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SOUTH AFRICA ECONOMIC REVIEW 

 The rand continued its gains into a third week bolstered by Fitch’s decision that it would 

not be downgrading SA’s sovereign credit rating either. All three major credit rating 

agencies have now given SA a temporary reprieve. The rand strengthened over the past 

week from R/$15.31 to 15.10, from R/€17.35 to 17.06, and from R/£22.23 to 21.64, gaining 

against the dollar, euro and pound by 1.4%, 1.7% and 2.6%, respectively. The rand’s gains 

versus emerging market currencies were more impressive, strengthening against the 

Argentinian peso, Indian rupee, Malaysian ringgit and Mexican peso by 3.1%, 3.3%, 3.1% and 

2.9%.  

 

 The decline in mining production eased from -17.8% year-on-year in March to -6.9% in April. 

Although marking the eighth consecutive annual drop in mining production, led by a -23.4% 

year-on-year fall in iron ore production, overall mining production increased month-on-

month by 2.7% in April. This marks a substantial improvement from the -2.6% month-on-

month contraction in March. The monthly rebound in mining production is attributed to a 

normalization in the platinum group metals (PGMs) sector following the safety stoppages at 

the start of the year. PGM production increased in April by 12.6% month-on-month.  

 

 Manufacturing production grew in April by 0.8% month-on-month rebounding from the -0.6% 

contraction in March. On a year-on-year basis manufacturing production increased 2.9% 

beating the 1.5% consensus forecast. Of the ten manufacturing sub-sectors, seven reported 

month-on-month growth with the strongest readings recorded by food and beverages at 

3.6%, textiles and clothing at 1.2%, vehicles and parts at 1.9%, and furniture and related at 

11.2%. The recovery in manufacturing output mirrors the recent upturn in manufacturing 

purchasing managers’ indices (PMIs). The PMI index has been above the key 50-level, which 

demarcates expansion from contraction, for three straight months signaling a continued 

expansion in manufacturing production in May.  

 

 GDP contracted in the first quarter (Q1) by -1.2% quarter-on-quarter annualised far worse 

than the -0.1% consensus forecast. The contraction is attributed to the primary sector: 

Mining fell by a substantial -15.5% quarter-on-quarter annualised and agriculture by -6.5%. 

Excluding these two sectors, GDP would have increased by 0.4% in Q1. While the transport 

sector, which includes communication, shrank -2.8% the manufacturing sector grew 0.6% an 

improvement on Q4’s -2.5% contraction. On the expenditure side, gross domestic 

expenditure shrank in Q1 by -0.7% compared with growth of 1.4% in Q4. Household 



 

 

consumption expenditure fell -1.3% and gross fixed capital formation fell -6.0% with private 

sector investment falling -6.8% amid weakening business confidence. While disappointing, 

GDP should rebound strongly in Q2 led by a stabilization in mining and agricultural output. 

The safety related stoppages which beset the mining industry in Q1 have not carried over 

into Q2, while receding drought conditions should lead to a gradual normalization in 

agricultural output. Manufacturing output should also maintain its recent positive 

momentum according to the recent upturn in manufacturing purchasing managers’ indices. 

GDP growth of around 1.3-1.7% is expected in Q2 removing the risk of technical recession, 

defined as two consecutive quarters of negative growth.  

 

 Fitch credit rating agency joined the two other major rating agencies, Moody’s and 

Standard & Poor’s, in keeping SA’s sovereign long-term credit rating unchanged. Fitch kept 

SA’s foreign currency and local currency ratings unchanged at BBB- and BBB and surprisingly 

kept its outlook at “stable” despite citing concerns over economic growth and rising 

political risks. Fitch had been expected to change its outlook to “negative watch”. Fitch 

stated that: “The dismissal of two finance ministers in a week in December, and 

subsequent tensions between the new finance minister Pravin Gordhan and other parts of 

the government have raised questions about the commitment of the government to 

sustained fiscal consolidation and prudent governance of state-owned enterprises.” 

However, Fitch also stated that while “Political risk has increased since the previous rating 

review in December 2015….it is not out of line with “BBB” peers.” 

 

 The Bureau of Economic Research (BER) quarterly business confidence index fell from 36 in 

the first quarter (Q1) to 32 in Q2, indicating that less than a third of surveyed respondents 

viewed business conditions as satisfactory. The BER business confidence reading has 

dropped from 43 to 32 in the past year to its lowest level since 2009. Among the different 

sectors surveyed retailers led the decline falling from 44 to 26 its lowest since 2001. 

According to the BER report: “Not even during the global financial crisis-related downturn 

of 2008 and 2009 have retailers been this downbeat.” The weak overall readings indicate 

little prospect for increased private sector fixed investment.  

 

 

SOUTH AFRICA POLITICAL REVIEW 

 The Treasury Director General, Lungisa Fuzile, announced that the Treasury would decide 

by year-end on how best to proceed with the restructuring of its portfolio of state-owned 

enterprises (SOEs). He suggested that some SOEs could either be merged, sold or closed-

down. The Treasury’s announcement regarding SOEs is encouraging but markets will likely 

remain wary until concrete plans are announced and there is a full buy-in from government. 

A restructuring of SOEs has long been discussed by government but so far plans have been 



 

 

vague. Credit rating agencies have cited concerns that SOEs’ financial demands could 

jeopardise the Treasury’s fiscal targets. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Current account balance: Due Tuesday 14th June. The most closely watched component of 

the SA Reserve Bank’s June Quarterly Bulletin will be the current account deficit. A 

significant narrowing in the current account deficit would be positive for the rand. 

According to consensus forecast the current account deficit will improve from -5.1% of GDP 

in the fourth quarter (Q4) to -4.1% in Q1, driven by a narrowing in the trade deficit.  

 Retail sales: Due Wednesday 15th June. Retail sales will be affected by weakening consumer 

confidence and declining household disposable income, which despite the extra trading 

days in April should cause retail sales growth to slow from 2.8% year-on-year in March to 

2.4% in April, according to consensus forecast.  

 

GLOBAL 

 US oil prices traded last week above the $50 per barrel level for the first time since July 

last year, marking a significant rally from the $25 low in January. The recent increase 

coincides with continued supply disruption in Nigeria and indications of strong demand 

growth from China. China’s crude oil imports, measured by volume, increased in May by a 

substantial 38.7% year-on-year. Meanwhile, commercial stockpiles of US crude oil fell in the 

past week for the third consecutive week. However, analysts and producers have said that 

oil prices above $50 would trigger a return of rig drilling activity, potentially placing a 

ceiling on any further increase in oil prices. According to Baker Hughes US energy firms this 

week added drilling rigs for a second straight week, putting an end to the multi-month 

decline in rig counts.  

 

NORTH AMERICA 

 Productivity growth, which measures the amount of goods and services employees produce 

per hour worked, fell in the first quarter (Q1) by -0.6% quarter-on-quarter annualised. 

While marking an upward revision from the initial -1.0% estimate the data reflects a 

troubling slowdown in US productivity. In her latest speech Fed Chair Janet Yellen cited 

slow productivity growth as a key uncertainty in the US economic outlook. Productivity has 



 

 

grown at an average annual rate of 2.2% since 1945 but at only 0.5% over the past five 

years. It has only grown as slowly in the five years to end 1982. Meanwhile workers’ hourly 

compensation increased in Q1 by a substantial 3.9% annualised the biggest gain in two years 

causing unit labour costs to increase 4.5%. Corporate profit margins are being squeezed as a 

result of falling productivity and rising unit labour costs. 

 Initial jobless benefit claims fell in the past week for a fourth straight week from 268,000 

to 264,000 below the 270,000 consensus forecast. Claims have now been below 300,000, 

the level traditionally associated with sustainable jobs growth, for 66 straight weeks the 

longest streak since 1973. The number of continuing jobless claims fell by 77,000 to 2.095 

million, its lowest level since October 2000. The robust jobless benefit data suggest the 

labour market remains strong despite the shockingly low May non-farm payroll reading. A 

separate report showed that job openings increased in April to a nine-month high and 

layoffs fell to their lowest since September 2014.  

 

CHINA 

 China’s consumer price inflation (CPI) edged lower to 2.0% year-on-year in May having 

remained stable at 2.3% for three straight months. However, core CPI excluding food and 

energy prices, increased slightly from 1.5% to 1.6% and producer price inflation (PPI) 

increased from -4.5% to -3.7%, helping to deflect deflationary fears. The recovery in house 

prices and the upturn in PPI should support a stabilization in inflation over the second half 

of the year. Nonetheless, the People’s Bank of China is expected to cut its benchmark 

interest rate by a further 50 basis points and the reserve requirement ratio by a further 150 

basis points, by year-end.  

 

 China’s exports fell in May by -4.1% year-on-year worse than April’s -1.8% decline. The 

export decline is attributed to weakening external demand with exports to the US and the 

EU falling by -12.0% and -2.1%. On the other hand, imports fell by a modest -0.4% on the 

year a substantial improvement on April’s -10.9% decline, indicating a stabilization in 

China’s domestic demand. China’s commodity imports continued to increase showing year-

on-year imported volume growth in crude oil, copper and iron ore of 38.7%, 18.6% and 

22.4% respectively. China’s imports from key commodity exporters Australia and Brazil, 

increased year-on-year by 13.2% and 26.9% respectively up substantially from -15.1% and 

5.2% the previous month. 

 

 

JAPAN 



 

 

 Private sector core machinery orders (excluding ships and electric power companies), 

closely watched as a barometer of capital expenditure, fell sharply in May by -11.0% month-

on-month more than reversing April’s 5.5% increase. The sharp decline is attributed to the 

Kumamoto earthquakes and the steep appreciation in the yen. It is disappointing that so far 

there has been no clear boost to investment confidence from the Bank of Japan’s (BOJ) 

decision three months ago to introduce negative interest rates.  

 

 The Economy Watchers sentiment index, measuring sentiment among “frontline” workers, 

increased for the first time in five months from 40.0 in April to 40.6 in May although still 

below the key 50-level which demarcates expansion from contraction. The forward-looking 

expectations index increased from 45.5 to 47.3, a solid increase and the first gain in seven 

months. Although still in sub-50 contractionary territory, the improved Economy Watchers 

expectations index signals a pick-up in activity over the next two-three months suggesting 

the economy may be past the worst of the recent slowdown. 

 

 

EUROPE 

 The three largest economies in the Eurozone recorded strengthening industrial production 

figures in April. In Germany, France and Italy industrial production increased in April by 

1.1%, 1.2% and 0.5% month-on-month, solid improvements on the previous month’s 

respective -0.8%, -0.4% and 0.0% readings. However, Eurozone industrial production would 

need to increase by around 0.7% in both May and June for the overall second quarter (Q2) 

increase to equal the 0.9% gain in Q1, which may be difficult to achieve. Activity surveys in 

France and Italy have shown a marked slowdown over the past month, suggesting the 

overall pace of Eurozone industrial production is unlikely to keep pace with April’s strong 

numbers in the remainder of Q2.  

 

 First quarter (Q1) Eurozone GDP growth was revised upwards from 0.5% quarter-on-quarter 

to 0.6% and Q4 growth was revised upwards from 0.3% to 0.4%. Most of the uplift is 

attributed to robust household consumption which increased in Q1 by 0.6% on the quarter 

up strongly from 0.3% in Q4. Investment growth fell from 1.4% in Q1 to 0.8% in Q2 

suggesting firms lack confidence and are not taking advantage of easy credit conditions. 

Moreover, export growth slowed from 0.7% to 0.4% indicating that the earlier boost to trade 

competitiveness from the weaker euro is fading. The strong GDP figures are unlikely to be 

matched over the rest of the year, which will add further pressure on the ECB to augment 

its quantitative easing programme.  

 

 



 

 

UNITED KINGDOM 

 With recent polls indicating a narrowing in the “remain” camp’s lead, discussion has turned 

to how the Bank of England (BOE) will react in the event that the UK votes to leave the EU. 

According to the interest rate swaps market, the timing of the BOE’s first interest rate hike 

has pushed back over the past week from September 2018 to December 2019. In addition, 

the market attributes a 40% probability of a rate cut this year. Many commentators are 

expecting that the BOE will cut its interest rate immediately following a Brexit vote. 

However, the pound’s fall following a Brexit vote would cause inflation to spike higher 

removing the central bank’s capacity to lower interest rates. BOE Governor Marc Carney 

recently stated that the implications of a Brexit vote for interest rates would not be clear 

adding that “monetary policy cannot immediately offset all the effects of a shock.” 

 

 

 Industrial production surged in April by 2.0% month-on-month up from 0.3% in March with 

the year-on-year increase improving from -0.2% to 1.6%. The three-month-on-three-month 

increase improved from -0.4% to 0.7%. The improvement was broad-based with 

manufacturing output increasing 2.3% on the month. In further positive news, the trade 

deficit narrowed from -£3.5 billion in March to -£3.3 billion in April, led by a strong 5.3% 

month-on-month increase in exports. While industrial production and trade data are 

notoriously volatile, the improved figures indicate a more balanced economic expansion 

which hitherto has been excessively reliant on the service sector. The upbeat data is even 

more surprising given the headwind from the EU referendum, and should gain further 

momentum in the months ahead assuming the UK votes to stay. 

 

FAR EAST AND EMERGING MARKETS 

 The Bank of Korea (BOK) unexpectedly cut its benchmark interest rate by 25 basis points to 

1.25% the first rate cut since May 2015. The policy decision was unanimous, a complete 

turnaround from the unanimous decision at the previous policy meeting to keep rates on 

hold. The BOK noted downside risks to GDP growth stemming from weak global trade and 

the government’s plans to restructure the corporate sector in particular the shipbuilding 

and shipping industries. In its policy decision the BOK appears to be more swayed by 

economic growth than financial stability, raising the likelihood that the central bank will 

soon lower its 2.8% 2016 GDP forecast.  

 

 Growth in India’s passenger vehicle sales slowed from 11% year-on-year in April to 6.3% in 

May. Two-wheeler sales growth also decreased from 21.2% in April to 9.7% in May. However, 

sales of utility and commercial vehicles remained buoyant at 35.9% and 16.9% respectively, 

indicating strong investment confidence. Moreover, the outlook for rural vehicle demand 



 

 

should benefit from improved weather forecasts. Australia’s Bureau of Meteorology 

switched from an “El-Nino” to “La Nina” watch from the second half of 2016 onwards 

mplying above-average monsoon rains in India and across Asia following two years of El-Nino 

inflicted droughts.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.59 

JSE Fini 15  - 2.72 

JSE Indi 25  + 0.25 

JSE Resi 20  + 18.19 

R/$   + 2.20 

R/€   - 1.62 

R/£   + 5.04 

S&P 500  + 1.72 

Nikkei   - 15.84 

Hang Seng  - 6.39 

FTSE 100  - 3.16 

DAX   - 10.10 

CAC 40   - 8.84 

MSCI Emerging  + 1.93 

MSCI World  - 1.03 

Gold   + 21.00 

Platinum  + 11.11 

Brent Crude  + 34.44 

 



 

 

TECHNICAL ANALYSIS 

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

depreciation.  

 

 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 1.8% and 2.0%. 

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 broke out of its long-term bull trend as a result of 

“Nenegate”. The new bear trend for the R186 is underpinned by resistance at 9.0% with a 

risk of further upside to 10.50%. While SA bond yields may fall in line with global bonds they 

are unlikely to return to the bull trend.  

 

 The MSCI World Equity index has broken downward from a rising trendline which has been 

intact since the 2008/09 global financial crisis. Given the magnitude and duration of the 

2009-2015 bull market the overall correction is likely to reach a downside target for the 

MSCI World Equity index of 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 is likely to have just occurred. The next major wave down will 

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

should occur between mid-2016 and mid-2017.  

 

 The S&P 500 index has broken downward from a rising wedge pattern, which is traditionally 

a trend-changing pattern. The downward trend is likely to remain intact unless the index 

decisively regains the 2070 level. 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.  

 

 Despite the recent price rally Brent crude’s break below the key $30 support level in 

February suggests a continuation of the weakening long-term trend to a downside $25 

target. Copper is regarded a reliable lead indicator for industrial commodity prices and 



 

 

barometer of global economic growth. Despite its recent rally the copper price broke below 

the key $4,500 support level in February suggesting further downside ahead.   

 

 Gold has broken its recent downtrend by rising decisively above the $1100 resistance level. 

An extended break above $1250 is needed to confirm the end of gold’s bear market.  

 

 The JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,700 in turn 

opening a downside target of 45,000 and an ultimate target of 43,000.  

 

BOTTOM LINE 

 The All Share index is trading on a price earnings (PE) multiple of around 22x. These are 

extreme valuations, well above the 14.8x historic average.  

 

 While the broader market appears over-priced there are segments of the market which 

offer considerable relative and absolute value. The JSE construction and building materials 

sector trades on a 7.85x PE multiple, around a third of the broader market’s 21.77x PE.  

 

 The construction and building materials sector would be a clear beneficiary of any ramp up 

in infrastructure spending. State-funded infrastructure spending offers the easiest and most 

realistic means for SA to achieve an inclusive economic recovery.  

 

 Infrastructure spending would address the bottlenecks which are hampering production 

capacity and exports. Being labour intensive infrastructure spending would also rapidly 

reduce unemployment through the creation of large numbers of unskilled jobs. The 

construction and building materials sector would be the main beneficiary of what amounts 

to an obvious economic policy choice. 

 

 As it is, even in the absence of substantial state-funded infrastructure spending, the 

construction sector is not performing too badly. In the first quarter, SA’s GDP shrank -1.2% 

quarter-on-quarter annualised. By contrast, value added by construction grew by +0.5%. In 

the expenditure breakdown of GDP, construction works grew by an impressive 7.9% quarter-

on-quarter annualised.  

 

 The construction and building materials sector offers a typical “value” style investment 

opportunity. Although out of fashion with investors, the discounts to book value at which 

many shares in the sector trade, should provide significant downside protection in any 

equity sell-off.  



 

 

 

 “Value” investing has consistently underperformed “growth” investing in recent years. 

However, the trend is gradually changing especially in developed markets. As the broader 

market’s valuations become increasingly excessive and out of synch with depressed 

economic fundamentals, the time for value investments to outperform is fast approaching.  
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