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IN THIS WEEK’S BOTTOM LINE 

 A positive outcome to the upcoming credit rating decision in November and ANC elective 

conference in December will have a substantially beneficial impact on the rand and South 

African equities. In this scenario, domestically focused cyclical stocks will strongly 

outperform rand hedge counters. The caveat is that the favourable global outlook for 

emerging market equities remains intact.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The ABSA manufacturing purchasing managers’ index (PMI) increased sharply from 44.9 in 

September to 47.8 in October, its highest level since May. Although still below the key 50-

level separating expansion from contraction the trend is positive. Among the PMI sub-

indices, the business activity index climbed from 42.8 to 45.0, the employment index edged 

slightly higher from 44.1 to 44.3 while the forward-looking new orders index enjoyed a solid 

improvement from 43.2 to 49.9. The future conditions index slipped from 52.4 to 51.2 

although still in expansionary territory. While the PMI remains at contractionary levels the 

survey’s accuracy in predicting actual manufacturing conditions has been poor in recent 

month. The PMI hit an eight year low in July just as actual manufacturing production 

started to exhibit growth setting the foundation for a positive contribution to third quarter 

GDP.  

 

 Total new vehicle sales increased in October by 4.6% year-on-year. Although slower than 

the 7.0% growth the prior month this marks the fifth consecutive month of growth and is 

ahead of the 4.3% consensus forecast. Passenger vehicle sales were especially strong with 

growth accelerating from 5.9% to 7.9% boosted by competitive new vehicle pricing, July’s 

25 basis point interest rate cut and robust demand from car rental companies. Commercial 

new vehicle sales fared less well with growth in this segment slipping from 9.3% to a 

contraction of 2.1%. New vehicle export sales also weakened from growth of 10.9% to a 

contraction of 8.3% although adverse weather in Durban’s port was a mitigating factor. 

While vehicle export sales are likely to recover the weakness in domestic commercial 

vehicle sales is slightly worrying as the data point is a reliable lead indicator of the business 

investment cycle.  

 



 

 

 According to the Quarterly Labour Force Survey the unemployment rate remained 

unchanged for a third straight quarter in the third quarter (Q3) at 27.7%. While employment 

increased by 92,000 in Q3 the number of unemployed job seekers increased by 33,000. 

During the quarter seven out of the ten economic sectors showed jobs growth, led by the 

finance and other business services sector with 68,000, followed by community and social 

services with 56,000, transport 34,000, trade 21,000, mining 12,000 and utilities 5,000. Job 

losses were suffered in the manufacturing sector at 50,000, construction 30,000 and 

agriculture 25,000. The formal sector added 187,000 jobs during the quarter while the 

informal sector shed 71,000. Among age thresholds, the unemployment rate between the 

ages of 25-34 increased from 32.8% to 33.5%. Between the ages of 15-24 unemployment 

improved from 55.9% to 52.2% although remains at elevated levels. The labour participation 

rate, measuring the active portion of the country’s labour force, remained unchanged at a 

depressed level of 59.9% indicating that many have given up job seeking.  

 

 The trade surplus measured R4.0 billion in September marking the eighth straight monthly 

surplus. The trade surplus for the year to date increased to R47.12 billion compared with a 

deficit of R6.66 billion in the same period last year. However, the trade surplus did narrow 

slightly from R5.98 billion in August as exports declined 1.6% month-on-month while 

imports increased 0.4%. On a year-on-year basis both exports and imports increased by 2.6% 

and 6.0% respectively. In the third quarter mineral exports increased by a substantial 29.8% 

on the year. The trade balance is likely to remain in surplus over coming months, helped by 

buoyant export demand and rising international commodity prices. At the same time import 

volumes remain constrained by weak domestic demand. The trade balance bodes well for a 

narrowing of the current account deficit, which in turn should support the rand.  

 

 The National Treasury’s October government bond holding data reveals that foreign 

investors’ holding of South African government bonds increased to 49.66% from 48.22% in 

August. Between August and October net foreign bond inflows totaled R23.7 billion well 

above the JSE’s reported figure of R5.3 billion. The Treasury reported year-to-date inflows 

of R127 billion exceeding the JSE’s estimate by around R60 billion. While bond inflows are 

encouraging the high level of foreign bond ownership is a concern in case further credit 

rating downgrades cause forced selling by foreign investors.   

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Thursday 9th November. Manufacturing production is 

expected to maintain its recent upturn in September. While domestic conditions have been 

depressed global demand is rebounding. Manufacturing production is expected to make a 

positive contribution to third quarter GDP. 



 

 

 

 Mining production: Due Thursday 9th November. Mining output, which has shown strong 

growth over the past year helped by rising international commodity prices and rising 

production volumes, is expected to maintain the positive trend in September. Mining 

production is likely to make a substantial contribution to third quarter GDP.  

 

GLOBAL 

 The Brent oil price has surged by over 12% in the past month to a high of $64 per barrel its 

highest level since July 2015. Saudi Arabia has indicated that OPEC will extend its output 

cuts until the end of 2018. Moreover, Saudi Crown Prince Mohammed bin Salman has 

arrested several princes and ministers, raising political uncertainty in the region. Last 

month, northern Iraq reduced its oil supply helping OPEC’s quota compliance. Meanwhile, 

Nigeria’s oil minister indicated a willingness to contribute to the OPEC-led output cuts. At 

the same time, global demand is rising amid a rebound in global economic growth. The oil 

futures market is now in “backwardation”, which means forward contracts are at higher 

prices than the spot price, signaling that market supply is tightening.  

 

 The JP Morgan global manufacturing purchasing managers’ index (PMI) increased from 53.3 

in September to 53.5 in October, its highest since April 2011. The PMI is consistent with 

annual growth in global factory production of 5% and consistent with 4% world GDP growth. 

Encouragingly the current expansion is broad-based with only three of the 29 countries 

measured reporting a deterioration in business conditions in October, including Malaysia, 

Thailand and Mexico. The bottom 11 countries in the PMI rankings were all emerging 

markets. European countries held the top eight positions.   

 

NORTH AMERICA 

 US non-farm productivity, measuring business output per hour, increased in the third 

quarter (Q3) by 3.0% quarter-on-quarter annualised its fastest pace in three years, up from 

1.5% in Q2 and 0.1% in Q1. The strong productivity gain was driven by a combination of 

increased output and muted compensation growth. While output increased by 3.8% unit 

labour costs increased by just 0.5%, helped by rising capital investment over the past few 

quarters. The turnaround in productivity is welcome news following the stagnation in 

productivity in 2016. With the economy at full employment continued GDP growth will rely 

increasingly on productivity improvements. 

 

 As expected the Trump administration nominated Jerome “Jay” Powell to replace Janet 

Yellen as chairman of the Federal Reserve when her term ends in February. The nomination 



 

 

had little effect on financial markets as Powell largely shares Yellen’s views on monetary 

policy although he is in favour of greater financial de-regulation. The Fed is unlikely to 

deviate from its current course of monetary policy normalization, comprising expectations 

for a 25 basis-point interest rate cut in December, three similar rate cuts in 2018 and a 

gradual reduction in the Fed’s balance sheet.  

 

 House of Representative Republicans unveiled the Trump administration’s tax reform bill, 

the “Tax Cut and Jobs Act”, which closely mirrors the framework released in September. 

The bill proposes substantial cuts to personal income tax and corporate taxes. The number 

of income tax brackets reduces from seven to four with lower individual rates for low and 

middle-income Americans as well as wealthier tax payers. The bill includes an immediate 

cut in the corporate tax rate from 35% to 20%, greater capital expenditure deduction 

allowances and the one-time repatriation of overseas cash. While the bill still needs to get 

through Senate there is a strong likelihood that it will be passed after minor adjustments by 

early next year, providing the economy with a meaningful boost in 2018. The net budgetary 

impact of the tax bill will be $1.5 trillion over ten years, matching the amount allowed 

under the Budget resolution passed last month.  

 

 As expected the Fed left the fed funds interest rate unchanged in a range of 1%-1.25%. 

However, the accompanying policy statement buoyed market expectations for a 25 basis-

point rate hike in December. Regarding the economy the Fed upgraded its description of 

growth from rising “moderately” to “rising at a solid rate despite hurricane-related 

disruptions” adding that “Past experience suggests that the storms are unlikely to 

materially alter the course of the economy over the medium-term.” Regarding 

unemployment the Fed upgraded its outlook from it “has stayed low” to it has “declined 

further.” The Fed’s outlook on inflation remained unchanged: “Inflation is expected to 

remain somewhat below 2% in the near term, but stabilize around the 2% objective over the 

medium-term.” The Fed maintained that gradual increases in the fed funds rate are 

warranted indicating a 25 basis-point rate hike in December and three similar rate hikes in 

2018.  

 

 Non-farm payrolls increased sharply in October by 261,000 up from 18,000 in September as 

hurricane-related effects reversed. However, the figure was below the consensus forecast 

for a 313,000 increase, indicating a slower than expected post-storm normalization. The 

unemployment rate declined from 4,2% to 4.1% driven by the combination of rising 

employment and a shrinking labour force. Average hourly earnings were disappointing with 

the year-on-year growth rate decreasing from 2.8% to 2.4%. The decline in earnings growth 

is attributed to a growing share of temporary and part-time work and a surge in leisure and 

hospitality industry employment, which tends to be lower paid. The unemployment rate is 



 

 

closing in on the Fed’s long-run unemployment equilibrium rate of 4.0% supporting the case 

for continued monetary policy normalization.  

 

CHINA 

 The official manufacturing purchasing managers’ index (PMI), after rising to a five-year high 

of 52.4 in September fell to 51.6 in October. However, the PMI reading is in line with the 

average of the past six months consistent with a steady albeit slower growth rate. The 

growth outlook is consistent with the decree from the Communist Party Congress on quality 

rather than speed of growth. The Caixin manufacturing PMI, which has a greater focus on 

small and mid-sized businesses and tends to provide a more accurate guide to cyclical 

trends than the official PMI, remained unchanged in October at 51.0. The Caixin PMI 

suggests the economy may have held up better than indicated in the official PMI. 

Nonetheless some slowdown is expected in response to slower credit growth and an 

unwinding of fiscal stimulus. The crackdown on pollution will also have an adverse effect on 

growth. 

 

 People’s Bank of China governor Zhou Xiaochuan warned in an article posted on the central 

bank’s website that even as the overall health of the financial system remains good latent 

risks are accumulating. He stated that some risks are “hidden, complex, sudden, contagious 

and hazardous” and that “high leverage is the ultimate origin of macro financial 

vulnerability.” Zhou added that: “In sectors of the real economy, this is reflected as 

excessive debt, and in the financial system, this is reflected as credit that has been 

expanding too quickly.”  

 

JAPAN 

 Industrial production fell in September by 1.1% month-on-month although by less than the 

1.6% consensus forecast decline. In the third quarter (Q3) industrial production growth 

slowed to 0.4% quarter-on-quarter from the 2.1% surge in Q2, which suggests GDP growth 

will slow sharply in Q3. The Ministry of Economy, Trade and Industry forecasts that 

industrial production growth will rebound in October and November, consistent with robust 

Q4 quarter-on-quarter growth of 4.2%.  

 

 The unemployment rate registered 2.8% in September unchanged for a fourth straight 

month despite jobs growth climbing by 1.1% year-on-year. While jobs growth remained 

robust the labour force climbed by an unexpectedly strong 0.9% on the year preventing the 

unemployment rate from falling. The increase in the labour force is especially encouraging 

given the country’s ageing population. The labour market is tightening with the job-to-



 

 

applicant ratio sticking at an unchanged but elevated 1.52 for a third straight month 

indicating a rising probability of increased wage growth in coming months. Wage growth is 

key to lifting inflation to the Bank of Japan’s 2% target.  

 

 Japan’s consumer confidence index increased from 43.9 in September to 44.5 in October its 

highest in four years. Among the four component sub-indices, the outlook on employment 

and the willingness to make durable goods purchases gained from 47.8 to 48.7 and from 

43.5 to 43.6, respectively. The outlook on income growth gained from 41.8 to 42.5 its 

highest in over ten years, indicative of greater confidence in wage growth. The outlook on 

asset values increased from 42.9 to 45.5 helped by recent strong equity market gains. 

Increased optimism over asset values signals a lower propensity to save which bodes well 

for household consumer expenditure.  

 

EUROPE 

 Eurozone GDP grew in the third quarter (Q3) by a solid 0.6% quarter-on-quarter, slightly 

down from an upwardly revised 0.7% in Q2 but ahead of the 0.5% consensus forecast. On a 

year-on-year basis GDP growth accelerated from 2.3% in Q2 to 2.5% in Q3. Based on 

extremely strong purchasing managers’ indices and European Commission business 

confidence surveys, the current pace of economic growth should at least be maintained and 

potentially accelerate over coming quarters. Despite the brightening growth outlook 

subdued inflation will likely keep the ECB on its current course of ultra-accommodative 

monetary policy.  

 

 Eurozone consumer price inflation (CPI) dipped from 1.5% year-on-year in September to 

1.4% in October below the 1.5% consensus forecast. While an easing in headline CPI had 

been expected due to a moderation in fuel prices, the steeper decline in core CPI, 

excluding food and energy prices, from 1.1% to a five-month low of 0.9% will disappoint the 

ECB. The ECB is targeting a CPI rate of just under 2%. The weak inflation data supports the 

ECB’s announcement last week to extend its asset purchase programme for a further nine 

months from January to September 2018 albeit at a lower monthly rate.  

 

 The European Commission’s business climate indicator increased from 113.1 in September 

to 114.0 in October its highest level since January 2001. Confidence increased across all 

economic sectors including industry, services, construction and retail. The outlook 

improved for past production, employment and forward-looking new orders. The survey 

data is extremely upbeat indicating continuing improvement in economic conditions over 

the next 12 months.  

 



 

 

UNITED KINGDOM 

 As widely expected the Bank of England (BOE) raised its benchmark bank rate by 25 basis 

points from 0.25% to 0.50%, the first interest rate hike in 11 years. The BOE’s asset 

purchase programme was left unchanged at £435 billion. However, the BOE’s accompanying 

policy statement was unexpectedly “dovish” prompting the market to reprice projections 

for future rate hikes. The market is now pricing in one rate hike by the end of 2018 and a 

second one in 2019. The BOE was cautious in its outlook emphasizing that it was effectively 

removing the emergency stimulus it put in place after the “Brexit” vote. BOE governor Mark 

Carney said the UK is going through extraordinary times and stressed that the next increase 

in the bank rate is a long way off. The BOE lowered its forecast for GDP growth and 

consumer price inflation in 2017 from a previous 1.5% and 3.0% to 1.3% and 2.8%, 

respectively.  

 

 The services purchasing managers’ index (PMI) increased sharply from 53.6 in September to 

55.6 in October well above the 53.3 consensus forecast and the third quarter (Q3) average 

of 53.5. Among the PMI sub-indices, the forward-looking new orders index gained from 53.3 

to 54.8 and the future activity index from 63.9 to 64.3 indicating continued growth 

momentum in coming months. The composite PMI, measuring combined service, 

manufacturing and construction sectors, showed a solid gain from 53.6 to 55.3 consistent 

with better than expected Q4 GDP growth of around 0.5% quarter-on-quarter. 

 

FAR EAST AND EMERGING MARKETS 

 Indonesia’ GDP grew in the third quarter (Q3) by 5.06% year-on-year slightly below the 5.2% 

consensus forecast. On a quarter-on-quarter basis GDP growth slowed to 1.2% in Q3 from 

1.4% in Q2. Exports grew in Q3 by 17% on the year and investment spending grew by 7.1%. 

However, household consumption growth was relatively soft at 4.9% despite lower inflation 

and eight interest rate cuts since the beginning of last year. With consumer price inflation 

falling in October from 3.7% to 3.58% year-on-year, the central bank has scope to announce 

further interest rate cuts as a means of boosting consumer expenditure.  

 

 South Korea’s exports grew in October by 7.1% year-on-year marking 12 consecutive months 

of growth. While markedly down from the 35% growth recorded in September, there were 

4.5 fewer working days in October due to the annual Chuseok holiday. Average exports per 

working day increased from $2.35 billion in September to $2.5 billion in October, reflecting 

brisk business activity. South Korea’s trade data, which traditionally provide a reliable 

barometer for global trade conditions, signal a continuation of the world economic 

rebound. Exports to China increased 13.5% year-on-year posting double-digit growth for the 

third straight month.  



 

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 18.40 

JSE Fini 15  + 3.52 

JSE Indi 25  + 28.81 

JSE Resi 20  + 21.09 

R/$   - 2.94 

R/€   - 11.79 

R/£   - 10.12 

S&P 500  + 15.74 

Nikkei   + 15.08 

Hang Seng  + 29.98 

FTSE 100  + 5.87 

DAX   + 17.31 

CAC 40   + 13.26 

MSCI Emerging  + 30.61 

MSCI World  + 16.80 

Gold    + 11.38 

Platinum  + 3.71 

Brent oil  + 12.90 

 

TECHNICAL ANALYSIS 

 To return to its medium-term appreciating trend of the past 18 months the rand needs to 

break through key resistance at R/$14.00 and R/$13.50, which if broken would target 



 

 

further gains to R/$12.50. A range of R/$13.50-14.50 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 has broken above key support at 9.0% indicating the 

potential for a rapid upward move to the 10.5% target level. A break back below the new 

resistance level of 9.0% is required to remove the danger of a further upward spike in bond 

yields.  

 

 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 $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 in the JSE All Share index above key resistance levels at 56,000 and 60,000 signal 

the early stages of a new bull market. 

 

BOTTOM LINE 

 The JSE All Share Index exceeded the key 60,000 level for the first time. Although beating 

most investors’ expectations, with gains for the quarter-to-date and year-to-date of over 

6% and 18% respectively, the budding JSE bull market is only just getting started. 

 



 

 

 The JSE is far from being in frenzied overbought territory. Despite recent gains the broader 

market in terms of its price-earnings multiple has de-rated by almost 20% since the start of 

the year. Excluding Naspers (which accounts for over 25% of the JSE All Share Index), the 

price earnings (PE) multiple of the All Share Index has de-rated sharply since the beginning 

of the year from close to 21 times earnings to just over 16 times earnings.  

 

 South Africa’s standing amongst emerging markets has steadily de-rated since 2015. The 

JSE All Share Index PE multiple is the fourth lowest among emerging markets, only ahead of 

South Korea, Turkey and Russia. 

 

 Despite the recent uptick in the JSE both foreign and domestic investors appear to be 

pricing-in the worst-case scenario in the upcoming credit rating decision on 24th November 

and the ANC elective conference from 16th-20th December. Most domestic investors are 

positioned very defensively in South African equities with well above average exposure to 

non-equity asset classes such as cash and bonds. Within their reduced equity allocation 

domestic investors have a well above average exposure to rand-hedge stocks. Foreign 

investors also appear to be discounting the worst-case scenario, having been consistent net 

sellers of South African equities since 2015. In the year-to-date, foreign investors have been 

net sellers of a massive R77 billion worth of South African equities.  

 

 Most investors are discounting the loss of South Africa’s local currency investment grade 

rating when Moody’s and Standard & Poor’s deliberate on the 24th November. However, the 

rating agencies will likely postpone the momentous decision until after the ANC elective 

conference. In recognition of the binary outcome of the ANC elective conference in 

December the rating agencies, rather than downgrade local currency debt to “junk” status 

will likely place South Africa on “credit watch”. A credit watch needs to be resolved within 

three months giving the rating agencies until the February Budget to make a more informed 

decision. 

 

 There are four potential outcomes to the ANC elective conference. That the conference 

doesn’t take place at all, that President Zuma manages to get his chosen successor 

Nkosazana Dlamini-Zuma elected president of the ANC, that Cyril Ramaphosa is elected 

president as champion of the reformist voice of the party, or that a compromise candidate 

such as Zweli Mkhize is elected. Of the four potential outcomes at December’s ANC elective 

conference, the least likely is the election of Zuma’s chosen successor, yet this is the 

outcome currently being discounted in equity markets. 

 

 A positive outcome to the upcoming credit rating decision in November and ANC elective 

conference in December will have a substantially beneficial impact on the rand and South 

African equities. In this scenario, domestically focused cyclical stocks will strongly 

outperform rand hedge counters. The caveat is that the favourable global outlook for 

emerging market equities remains intact.  
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