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IN THIS WEEK’S BOTTOM LINE 

 An inflection point in the appreciation in the US dollar and the deterioration in US trade 

relations should pave the way for a re-rating in emerging market equities. What is good for 

emerging markets, as an asset class, is also good for the rand and South African equities.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The ABSA/BER manufacturing purchasing managers’ index (PMI) slumped in October from 

43.2 to 42.4 its lowest since 2009 and substantially below the neutral 50-level which 

separates expansion from contraction. All sub-indices were below 50, with the forward-

looking new orders index declining from 39.6 to 39.0, the employment index losing ground 

from 44.3 to 44.2 and most worrying, the future conditions index measuring expected 

conditions in 6-months’ time falling from 45.8 to 41.7. The only bright spots were the 

business activity index which improved from 38.7 to 40.3 and the prices index which 

decreased from 85.9 to 84.7 indicating an easing in inflationary pressure. While the PMI 

data indicates a recession in the manufacturing sector, it has tended to over-estimate the 

downside. The PMI incorrectly predicted a recession in August, while in fact manufacturing 

production increased that month by 1.30% year-on-year. The PMI data measures 

manufacturing confidence, which may differ from hard production numbers.  

 

 Total new vehicle sales unexpectedly increased in October by 1.7% year-on-year, 

rebounding from the 2.0% contraction in September. The outcome was better than the 

consensus forecast, which predicted a 1.7% decline. While new passenger vehicle sales 

continued to contract, by 0.7% on the year following a 2.6% fall in September, new 

commercial vehicle sales jumped by a solid 7.0% on the year compared with a decline of 

0.5% the prior month. The National Association of Automobile Manufacturers of South Africa 

(NAAMSA) observed that the strengthening in new commercial vehicle sales suggests an 

improvement in capital investment. Light, medium, heavy and extra heavy commercial 

vehicle sales increased year-on-year by 5.9%, 15.3%, 9.0% and 18.8%, respectively. In 

further good news, total new vehicle export sales increased by 20.9% on the year, up from 

1.1% in September. NAAMSA expects export sales to maintain strong momentum in 2019.  

 

 The trade balance unexpectedly returned to a deficit in September with imports rising by 

19.3% year-on-year faster than export growth of 11.2%. On a month-on-month basis imports 

increased 7.9% while exports fell 2.7%. The trade deficit in September measured R2.95 

billion, a sharp deterioration from the R8.79 Billion surplus recorded in August. For the 



 

 

year-to-date the trade balance is in a minor deficit to the tune of R330 million compared 

with a surplus of R44.9 billion over the same period in 2017. The rising oil price is a major 

culprit, causing the import of mineral products to increase a massive 99.6% on the year. 

The rand price of crude oil in September was up 55.7% on the year. Meanwhile, improving 

political and policy certainty is reviving business confidence, which is lifting demand for 

imported fixed capital investment goods. 

 

 The third quarter (Q3) Labour Force Survey confirms that the unemployment rate increased 

from 27.2% in Q2 to 27.5% in Q3. In Q3 non-agricultural formal sector employment fell by 

65,000 quarter-on-quarter and by 125,000 year-on-year in stark contrast to employment in 

the informal non-agricultural sector, which increased by 188,000 on the quarter and 

327,000 on the year. Despite the net employment growth, the unemployment rate 

increased due to the labour force expanding by 219,000 on the quarter and 187,000 on the 

year. Encouragingly, the labour force participation rate improved slightly from 59.1% to 

59.5% indicating an increase in the number of people actively seeking employment. Over 

Q3, employment in agriculture, mining and manufacturing contracted by 1,000, 29,000 and 

25,000, respectively while employment in the finance and other business services sector 

increased by a robust 102,000. Employment in the construction sector increased by 26,000 

on the quarter and 137,000 on the year. Employment growth, traditionally a lagging 

indicator in the economic cycle, should gather pace as the economy recovers from the 

recession suffered in the first half of the year. Greater policy certainty and directed policy 

initiatives, including the recent Jobs Summit and Investment Conference, should encourage 

employment growth over coming months.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Mining production: Due Thursday 8th November. Following a horrendous reading in August 

when mining production fell year-on-year by 9.1%, production in September is expected to 

have stabilised, according to consensus forecast, with a modest increase of 0.30% on the 

year. A weak comparative base should boost the year-on-year reading. Mining production 

should gather pace amid better policy certainty and continued strength in international 

mining commodity prices.  

 

 Manufacturing production: Due Thursday 8th November. Despite depressed manufacturing 

purchasing managers’ index (PMI) survey data, the third quarter is expected to close off 

with a slight pick-up in manufacturing production growth in September. Manufacturing 

production is expected to have increased by 1.80% year-on-year, according to consensus 

forecast, up from 1.30% in August.  

 

 

 



 

 

GLOBAL 

 The Trans-Pacific Partnership (TPP), a super-regional trade compact between Australia, 

Canada, Japan, Mexico, New Zealand and Singapore will come into force from the 30th 

December. A further five nations including Brunei, Chile, Malaysia, Peru and Vietnam are 

also expected to ratify their inclusion by then. The TPP signals a continued global trend of 

trade liberalisation despite the US shift towards trade protectionism. The TPP, through 

numerous reductions in tariffs and non-tariff barriers such as government procurement 

rules and investment restrictions, will boost economic growth prospects across the region. 

The TPP is expected to increase its membership over coming years. Thailand and South 

Korea are expected to join in 2019 and the UK has signalled its interest in entering the 

group. On the ratification of the TPP, Japan’s minister of state for economic and fiscal 

policy, Toshimitsu Motegi, stated that: “This sends a strong message that new, 21st century 

rules for free and fair trade are spreading around the world.”  

 

NORTH AMERICA 

 Non-farm labour productivity, which measures the increase in hourly output per worker, 

slowed sharply in the third quarter (Q3) to 2.2% quarter-on-quarter annualised down from 

3.0% in Q2. On a year-on-year basis, productivity increased by a modest 1.3%, marking the 

32nd straight sub-2% quarterly reading, its longest stretch of weak data since the 1940s. By 

contrast, yearly productivity gains in the late 1990s and early 2000s regularly exceeded 3%. 

Despite the lowest unemployment since 1969, rising wage pressure and massive tax 

incentives for capital investment, productivity gains remain the missing ingredient in the 

current economic recovery. Business investment, after growing in Q1 by 11.5% quarter-on-

quarter annualised and in Q2 by 8.7%, grew in Q3 by just 0.8%. In the absence of 

productivity gains, a higher pace of sustainable economic growth will require an expansion 

in the workforce, which is unrealistic given the country’s falling population growth.    

 

 Over 75% of companies comprising the S&P 500 index, that have reported third quarter (Q3) 

financial results, have beaten consensus analysts’ earnings forecasts. Average earnings have 

increased 26.3% year-on-year, the strongest earnings growth since 2010. Yet there is a 

feeling of foreboding, reflected by the 7% decline in the S&P index over the past month. 

There is a growing concern that the stellar earnings recorded in Q3 may mark the peak in 

the earnings cycle. Earnings growth is expected to drop sharply in 2019 as the once-off 

earnings boost from the Trump administration’s tax cuts wash out of the system. Moreover, 

increasing oil prices and growing wage pressures will impact the cost line of company 

income statements while rising interest rates will affect consumer spending, which 

contributes over 75% of US GDP growth. Housing sales and vehicle sales, key cyclical sectors 

in the US economy, are already showing signs of fatigue amid rising interest rates.  

 

 Non-farm payrolls jumped in October by 250,000 up from 118,000 in September, as the 

disruptive effect of Hurricane Florence dissipated. Despite strong jobs growth, the 



 

 

unemployment rate remained unchanged at 3.7% as the labour force increased by a 

substantial 711,000 amid a healthy increase in the labour participation rate from 62.7% to 

62.9%. The labour participation rate in the prime working years, between 25 and 54, 

measuring those either employed or seeking employment, increased from 81.8% to 82.3%, 

its highest since 2010. Wages increased by 0.2% month-on-month although on a year-on-

year basis wage growth increased from 2.8% to 3.1%, above the key 3%-level for the first 

time since 2009. All aspects of the employment report suggest the Fed will continue on its 

course of steady 25 basis-point interest rate hikes, with the next expected at the upcoming 

policy meeting in December. 

 

 The Institute for Supply Management (ISM) manufacturing index fell in October from 59.8 to 

57.7, a 6-month low. The decline was broad-based across sub-indices. The production and 

employment indices fell from 63.9 to 59.9 and from 58.8 to 56.8, while the forward-looking 

new orders index declined from 61.8 to 57.4. The PMI new export orders index fell 

particularly hard from 56.0 to 52.2 its lowest in two years, reflecting the impact of the 

strengthening dollar, the trade conflict with China and slowing global demand. While the 

headline PMI index is slipping from its peak levels, it remains elevated at well above the 

expansionary 50-level, indicative of continued solid manufacturing activity. The 

manufacturing sector accounts for around 12% of US GDP.  

 

 The Conference Board consumer confidence index increased in October to its highest since 

September 2000, rising from 135.3 to 137.9. While the S&P 500 index, which has dropped 

7% over the past month, is indicating growing concern over a sharp potential economic 

slowdown in 2019, consumers appear not to agree. According to Lynn Franco, senior 

director of economic indicators at the Conference Board: “The (forward-looking) 

expectations index posted another gain in October, suggesting that consumers do not 

foresee the economy losing steam anytime soon…. Rather, they expect the strong pace of 

growth to carry over into early 2019.” The net balance of survey respondents reporting jobs 

as hard to get fell further while the percentage of respondents foreseeing an improvement 

in income prospects increased, indicating a likelihood of continued jobs and wage growth. 

Encouragingly, after falling for most of the year, the percentage of households planning to 

purchase homes and vehicles over the next six months, increased. The consumer confidence 

index is consistent with consumption growth of around 5% annualised. Consumption 

expenditure accounts for over 75% of US GDP. The only caveat is that the survey was 

completed prior to the sharp sell-off in US equity markets over the past month, which may 

impact next month’s consumer confidence readings.  

 

CHINA 

 Official and Caixin purchasing managers’ index (PMIs) readings for October point to a 

continued slowdown in economic momentum at the start of the fourth quarter (Q4). The 

official manufacturing and services indices fell from 50.8 to 50.2 and from 54.9 to 53.9, 

their lowest since July 2016 and August 2017. The Caixin manufacturing PMI, which focusses 



 

 

on smaller and private companies, edged up modestly from 50.0 to 50.1 although the Caixin 

services PMI fell sharply from 53.1 to 50.8. The composite Caixin PMI, combining both 

manufacturing and service measures, fell to 50.5 its lowest since June 2016. While 

authorities have implemented fiscal stimulus through enhanced infrastructure spending and 

monetary stimulus via several reductions in bank reserve requirements, these have not yet 

halted the slowdown in economic momentum. Further fiscal and monetary stimulus 

measures are expected over coming months. With the lagged impact, the trend in economic 

growth is unlikely to respond positively until mid-2019.  

 

JAPAN 

 As expected the Bank of Japan (BOJ) left its policy settings unchanged, keeping its 

benchmark interest rate at -0.1% and its target for the 10-year government bond yield at 

0%, while committing to bond asset purchases of ¥80 trillion per year. The BOJ kept its GDP 

growth forecasts for the next two financial years at 0.8% although it lowered its forecasts 

for core consumer price inflation (CPI) from 1.5% to 1.4% and from 1.6% to 1.5% over the 

next two years. However, the BOJ is becoming increasingly wary of the risks to financial 

stability of prolonged monetary easing. In a speech after the policy meeting, BOJ governor 

Haruhiko Kuroda, while reiterating his pledge to keep interest rates extremely low for “an 

extended period of time”, gave his strongest indication yet that massive monetary stimulus 

is coming to an end. He said Japan was “no longer in a stage where decisively implementing 

a large-scale policy to overcome deflation was judged as the most appropriate policy 

conduct.”  

 

 Industrial production fell in September by 1.1% month-on-month to its weakest level since 

January, causing third quarter (Q3) production to fall 1.6% quarter-on-quarter, more than 

reversing the 1.3% gain in Q2. As a result, GDP is likely to have fallen in Q3 by around 0.4% 

quarter-on-quarter. However, September’s slump in industrial production is attributed to a 

once-off disruption from natural disasters, notably the Hokkaido earthquake and the 

typhoon that hit western Japan. As a result, industrial production and GDP growth should 

recover in Q4. According to a survey of manufacturers conducted by the Ministry of 

Economy, Trade and Industry (METI), respondents expect industrial production to rebound 

in October by 6.0% on the month.  

 

 The Markit services sector purchasing managers’ index (PMI) increased strongly in October 

from 50.2 to 52.4 its highest since April. Among the PMI sub-indices, new business growth 

increased to its highest in 5 ½ years. Joe Hayes, economist at IHS Markit observed that: 

“Business activity expanded at the fastest pace in six months as firms observed the best 

monthly improvement in demand conditions since May 2013.” He cautioned that: 

“However, many respondents noted that the rise in both output and new sales was a 

normalisation effect following the business impact of natural disasters in September.”  

 

 



 

 

EUROPE 

 Eurozone GDP growth slowed sharply in the third quarter (Q3) to 0.2% quarter-on-quarter 

down from 0.4% in both Q2 and Q1. Year-on-year growth slowed from 2.2% in Q2 to 1.7% in 

Q3. The slowdown in Eurozone GDP growth is attributed to the impact of new emissions 

standards in the vehicle manufacturing industry. Testing bottlenecks caused vehicle 

production to decline in July by 6.7% on the month and a further 10.0% in August. A 

normalisation in vehicle production should restore Eurozone GDP growth to its quarterly 

trend of around 0.4%, established in the first half of the year. Survey data, including 

purchasing managers’ indices and the European Commission Business and Consumer 

Confidence Survey, are consistent with annualised GDP growth of around 2% annualised, 

helped by a steady rise in household income growth.  

 

 Eurozone consumer price inflation (CPI) picked-up in October from 2.1% to 2.2% year-on-

year. An acceleration in energy inflation, due to rising oil prices, from 9.5% to 10.6% more 

than made-up for the decline in food, alcohol and tobacco inflation from 2.6% to 2.2%. The 

Eurozone’s core CPI, which excludes energy and food prices due to their volatility, and 

which more accurately measures underlying inflationary pressure, accelerated from 0.9% to 

1.1%. However, the uptick in core CPI is attributed to a sharp fall last year in Italy’s 

education costs following legislative changes, with the base effect of low comparative data 

boosting the inflation reading. Nonetheless, wage growth which is likely to maintain its 

uptrend given the tightening labour market, should keep upward pressure on core CPI. The 

unemployment rate at 8.1% is at its lowest since November 2008.  

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) left its monetary settings unchanged, with the 

benchmark interest rate held at 0.75%. No change had been expected ahead of the 

finalisation of key Brexit negotiations. However, the BOE while reducing its GDP growth 

forecasts for 2018 and 2019 from 1.4% to 1.3% and from 1.8% to 1.7%, delivered an 

increasingly “hawkish” Inflation Report, which forecasts inflation will be above its 2% target 

over the two-year policy horizon. The BOE signalled that it would accelerate its pace of 

interest rate hikes, guiding a total interest rate increase of 150 basis points over the next 

three years, well above the market’s prior expectation of 50 basis points over two years. 

Moreover, the BOE’s assessment came too early to factor-in the fiscal stimulus measures 

announced in the Autumn Budget. BOE governor Mark Carney noted that: “UK fiscal policy 

is shifting from restrictive to a more accommodative stance.”  

 

 The Chancellor of the Exchequer Philip Hammond announced an unexpectedly generous 

fiscal stimulus at the Autumn Budget, pledging £100 billion of extra spending over the next 

five years, equivalent to around 1% of GDP per year. Announcing the UK’s first fiscal 



 

 

stimulus in ten years, Hammond stated “austerity is coming to an end”. The fiscal stimulus, 

comprising a boost to government spending and a windfall for household income, should 

provide a solid tailwind for GDP growth, especially if the “fiscal multiplier” is accounted 

for. The fiscal stimulus is consistent with a boost of around 0.25 percentage points to 

annual GDP growth over the next two years.  

 

FAR EAST AND EMERGING MARKETS 

 The Markit emerging market manufacturing purchasing managers’ index (PMI) ended its 

extended stretch of consecutive monthly declines, rising in October from a 25-month low of 

50.3 to 50.5 with increases evident across India, Brazil and Russia. Encouragingly, among 

the PMI sub-indices, the output price index subsided reflecting an ebb in inflationary 

pressure helped by the recent pullback in oil prices. Moreover, the forward-looking new 

export orders index staged an increase in October after dropping steadily over the past 18 

months. The PMI data suggests the downtrend may be coming to an end. At current levels it 

is consistent with respectable growth in emerging market industrial production of around 

3.5% annualised.  

 

 India’s manufacturing purchasing managers’ index (PMI) jumped in October from 52.2 to 

53.1 its highest reading since December last year. The recovery in the PMI was broad-based 

across sub-indices with the output index rising from 53.1 to 54.6 and the forward-looking 

new orders index gaining from 53.0 to 54.5 indicating that respondents are confident 

manufacturing conditions will continue to improve over coming months. In addition, the 

output price index, a measure of producer price inflation, edged lower from 51.8 to 51.3, 

reflecting a moderation in inflationary pressures. The oil price has dropped around 15% over 

the past month from its recent peak of $85 per barrel, lowering the inflation outlook for oil 

importing economies such as India.   

 

 Taiwan, which is especially susceptible to any deterioration in global trade conditions, 

suffered a sharp decline in GDP growth in the third quarter (Q3) to 2.3% year-on-year down 

from 3.3% in Q2. While household spending remained stable and investment spending 

increased a solid 17.5% on the year amid the government’s infrastructure spending 

programme, export led growth fell to just 1.4% its lowest in two years. Meanwhile, 

Taiwan’s Markit manufacturing purchasing managers’ index (PMI) fell in October below the 

key 50-level, which indicates contraction, dropping from 50.8 to 48.7. According to IHS 

Markit economist Annabel Fiddes: “Sentiment towards the year ahead also turned negative 

for the first time in over two years, with a number of companies anticipating the ongoing 

China-US trade dispute to weigh on the sector’s performance going forward.”  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 7.71 



 

 

JSE Fini 15  - 5.96 

JSE Indi 25  - 15.33 

JSE Resi 20  + 15.58 

R/$   - 12.57 

R/€   - 7.94 

R/£   - 9.31 

S&P 500  + 2.42 

Nikkei  - 3.80 

Hang Seng  - 13.32 

FTSE 100  - 7.60 

DAX   - 11.01 

CAC 40  - 3.97 

MSCI Emerging - 14.34 

MSCI World  - 2.98 

Gold   - 4.95 

Platinum  - 6.45 

Brent oil  + 9.17 

 

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 was unable to remain sustainably above key resistance at $80 per 

barrel, suggesting a new trading range of $65-$75. 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 

 Emerging markets have underperformed significantly since the start of the year. This seems 

anomalous in the context of strong synchronised global growth and elevated international 

commodity prices. Despite an economic backdrop that is supportive of emerging market 

equities, the MSCI Emerging Market Index has dropped by -13.96% year-to-date (to 5th 

November) versus a far milder drop in the MSCI World Index of -3.17%.   

 

 This seems unreasonable. Emerging market economies are enjoying stronger GDP growth. In 

its latest bi-annual World Economic Outlook, the IMF forecast world economic growth in 



 

 

2018 and 2019 of 3.7%. US growth, having achieved 4.2% annualised in the second quarter is 

forecast to slow to 2.5% in 2019. On the other hand, emerging market GDP is forecast to 

grow 4.7% in both 2018 and 2019.  

 

 In addition, emerging market companies are showing stronger revenue and earnings growth 

than their developed market counterparts. The median emerging market equity is forecast 

to grow revenues by 11% in 2019 compared with growth of less than half that for developed 

market equities.  

 

 Equity valuations in emerging markets have dropped back significantly. They now offer 

considerable value relative to developed equity markets. Despite stronger revenue and 

earnings growth, the MSCI Emerging Market Index trades on a far lower price-earnings 

multiple of 11.7x, compared with a multiple of 17.9x for the MSCI World Index. The 

valuation gap is equally compelling on other measures. The two indices are trading on 

price-to-book multiples of 1.5x and 2.4x and Enterprise Value to EBITDA multiples of 7.8x 

and 11.4x, respectively.  

 

 Blame for the underperformance in emerging market equities is attributed to the 

strengthening dollar and unpredictable US trade policy. However, these key market forces 

may be close to a crucial inflection point. As background, the majority of fund managers 

cite the trade conflict as the biggest risk to global financial markets. Meanwhile, a stronger 

dollar reflects a tightening in global financial conditions, which prompts underperformance 

in riskier assets such as emerging market equities.  

 

 The Fed has carefully navigated a normalisation in interest rate policy. For the first time in 

a decade the fed funds rate is now positive in real terms, exceeding the inflation rate and 

fast approaching the neutral rate where it is no longer accommodative. Fed chair Jerome 

Powell’s speech, at the annual Jackson Hole central bankers’ conference, hinted at a more 

cautious approach to interest rate hikes now that US rates are close to the neutral rate. 

The fading tax stimulus and expected slowdown in US growth in 2019 will give the Fed even 

more reason to pause. As a result, the upward pressure on the US dollar is likely to ease. 

 

 In the past three months the US, although raising the stakes in its trade relations with 

China, has successfully concluded the United States-Mexico-Canada Agreement (USMCA), 

put Eurozone auto tariffs on hold, finalised a free-trade deal with South Korea and agreed 

to hold bilateral trade talks with Japan. Provided the trade conflict does not spread beyond 

the US and China, which seems unlikely given positive developments elsewhere, the effect 

on global trade and global GDP will be negligible. The worst-case effect on China and the 

US will also be mild, with bilateral trade between the two countries accounting for a 

modest 2.5% and 1% of their respective GDPs. 

 



 

 

 An inflection point in the appreciation in the US dollar and the deterioration in US trade 

relations should pave the way for a re-rating in emerging market equities. What is good for 

emerging markets, as an asset class, is also good for the rand and South African equities.  
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