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SOUTH AFRICA ECONOMIC REVIEW 

 In its update on the SA economy Moody’s credit rating agency downgraded its GDP forecast 

for 2015 and 2016 to 1.7% and 1.9% and predicted that growth would not reach 3.0% until 

2017 or 2018. The slower growth trajectory is attributed to energy outages, infrastructure 

constraints, skills shortages, economic inequality, troubled industrial relations, low savings 

and a weak investment climate. Moody’s warned that lower economic growth could reduce 

fiscal revenue collection making it more difficult for the government to meet its budget 

deficit target. 

 The Barclays manufacturing purchasing managers’ index (PMI) fell in August from 51.4 to 

48.9 below the key 50 threshold which demarcates expansion from contraction. There was 

a broad-based decline across PMI sub-indices. The employment index fell from 46.9 to 45.2 

below 50 for a 17th successive month. The business activity index decreased from 53.2 to 

48.6 and the inventories index from 60.2 to 50.9. Although the forward-looking new sales 

orders index climbed from 49.8 to 50.6 the expected business conditions index which 

gauges conditions in the manufacturing sector six months in advance dropped sharply from 

63.2 to 52.5. The overall data points to further contraction in the manufacturing sector 

over the second half of the year.  

 Following the -6.1% year-on-year decline in July new domestic car sales fell further in 

August by -8.2% on the year far worse than the -4.1% consensus forecast. Passenger car 

sales fell -8.1% marking the sixth straight decline despite dealers offering attractive 

incentives and competitive pricing. Commercial vehicle sales were also weak with light 

commercial vehicles falling -7.8% on the year, and medium and heavy commercial vehicles 

falling -11.2% and -17.9%. Poor business and consumer confidence are expected to keep 

domestic vehicle sales under pressure well into 2016. New vehicle exports remained a 

bright spot with growth of 12.3% on the year although considerably slower than the 24.4% 

increase in July.  

 According to the Absa house price index the average price for all homes increased in August 

by 4.7% year-on-year down from 5.2% in July. The price increase for large homes improved 

from 4.4% to 4.7% while for medium-sized homes it declined sharply from 4.2% to 3.1% 

indicative of growing financial pressures on middle-income consumers. The general 

slowdown in home prices is corroborated by the FNB home price index which decreased 

from 5.2% to 4.9%. The FNB estate agent survey shows a decline in the percentage of sales 



 

 

motivated by an upgrade to better properties and a rising percentage motivated by 

downscaling.  

 In the past week foreign investors sold a net -R1.7 billion worth of domestic bonds but 

surprisingly given the volatility in the rand and domestic equity markets purchased a net 

R5.3 billion worth of equities. Foreign buying was especially evident in the financial sector 

followed by the industrial sector and to some extent the property sector, although net 

selling continued in the resource sector. Foreigners’ contribution to total market traded 

volume remained stable at 36.5% only slightly below the year-to-date average of 38.6%. For 

the year-to-date foreign net buying of bonds and equities amounts to R12.60 billion and 

R39.31 billion respectively.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The Minister of Energy Tina Joemat-Pettersson confirmed in a briefing to parliament that 

the government was committed to building 9600 mega-watts of nuclear power capacity. 

The minister also acknowledged that the nuclear procurement plans would have to be 

affordable and that a cost-benefit analysis would form part of the procurement process. 

The process for selecting nuclear strategic partners was expected to be completed before 

the end of the current financial year ending February 2015.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Third quarter RMB/BER business confidence index. Due Wednesday 9th September. The data 

point is published quarterly. Following a sharp decline in the second quarter (Q2) from 49 

to 43 well below the key 50 threshold which demarcates expansion from contraction the 

BER business confidence index is expected to remain at the sub-50 level in Q3.  

 July manufacturing production. Due Thursday 10th September. On a month-on-month basis 

manufacturing production is expected to deteriorate from positive growth of 0.9% in June 

to a negative -0.74% in July according to consensus forecast. A weak purchasing managers’ 

index suggests the negative trend will be maintained in August. On a year-on-year basis the 

contraction manufacturing production is expected to worsen from -0.4% to -2.67%. 

 July mining production. Due Thursday 10th September. Mining production growth is 

expected to remain positive although showing a declining trend from 1.1% month-on-month 

in June to 0.7% in July according to consensus forecast. On a year-on-year basis the pace of 



 

 

mining production growth is expected to decline from 4.0% to 1.6% as the low base effect 

associated with last year’s platinum strike washes out of the data.  

 

GLOBAL 

 The Barclays August global manufacturing confidence index, which is based on regional 

purchasing managers’ indices (PMIs), was revised lower from an initial -0.64 to -0.52 

marking the third decline in a row and the lowest reading in three years. The decline is 

attributed to a sharp decline in the US Institute for Supply Management manufacturing 

index, further declines in China’s manufacturing PMIs and falls in emerging market PMIs 

especially in the Asia Pacific region excluding Japan. Korea’s manufacturing PMI remained 

in contractionary sub-50 territory at 48.2 while Taiwan’s fell to 42.5 well below the key 50 

level which demarcates expansion from contraction. 

 

NORTH AMERICA 

 The trade deficit narrowed sharply from -$45.2 billion in June to -$41.9 billion in July. The 

data indicates that US corporations remain competitive despite the appreciation in the US 

dollar and weakness in global demand. Meanwhile the Institute for Supply Management 

(ISM) non-manufacturing index fell slightly to 59.0 in August but remains close to the 60.3 

decade high registered in July, marking the second highest reading in the past ten years. 

The declining trade deficit and robust ISM services index are consistent with strong GDP 

growth in excess of 3.5% annualized in the third quarter. The data adds to the likelihood of 

a Fed rate hike on the 17th September.  

 US domestic light-vehicle sales increased to a seasonally adjusted annual rate of 17.8 

million in August representing a month-on-month increase of 1.4% and well above the 17.3 

million consensus forecast. The vehicle sales data, which is one of the earliest and most 

reliable indicators of domestic goods consumption, indicates that US domestic demand has 

remained relatively immune to recent turbulence in financial markets and concerns over 

global economic growth. 

 Although nonfarm payrolls increased in August by just 173,000 lower than the 217,000 

consensus forecast the payrolls for the previous two months were revised upwards by 

44,000 making up for the month’s weaker than expected number. Over the past three 

months the average monthly job gain has been a healthy 221,000. The unemployment rate 

decreased more than expected to 5.1% the lowest since April 2008 and at the level which 

the Fed associates with full employment. Moreover, average hourly earnings increased in 



 

 

August by 0.3% month-on-month and 2.2% on the year, both stronger than expected. Based 

on the Fed’s argument that full employment will cause wage growth to increase and 

inflation to rise, the data reinforces the likelihood that the Fed will hike its benchmark 

interest rate on the 17th September. The rate increase would be the first in nearly a 

decade. 

 The Fed’s Beige Book, an anecdotal summary of economic conditions across the Fed’s 12 

districts, reports that in the period to 24th August most districts continued to experience 

solid growth. On balance the Beige Book indicates that the strong economic rebound in the 

second quarter is likely to continue into the third quarter although at a slightly more 

moderate pace. The report stated that “several districts reported increasing wage 

pressures caused by labour market tightening”, which supports the case for an imminent 

Fed rate hike. 

 Bill Gross, the widely respected bond investor and founder of PIMCO the world’s largest 

bond investment firm, stated in his monthly newsletter regarding the Fed’s policy meeting 

on 17th September that: “September meeting language must be so careful, that ‘one and 

done’ represents an increasing possibility at least for the next six months ….The Fed is 

beginning to recognize that six years of zero bound interest rates have negative influences 

on the real economy. It destroys historical business models essential to capitalism such as 

pension funds, insurance companies, and the willingness to save money itself.” 

 

CHINA 

 China’s foreign-exchange reserves fell in August by $93.9 billion marking the biggest dollar 

monthly decline on record. China’s reserves have fallen steadily from a peak of nearly $4 

trillion in June 2014 to $3.56 trillion at the end of August. China has been using its reserves 

to stabilize the yuan after the People’s Bank of China devalued the yuan on 11th and 12th 

August. Although China’s reserves remain vast comprising almost a third of the world’s 

combined central bank foreign-exchange holdings, the currency intervention is costly and 

has the undesired effect of draining domestic liquidity. The currency intervention is also 

sending mixed signals in contradiction to the recent devaluation. Rather than deploying its 

foreign exchange reserves China may have to devalue its currency further in order to stem 

capital outflows.  

 

JAPAN 



 

 

 Wages increased in June by 0.6% year-on-year, which although the first gain in two months 

is well below the 2.0% consensus forecast. In real terms wages increased just 0.3% which is 

disappointing given the economy’s massive stimulus and the yen-induced improvement in 

terms of trade. Japan’s corporations are enjoying their highest profit margins in decades 

but so far there is little sign that this benefit is being passed on to the labour force. 

Although weak wage increases are positive over the short-term for corporate earnings 

growth higher wages are vital to bringing about a sustainable end to the economy’s 

deflationary spiral. Higher wages are also key to bringing about stronger growth in 

household consumption which contributes over 60% of Japan’s GDP.  

 

 The Ministry of Finance second quarter (Q2) corporate survey confirms that Japan’s 

corporations have rebounded strongly in terms of profitability. Ordinary profits increased in 

Q2 to ¥77.0 trillion annualized up over 10% from the previous record ¥69.9 trillion in Q4 

2014. The closely watched break-even sales ratio, which measures the point at which sales 

become profitable, is at record low levels indicating that sales would have to fall 

considerably from current levels in order for firms to become unprofitable. The sharp 

decline in the break-even sales ratio is attributed to weaker oil and commodity prices and 

the benefit of the weaker yen on terms of trade. The data is very encouraging for corporate 

earnings growth and should pave the way for stronger wage increases, which are crucial to 

attaining the Bank of Japan’s 2% inflation target.  

 

 

EUROPE 

 Eurozone retail sales increased in July by 0.4% month-on-month more than reversing June’s 

-0.2% decline. On a year-on-year basis retail sales growth accelerated from 1.7% to 2.7%. 

Spain’s retail sales grew 0.6% on the month and 4.2% on the year the fastest pace in the 

Eurozone. While French retail sales fell by -0.2% on the month marking the first fall in four 

months German sales growth improved from a decline of -1.0% in June to an increase of 

1.4% in July. On a three-month-on-three-month basis total Eurozone retail sales increased 

in July by 0.4% matching the steady pace recorded in June. The data signals the likelihood 

of reasonable GDP growth of around 0.4% quarter-on-quarter in the third quarter.  

 

 The Eurozone August composite purchasing managers’ index (PMI), measuring conditions in 

both services and manufacturing sectors, was revised upwards from 54.1 to 54.3 its highest 

level since May 2011 and well above the expansionary 50 level. Among Eurozone members 

states Spain’s PMI climbed to 58.8 consistent with robust GDP growth of 4.0% annualized. 

Although the French PMI was revised lower to 50.2 the German PMI was revised upwards 

and also Italy’s to its highest level since March 2011. If maintained, the data is consistent 

with quarter-on-quarter GDP growth of around 0.4% in the third quarter.  



 

 

 

 German industrial production increased in July by 0.7% month-on-month below the 1.1% 

consensus forecast. On a year-on-year basis Germany’s industrial production has been 

steadily slowing from 2.4% in May, to 0.9% in June and 0.5% in July, which is disappointing 

given the stimulus which had been expected from the depreciating euro. Unfortunately 

with consumer goods production declining -3.7% on the month there is little sign that 

domestic demand is making up for weak external demand. Although showing positive 

growth the data indicates that the rate of expansion remains modest adding pressure on 

the ECB to increase the scale of its quantitative easing programme. 

 

 As expected the ECB left its monetary policy unchanged although ECB President Mario 

Draghi emphasized the central bank’s “willingness, readiness and ability” to add further 

stimulus “if warranted, by using all the instruments available within its mandate.” Draghi 

added that the current quantitative easing (QE) programme has the flexibility to allow an 

expansion, composition or duration of the current QE programme. The ECB lowered its 

Eurozone GDP growth forecasts for 2015 from 1.5% to 1.4%, for 2016 from 1.9% to 1.7%, and 

for 2017 from 2.0% to 1.8%. The ECB also lowered its inflation forecasts lower to 0.1% in 

2015, 1.1% in 2016 and 1.7% in 2017, and saw downside risks to these forecasts.  

 

UNITED KINGDOM 

 

 Although still comfortably above the expansionary 50 level the services purchasing 

managers’ index (PMI) unexpectedly fell from 57.4 in July to 55.6 in August the lowest in 

two years and well below the 57.7 consensus forecast. Among the PMI sub-indices the 

forward-looking new business index dropped from 58.6 to 56.2. Both the prices charged and 

input prices indices fell from 51.7 to 50.3 and from 54.6 to 53.2 indicative of growing dis-

inflationary pressures. The composite PMI, which measures combined services and 

manufacturing conditions, also declined from 56.6 to 55.1 undermined by concurrent 

weakness in manufacturing. The forward-looking composite new orders index fell sharply 

from 57.6 to 55.8 signaling a slowdown in overall economic momentum in the second half of 

the year. 

 

 In the Inflation Report the Bank of England (BOE) lowered its inflation forecast over the 

next 12 months predicting that inflation will only return to the sub-2% target at the end of 

the two-year forecasting period. Although BOE Governor Mark Carney stated at the Jackson 

Hole central bankers conference that developments in China were unlikely to alter the pace 

of UK interest rate tightening, the inflation report suggests monetary tightening may be 

pushed back. Following the recent turmoil in global financial markets market expectations 

for the first rate hike have been pushed out from the first quarter (Q1) 2016 to Q4 2016.  



 

 

 

 

FAR EAST AND EMERGING MARKETS  

 Australia’s GDP grew in the second quarter (Q2) by just 0.2% quarter-on-quarter half the 

0.4% consensus forecast. The decline is attributed to weak demand for mining resources 

which affected mining export volumes as well as mining investment which fell in Q2 by -10% 

on the quarter. Mining investment has decreased from 8% of GDP in 2012 to just 5%. 

Consumer spending was also disappointing with a modest increase of only 0.5% on the 

quarter failing to reflect the strong increase in incomes. The increase in incomes is being 

saved rather than spent causing the savings rate to increase from 8% to 9%, indicative of 

waning consumer confidence. Due to its dependence on the commodity sector Australia’s 

economy is closely correlated with China’s economy which is showing signs of rapid 

slowdown.  

 As expected Brazil’s central bank kept its benchmark interest rate unchanged at 14.25% 

putting a halt to one of the world’s most aggressive rate hiking cycles. The central bank 

policy committee, known as Copom, had previously implemented seven consecutive rate 

hikes. Although the inflation rate currently at 9.57% remains well above the Copom’s mid-

target range at 4.5% the economy’s slide into recession has prompted the central bank to 

pause its tightening cycle. However, the Brazilian real has depreciated 20% since the start 

of July which may add further inflationary pressure in coming months in turn prompting 

additional monetary tightening regardless of the economy’s contraction.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 1.86 

JSE Fini 15  + 0.42 

JSE Indi 25  + 1.43 

JSE Resi 20  - 17.42 

R/$   - 17.87 

R/€   - 10.22 

R/£   - 15.77 



 

 

S&P 500  - 6.69 

Nikkei   + 2.35 

Hang Seng  - 12.80 

FTSE 100  - 7.49 

DAX   + 3.09 

CAC 40   + 6.48 

MSCI Emerging  - 18.63 

MSCI World  - 6.49 

Gold   - 5.41 

Brent Crude  - 16.92 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. Although the rate of the rand’s depreciation is accelerating there is no sign 

yet of panic selling or capitulation. This stage needs to be reached before a reversal in the 

rand’s move can occur. 

 

 The US dollar index is testing a major 30-year resistance line, which if broken will pave the 

way for further strong gains in the currency.  

 

 Despite the recent uptick in bond yields the long-term JPMorgan global bond index bull 

trend remains intact, with the yield targeting a new low during the fifth and final wave.  

 

 The US 10-year Treasury yield has broken above key resistance levels of 2.0% and 2.2%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield is testing support at 8.70% which if broken could open a 

new target of 9.5%.  

 



 

 

 The MSCI World Equity index has broken downward from a rising wedge formation which has 

been intact since the 2008/09 global financial crisis. It is unlikely that the downward move 

is over as the correction so far is too small for a bull market of the magnitude and duration 

of the 2009-2015 bull market. The downside target for the MSCI World Equity index is 

1,400.  

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle can be expected in the next year. The next major wave down 

will complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur around June 2016.  

 

 The S&P 500 has broken down from a rising wedge pattern, which is traditionally a trend-

changing pattern. The break below the 2070 level confirms a reversal of the upward trend. 

A further negative signal is that the Dow Jones Transport Index, traditionally a lead 

indicator for the broader market, is leading the broader market lower on the downside.  

 

 Brent crude’s break below the key $50 support level suggests a continuation of the 

weakening long-term trend. Copper is regarded a reliable lead indicator for industrial 

commodity prices and barometer of global economic growth. It has broken below the key 

$5,300 support level suggesting further downside ahead.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 The All Share index has broken below its bull market support level which has been intact 

since 2009. The downside target for the All Share index is 41,000.  

 

BOTTOM LINE 

 The -1.3% quarter-on-quarter annualised GDP contraction in the second quarter jeopardises 

the Treasury’s budget deficit target for the 2016 financial year. The Treasury’s budget for 

the current financial year was premised on its forecast of 2% GDP growth in 2015 and 2.6% 

in 2016, which now seem well off the mark. Leading economic indicators suggest further 

contraction in GDP in the third quarter due to load shedding, declining commodity prices, 

weak export demand, and falling household consumption.  

 

 Given that economic contraction will cause tax revenues to be lower than expected the 

Treasury will have to scale back its expenditures in order to meet its 2016 budget deficit 



 

 

target of -4.1% of GDP. Unfortunately the risk of expenditure over-runs is high. To begin 

with, the public sector wage deal including fringe benefits was far higher than budgeted 

amounting to a total increase of 10% in year one compared with the Treasury’s 7.7% 

forecast. In rand terms the 3-year public sector wage deal is R66 billion more than 

envisaged.  

 

 Financial demands from state-owned enterprises (SOE’s) are likely to add further pressure 

on the Treasury’s budget. Besides Eskom there are signs of mismanagement and likely 

demands for financial assistance from other SOE’s including Petro SA, South African 

Airways, SABC and the Passenger Rail Agency of SA. Although the Treasury has stated that 

any financial support for SOE’s would be “budget neutral” via the sale of state assets this 

may be easier said than done. State asset sales will meet with strong political resistance 

within the ANC. Meanwhile the largest financial demand may come from the Department of 

Energy for its nuclear energy procurement plans. Although Minister of Finance Nhlanhla 

Nene has stated that the Treasury would only sign-off on a nuclear deal if it is affordable 

the political pressure to do so will be substantial.  

 

 Amid slowing tax revenues and growing demands for state expenditure the risk is high that 

the Treasury will be unable to meet its budget deficit targets both in the 2015 and 2016 

financial years. Sovereign debt, which has already increased from 26% of GDP in financial 

year 2009 to 46.2% in 2015, will have to rise further in order to fund the growing budget 

deficit.  

 

 The national budget deficit is scrutinised more closely than any other variable by the credit 

rating agencies. The rating agencies have been specific in their warnings that any wavering 

in fiscal prudence would result in further credit rating downgrades. Rating downgrades 

would be the death knell for the rand, which has already lost -17% against the dollar since 

the start of the year.  
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