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SOUTH AFRICA ECONOMIC REVIEW 

 The rand was mauled for a second straight week. Having dropped by 7.3% against the US 

dollar in the week of President Zuma’s ill-fated cabinet reshuffle the rand fell by a further 

3% in the past week from R/$13.41 to 13.80. Against other currencies the rand fell from 

R/€14.34 to 14.65 and from R/£16.77 to 17.10. Bond yields also climbed higher pushing the 

yield on the benchmark R186 2025 from 8.84% to 9.0%. In the month of March foreign 

investors purchased a net R18.6 billion worth of domestic bonds taking the year-to-date 

figure to R18.1 billion. Unfortunately, the positive inflows for the year-to-date are likely to 

unravel and turn negative over coming weeks in response to credit rating downgrades. (See 

Bottom Line for further analysis). Meanwhile, foreign investors continued to dump domestic 

equities even prior to the cabinet reshuffle, selling a net -R40.3 billion in the year-to-end 

March following total net sales of -R124.8 billion in 2016. The trend is expected to persist in 

2017.  

 

 Standard & Poor’s Global (S&P) downgraded South Africa’s long-term foreign currency 

credit rating to BB+, a sub-investment or so-called “junk” grade. The long-feared move did 

not come as a surprise following President Zuma’s firing of former finance minister Pravin 

Gordhan and his deputy Mcebisi Jonas. According to S&P: “The divisions in the ANC-led 

government that have led to changes in the executive leadership, including the finance 

minister, have put policy continuity at risk.” The consequences of the credit rating 

downgrade will be higher borrowing costs for all South African persons, a weaker exchange 

rate, higher inflation, lower investor confidence and slower economic growth. S&P kept the 

credit rating on negative watch for further downgrades should the current policy path alter.  

 

 Fitch Ratings cut South Africa’s long-term credit ratings to sub-investment grade or so-

called junk level for both foreign and local currency debt. Fitch has become the first of the 

rating agencies to assign junk status to local currency debt. It takes two such ratings for 

South Africa’s local currency debt to be dropped from international bond indices. Being 

dropped from international bond indices would result in forced bond selling. 90% of South 

Africa’s debt is local currency denominated. In Fitch’s statement: “Recent political events, 

including a major cabinet reshuffle, will weaken the standards of governance and public 

finances.” Fitch reported that the Treasury’s ability to withstand spending demands from 

state-owned companies and government departments could weaken and that the nuclear 

programme is now likely to proceed relatively quickly.  



 

 

 

 Total new vehicle sales increased in March by 2.1% year-on-year rebounding from 

February’s 0.1% decline. This marks the second year-on-year gain this year following the 

3.7% increase in January. For the first quarter (Q1) of 2017 total vehicle sales increased by 

1.9% on the year the first quarterly gain since Q4 2014. For the quarter, sales of passenger 

vehicles increased 0.9% and commercial vehicles by 4.2%. According to Rudolf Mahoney, 

head of Brand and Communications at WesBank: “March’s sales performance is indicative of 

the positive sentiment in the economy during the past month. There were a few 

contributing factors, including a strong rand and falling fuel prices.” However, this positive 

outlook will be short-lived following the credit rating downgrades and the knock-on effect 

on business and consumer confidence.  

 

 The Absa manufacturing purchasing managers’ index (PMI) declined slightly from 52.5 in 

February to 52.2 in March but remained above the expansionary 50-level for the third 

straight month. For the first time since March 2012 all major PMI sub-indices were above 

the neutral 50-level. The business activity index gained from 53.2 to 53.5 and the 

employment index from 46.5 to 50.9 while the purchasing price index fell from 68.0 to 63.5 

helped by the disinflationary effect of the stronger rand. The forward-looking expected 

business conditions index, measuring expected conditions in six months’ time, increased 

from 67.8 to 68.0. The unequivocally positive outlook reflected in the manufacturing PMI 

data was captured prior to Zuma’s firing of former finance minister Pravin Gordhan and his 

deputy Mcebisi Jonas. The outlook is likely to deteriorate sharply in the April PMI readings.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 11th April. Manufacturing production is expected to 

show a modest improvement in February in line with the recovery in the manufacturing 

purchasing managers’ index (PMI). The PMI averaged 51.7 in January and February up from 

just 47.0 in December. A reading above the 50-level signals expansion. 

 Retail sales: Due Wednesday 12th April. Having contracted in December and January retail 

sales are expected to show a further negative reading in February. Consumer confidence 

remains weak amid poor jobs growth and record low credit extension figures. 

 

 Mining production: Due Thursday 13th April. Mining production is expected to respond 

favourably to rising commodity prices and the base effect of weak comparative data. 

Having contracted in 2016 as a whole by 4.9%, mining production is projected to return to 

positive growth in 2017.  

 

 



 

 

GLOBAL 

 The JP Morgan global manufacturing purchasing managers’ index (PMI) remained at 53.0 in 

March unchanged from February’s 69-month high. The PMI has remained above the key-50 

level, which demarcates expansion from contraction, for 13 straight months. The PMI 

average for the first quarter (Q1) is 52.9 the highest reading since Q2 2011. While regional 

PMIs gave back some of their recent gains in the US, Japan, UK and China the Eurozone PMI 

increased to a six-year high.  

 

NORTH AMERICA 

 Minutes from the Fed’s March policy meeting surprisingly contained extensive discussion on 

trimming the central bank’s $4.5 trillion balance sheet. Most policy committee members 

think the Fed should start reducing the balance sheet later this year with the caveat that 

reductions should be “gradual and predictable”. Reducing the bonds held on the Fed’s 

balance sheet would undo the quantitative easing programme which began after the 

2008/09 global financial crisis essentially amounting to “quantitative tightening”. The Fed 

has introduced the discussion earlier than expected to prepare financial markets well in 

advance and avoid a repeat of the 2013 “taper tantrums”.  

 Nonfarm payrolls increased in March by just 98,000 the lowest reading since last May and 

considerably below the consensus forecast of 180,000. Employment increased in the 

professional and business service sectors but fell in the retail sector for a second straight 

month. Although the unemployment rate declined from 4.7% to 4.5% indicative of a 

tightening labour market, the overall data is disappointing. The probability of a Fed 

interest rate hike at the June policy meeting fell from 70% to 57% following the data 

release. The payroll numbers reflect a divergence between recent improvements in 

forward-looking survey data and actual hard data.  

 Total vehicle sales fell in March to an annualised rate of 16.6 million its lowest since April 

2014 and well below the 17.2 million consensus forecast. The recent sales figures are in 

stark contrast to the 17.6 million vehicles sold in 2016. The latest vehicle sales report is 

another warning sign that actual hard data is not reflecting upbeat reports from forward-

looking surveys. The vehicle sales numbers are inconsistent with consumer confidence 

readings which are at their highest in 16 years. Meanwhile Moody’s credit rating agency 

warned that flattening US auto sales pose a significant credit risk for auto lenders.  

 Purchasing managers’ data reflect a slight softening in conditions in March with both 

manufacturing and non-manufacturing indices coming off their recent highs. The Institute 

for Supply Management (ISM) non-manufacturing index fell from 57.6 to 55.2 while the 



 

 

manufacturing index fell from 57.7 to 57.2. The Markit manufacturing purchasing managers’ 

index (PMI) also eased from 54.2 to 53.3 its lowest reading since September 2016. Although 

ISM and PMI data remain close to multi-year highs the recent softening coincides with a 

growing divergence between rising survey or “soft” data and a lack of confirmation in 

actual “hard data” numbers.  

 

CHINA 

 The Caixin manufacturing purchasing managers’ index (PMI) fell from 51.7 in February to 

51.2 in March. While declining slightly the March figure remained close to its highest levels 

in four years and stayed above the expansionary 50-level for nine straight months. 

Meanwhile the official manufacturing PMI, which tends to focus on larger companies, 

increased from 51.6 to 51.8 its highest reading since April 2012. Despite the slight decline 

in the Caixin reading the outlook for China’s manufacturing sector remains robust. The 

announcement of the launch of the Xiogan New Area, modelled on the successful Shenzhen 

special economic zone near Hong Kong, should provide an added boost to China’s 

manufacturing demand and general economic activity.  

 

 

JAPAN 

 Wages per worker increased in February by 0.4% year-on-year up from 0.3% in January, 

showing growth for a fifth straight month. However, the real wage increase after taking 

inflation into account was zero in February following a downwardly revised 0.1% decline in 

January. Despite unemployment falling in February to just 2.8% its lowest since June 1994 

there is little evidence so far of rising wages. A healthy increase in wages is a key 

prerequisite to bringing about an end to the country’s decade long deflationary spiral. 

According to Capital Economics analyst Marcel Thieliant wage growth is too weak to achieve 

the Bank of Japan’s 2% inflation target: “With productivity growth set to return to its long-

run trend of around 1% soon, overall labour cash earnings would have to rise by 3% per 

annum to reach 2% inflation.” Thieliant added that: “Sluggish wage gains are one reason 

why we think the Bank of Japan is unlikely to tighten policy anytime soon.” 

 

 The Markit manufacturing purchasing managers’ index (PMI) fell from 53.3 in February to 

52.4 in March, which although the lowest this year remains above the expansionary 50-level 

for a seventh straight month. Meanwhile the service sector PMI increased from 51.3 to 52.9 

its highest in 19 months. According to Paul Smith, senior economist at IHS Markit: “Growth 

is broad-based. Both the manufacturing and service sectors are enjoying upturns, supported 



 

 

by firm demand for goods and services. With capacity pressures subsequently intensifying, 

this is having a positive spillover into the labour market.” The PMI survey numbers suggest 

Japan’s economic recovery remains on a firm recovery path. The composite PMI combining 

both service and manufacturing sectors increased to 52.9 its highest levels since August 

2015.  

 

EUROPE 

 The Markit Eurozone manufacturing purchasing managers’ index (PMI) increased to a near 

six-year high from 55.4 in February to 56.2 in March. The average PMI for the first quarter 

(Q1) was 55.6 the highest since Q1 2011. Among individual countries Germany’s PMI 

increased to a 71-month high from 56.8 to 58.3 with the Netherlands and Austria not far 

behind at 57.8 and 56.8. Italy’s PMI increased to a 72-month high of 55.7. According to 

Chris Williamson Chief Business Economist at IHS Markit: “All key business activity gauges – 

output, new order inflows, exports, backlogs of work and employment – are close to six-

year highs.” Williamson noted that: “The survey is also signaling the highest incidence of 

supplier delays for nearly six years, underscoring how suppliers are struggling to meet 

surging demand… These delays send a warning signal about rising inflationary pressures.” 

 

 Minutes from the ECB’s March policy meeting revealed a subtle shift in communication in 

acknowledgement of the improving economic outlook and rising inflationary pressure. 

Although confirming the need to keep a “very substantial degree of monetary 

accommodation” the ECB minutes removed reference to being ready to act with all 

available instruments. There appears to be a growing divergence in views among policy 

committee members over the timing of the monetary policy exit strategy. However, despite 

increased discussion on exit strategies the minutes concluded that: “Removing the 

downward bias on interest rates in the present formulation of the Governing Council’s 

forward guidance was seen as premature, as there was still considerable risk surrounding 

the economic outlook and the robustness of inflation convergence.”  

 

 European election risk has receded since National Front leader Marine Le Pen lost ground in 

recent polls. In the second of three live televised presidential debates the far-left 

candidate Jean-Luc Melenchon won with a convincing 25% of the votes while Le Pen came 

fourth with just 11%. The latest opinion polls for the second-round vote on 7th May indicate 

former economy minister Emmanuel Macron will beat Le Pen by 61% to 39%. Reduced 

election risk bodes well for further gains and continued outperformance in Eurozone equity 

markets.  

 

UNITED KINGDOM 



 

 

 The National Institute of Economic and Social Research (NIESR) reported that UK GDP 

growth slowed on a 3-month-on-3-month basis from 0.6% in February to 0.5% in March. 

According to James Warren, Research Fellow at NIESR: “A key component of this 

moderation has been relatively weak retail sales in the first two months of this year. 

Consumption is expected to moderate further this year as increasing inflation erodes 

households’ purchasing power.” Although attributed partly to the late timing of Easter, UK 

retail sales fell in March by 1.0% year-on-year.  

 

 Industrial production, manufacturing production and construction output all declined 

month-on-month in February, which combined with weak retail sales indicate softer 

economic activity in the first quarter of the year. Industrial production fell in February by 

0.7% on the month well below the 0.2% consensus forecast increase. Manufacturing output 

fell 0.1% compared with a consensus forecast increase of 0.4% while construction output 

declined 1.7% worse than the 0.1% forecast decline. The data is consistent with GDP growth 

of 0.4% in the first quarter (Q1) down sharply from the 0.7% growth recorded in Q4 last 

year. Growth is likely to slow further in Q2 and Q3 as consumers scale back on their 

spending.  

 

FAR EAST AND EMERGING MARKETS 

 Emerging market equity and bond funds registered a third straight week of strong positive 

inflows. A consistent trend across global equity and fixed-income markets has been 

investors’ enthusiasm for emerging market assets. Only 8.0% of all equity exchange traded 

fund (ETF) assets were invested in emerging market stocks at the beginning of March but 

these ETF’s took in 15.8% of net inflows during the month. Recovering global economic 

growth and rising international commodity prices combined with reasonable valuations all 

bode well for the continued upswing in emerging markets. However, there is divergence 

within emerging markets, most notably due to political events in South Africa which will 

likely lead to further downgrades in the country’s sovereign credit rating.  

 

 As expected the Reserve Bank of India (RBI) kept its benchmark repo rate unchanged at 

6.25%. However, the RBI unexpectedly narrowed the policy rate band around the repo rate 

from 50 to 25 basis points, which raises the floor for money market rates. Following the 

RBI’s more “hawkish” approach bond yields suffered their biggest daily increase in two 

months while the rupee rallied sharply hitting a 20-month high versus the US dollar. The 

RBI’s two-year monetary easing cycle ended in February when the central bank shifted to a 

neutral monetary stance.  

 

 Taiwan’s exports grew in March by a robust 13.2% year-on-year maintaining the solid growth 

rates in February and January of 27.7% and 7.0%. In the first quarter (Q1) Taiwan’s exports 



 

 

grew by 15.1% year-on-year the strongest growth since Q1 2011. Taiwan’s exports provide a 

closely followed gauge of global demand for technology components. According to Taiwan’s 

Finance Ministry: “March exports benefited from continued stable recovery of the global 

economy, semiconductor demand staying solid and lower-based prices for oil and basic 

metals.’ In Q1 exports to Taiwan’s two biggest markets, China and the US, grew by 22% and 

7.6% on the year. Taiwan’s export numbers point to continued positive momentum in global 

demand.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.91 

JSE Fini 15  - 5.72 

JSE Indi 25  + 8.86 

JSE Resi 20  + 8.13 

R/$   - 1.61 

R/€   - 2.20 

R/£   - 3.36 

S&P 500  + 5.29 

Nikkei   - 4.06 

Hang Seng  + 10.28 

FTSE 100  + 2.89 

DAX   + 6.27 

CAC 40   + 5.04 

MSCI Emerging  + 11.10 

MSCI World  + 5.46 

Gold    + 9.04 

Platinum  + 4.10 



 

 

Brent oil  - 1.48 

 

TECHNICAL ANALYSIS 

 The rand has depreciated below key support at R/$13.50 paving the way for further 

depreciation. The next key support level is at R/$14.0 which if broken will likely prompt a 

rapid decline to R/$14.50.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The key £/$1.25 level support level has been broken opening up a £/$1.18-1.22 

target. 

 

 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 back above the key support level of 2.0% 

endangering the multi-year bull trend in US bonds. 

 

 The benchmark R186 2025 SA Gilt yield has broken above the key support level of 9.0% 

suggesting the mini-bull market in bonds is likely over. A break above 9.50% would likely 

prompt a further upward move to the 10.5% 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 crude price is well supported at $50 a barrel and having broken key resistance at 

$55 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5500 per ton. 

 

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

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

 

 A break above 54,200 on the JSE All Share index would project an upward move to 60,000 

marking a new high for the JSE.  

 



 

 

BOTTOM LINE 

 The rand has been mauled in the aftermath of President Zuma’s cabinet reshuffle. Since 

the ill-fated reshuffle the rand has lost 11% versus the US dollar and 9% on a trade-weighted 

basis. By contrast emerging market currencies have gained in response to positive global 

economic growth momentum and rising international commodity prices.  

 

 South Africa’s economy has consistently faltered under President Zuma’s tenure. In 2017 

per capita GDP is expected to decline for a fourth year running with population growth 

continuing to exceed economic growth. While Zuma’s second term has been especially 

negative for the economy the downward trend has been visible since he first took office in 

2009. In every year since 2009 South Africa’s per capita GDP has decreased as a percentage 

of world per capita GDP. Standing at a reasonably proud 93.4% in 2008 the statistic fell 

steadily to just 84.1% in 2015. 

 

 Unfortunately, the rand will likely maintain its downward trajectory of the past 10 days. 

The inability of the ANC to remove Zuma post the cabinet reshuffle heightens the political-

economic risks in the run-up to the party electoral conference in December. The results of 

last week’s ANC’s National Working Committee (NWC) meeting suggest Zuma’s hold on the 

party has strengthened. His opponents within the party have backed down and the NWC has 

stated that ANC members will not support the motion of no confidence on the 18th April.  

 

 While both Standard & Poor’s (S&P) and Fitch have downgraded South Africa’s foreign 

currency credit rating to below investment grade Fitch is the only rating agency to cut the 

local currency rating to junk level. The local currency rating is more critical as 90% of the 

country’s debt is raised in the local markets. For South Africa’s local currency bonds to be 

jettisoned from the World Global Bond Index would require at least two rating agencies to 

downgrade the local currency rating to junk status. The chances are high: Moody’s rating 

agency has put South Africa on review for a downgrade and S&P has South Africa on 

“negative watch”. While Moody’s is still two notches above junk status there are 

precedents for a two-notch downgrade, as occurred in Brazil in February 2016.  

 

 The catalyst for further downgrades in the local currency credit rating will likely come from 

the Treasury. Finance Minister Malusi Gigaba has maintained the culture of patronage by 

bringing with him to the National Treasury 16 officials from the Department of Home 

Affairs.  

 

 It is only a matter of time before the new finance minister rubber stamps Eskom’s proposed 

9,600 megawatt nuclear programme. In its recent downgrade Fitch stated that the nuclear 

programme is now likely to move “relatively quickly”.  
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