September, its highest reading since April 2011, when it stood at 1.35.  

 

 France’s INSEE business climate index remained stable in September at 109 its highest since 

April 2011. While France’s INSEE consumer confidence has ebbed steadily to 101 in 

September from a recent high of 108 in June, this is due largely to President Macron’s 

economic reforms. These reforms are mainly aimed at boosting business confidence at the 

expense of household confidence. Last week Macron signed into law a fresh package of 

labour reforms. In a speech in Paris last week, Macron outlined his vision for a “profound 

transformation” of the EU urging that “Europe needs to be an economic and monetary 

power to rival China and the US. He said the “Europe we know is too weak, too slow, too 

ineffective.”  

 

 Eurozone consumer price inflation (CPI) remained unchanged in September at 1.5% year-on-

year but below the 1.6% consensus forecast due to easing energy prices and services 

inflation. Core CPI, excluding food and energy prices, was also weaker than expected 

edging down from 1.2% to 1.1%. However, in a speech last week ECB President said: “We 

are becoming more confident that inflation will eventually head to levels in line with our 

inflation aim, but we also know that a very substantial degree of monetary accommodation 

is still needed for the upward inflation path to materialize.” The ECB has stated it will 

review its monetary policy stance in October amid expectations that the central bank 

would signal a tapering in its €60 billion a month asset purchase programme.  

 

UNITED KINGDOM 

 The UK’s GfK consumer sentiment index, although still in negative territory, unexpectedly 

climbed for a second straight month gaining from -9 in August to -10 in September, a five-

month high. The improvement in sentiment was driven mainly by growing confidence in the 

UK economy in the year ahead. Joe Staton, Head of Market Dynamics at GfK said: “Many 

commentators expected shoppers to cut back on spending thanks to the lower purchasing 

power that arises from higher inflation and weak wage growth. But consumers are still 



 

 

spending out there, and have repeatedly defied predictions of a downturn since last year’s 

Brexit vote, partly by running down savings and/or borrowing more.”  

 

 Bank of England (BOE) chief economist Andy Haldene added to growing expectations that 

the central bank will initiate its first interest rate increase before year-end. Haldene 

confirmed that he is among the majority of policy makers who believe the economy is 

“nearing the point” where a reduction in stimulus may be appropriate. He added that: 

“This would be a sign of the economy healing, and therefore adjusting to that healing 

process, so rather than being a source of fear or trepidation, this ought to be a good news 

story about the economy proving resilient.” The BOE expects consumer price inflation to 

exceed 3% in October well above its 2% target, as spare capacity in the economy is being 

reduced faster than expected.  

 

FAR EAST AND EMERGING MARKETS 

 South Korea’s exports increased in September by 35.0% year-on-year, well above the 25% 

consensus forecast, beating expectations for a third month in a row. Export volumes were 

the highest on record reflecting strengthening global trade and growing momentum in the 

global economic recovery. Exports to the US, China, Asean nations and India, grew by 

28.9%, 23.4%, 44.8% and 22.3%, respectively. By industrial sector, exports of 

semiconductors increased 70%, while exports of steel and automobiles gained 107.2% and 

57.6%. While the strong export data is partly attributed to the extra 2.5 working days 

compared with September 2016 and some front-loading of shipments ahead of the 10-day 

Chuseok holiday, the strength of the data is nonetheless impressive.  

 

 Singapore’s industrial production grew in August by a substantial 19.1% year-on-year 

building on July’s 21.0% growth. Expectations had been for a slower advance of 14.2%. On a 

month-on-month basis industrial production increased 0.6% defying the consensus forecast 

for a 0.4% contraction. The data confirms that the strong increase in global trade is 

maintaining its momentum. Singapore is highly dependent on global trade, its economic 

data providing a valuable barometer of global demand.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 10.12 

JSE Fini 15  + 0.02 

JSE Indi 25  + 18.14 



 

 

JSE Resi 20  + 10.39 

R/$   + 0.78 

R/€   - 9.43 

R/£   - 7.46 

S&P 500  + 12.97 

Nikkei   + 3.89 

Hang Seng  + 25.24 

FTSE 100  + 4.14 

DAX   + 12.38 

CAC 40   + 10.04 

MSCI Emerging  + 25.59 

MSCI World  + 14.47 

Gold    + 10.68 

Platinum  + 1.16 

Brent oil  - 1.65 

 

TECHNICAL ANALYSIS 

 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.   

 

 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 

 South Africa’s economic outlook has brightened considerably. The South African Reserve 

Bank’s forward-looking composite leading business cycle indicator unexpectedly jumped 

from 95.8 in June to 97.3 in July. The leading business cycle indicator, which tends to be a 

reliable barometer of economic activity 6 to 9 months ahead, is back at levels last reached 

in February when it hit 98.4 prior to the ill-fated cabinet reshuffle. February marked the 

highest level since November 2014, also at 98.4.  

 

 The leading cycle indicator confirms that the recession is well behind us, signalling better 

times ahead, pointing to a steady recovery in economy activity over the next 6-9 months. 

Eight of the ten subcomponents showed an improvement on the month, led by a rise in the 

number of building plans passed and an increase in job advertisements. Better business 

confidence, increased vehicle sales, higher commodity prices, a rise in manufacturing 

orders and in average hours worked per manufacturing worker, and a steepening in the 

interest rate curve, all contributed to the sharply improved leading business cycle 



 

 

indicator.  There were only two detractors, including money supply growth and a slight 

decline in the leading business cycle indicator of South Africa’s major trading partners.  

 

 The economic slowdown in the fourth quarter (Q4) last year and Q1 this year when GDP 

shrank by -0.3% and -0.6% quarter-on-quarter annualised had been predicted by the leading 

business cycle indicator. Around 6-9 months prior to the recession, the leading cycle 

indicator had collapsed to 92.2 in January 2016 plumbing a low of just 91.4 in April 2016, 

not recovering the 93.0 level until September 2016. The leading cycle indicator is greatly 

recovered from these levels, rising by a solid 5.6% year-on-year in July. 

 

 Positive economic momentum is expected to draw further strength from the Reserve Bank’s 

monetary policy easing cycle initiated in July. With consumer price inflation firmly 

established within the Reserve Bank’s 3-6% target range the central bank is expected to cut 

the benchmark repo rate by a further 50 basis points over the next three policy setting 

meetings.  

 

 

 With only 10 weeks to go before the ANC elective conference from the 16th to 20th 

December, the current cloud of political and government policy uncertainty will soon lift. 

The Zuma camp is losing ground to either a Cyril Ramaphosa leadership or to the 

compromise candidate Zweli Mkhize. Either would bring about a marked improvement on 

the status quo.  

 

 The leading cycle indicator is set to post additional gains during the second half of the year 

stemming from further monetary easing and the likely outcome of the ANC’s elective 

conference.  
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