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SOUTH AFRICA ECONOMIC REVIEW 

 Manufacturing production increased in December by 1.8% month-on-month and on a year-

on-year basis by 0.4% beating the -1.5% consensus forecast contraction. The data is a 

considerable improvement on the -1.8% and -1.3% month-on-month contractions in October 

and November. Despite the positive reading manufacturing production for the fourth 

quarter (Q4) as a whole declined -2.1% quarter-on-quarter annualized placing a headwind 

on Q4 GDP growth. Unfortunately December’s manufacturing data is unlikely to mark a 

sustainable change in trend. The latest purchasing managers’ index, which is a forward-

looking indicator, remains in deep recessionary territory.  

 Mining production increased in December by 2.1% month-on-month and on a year-on-year 

basis by -0.3% beating the -0.9% consensus forecast. The performance builds on solid 

month-on-month growth of 1.5% in October and 2.1% in November. However, there are 

doubts whether the solid trend can be maintained. December’s improvement was not 

broad-based, while coal production increased 1.9% on the month the production of gold, 

iron ore and platinum group metals all fell by -1.4%, -2.1% and -1.7% respectively. 

Nonetheless mining output increased in the fourth quarter by 1.3% quarter-on-quarter 

annualized and for 2015 as a whole by 3.2%.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The 2016 State of the Nation speech by President Zuma was characterized by unusually 

little emphasis on the current government’s traditional populist policies. The speech 

provided only a cursory mention of politically expedient programmes such as National 

Health Insurance, the National Minimum Wage, land reform, and the nuclear procurement 

programme. By contrast there was an acknowledgement of the dire state of the economy 

and the need to act decisively in order to avoid a sovereign debt downgrade to “junk 

status”. The speech broke with the President’s usual pattern of denialism reflecting a 

renewed approach to tackling the country’s economic challenges. Zuma concluded by 

saying that: “We cannot change the global economic conditions, but we can do a lot to 

change the local conditions.” Encouragingly Zuma acknowledged the relationship between 

growth and job creation, and the expansion of social benefits. Emphasis was given to the 

need to cut costs across government and to streamline state-owned enterprises (SOEs). 

While falling short of mentioning privatization Zuma said that (SOE) “interventions are 



 

 

essential for growth and also for the reduction of debt levels.” One can infer that state 

assets would have to be sold in order to reduce debt. Overall the speech was encouraging 

from the perspective of economic growth and provides Finance Minister Pravin Gordhan 

with the political support he needs to make meaningful concessions in his Budget Speech on 

24th February. 

 After facing numerous delays the full report on the Presidential Review on State-Owned 

Enterprises (SOEs), which had been commissioned in 2010, was finally released on Friday 

12th February. The report recommends the partial listing of some SOEs and the privatization 

of others. Without identifying specific SOEs the report said the government “should 

consider possibilities of listing select SOEs on the JSE, while astutely preserving government 

control and maximizing investor participation.” The adoption of these recommendations 

would make a significant contribution towards SA maintaining its current investment grade 

credit rating. An inter-ministerial team headed by Deputy President Cyril Ramaphosa is 

reviewing the fate of the country’s 700 SOEs but said the recommendations were far from 

complete.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation (CPI): Due Wednesday 17th February. According to consensus 

forecast headline CPI, which includes the volatile food and energy components, is expected 

to accelerate from 5.2% year-on-year in December to 6.0% in January, touching the upper 

limit of the SA Reserve Bank’s (SARB) 3-6% target range. The sharp inflationary increase is 

attributed to the base effect of comparatively low energy prices a year ago and the impact 

of the drought on food prices. Food price inflation has been compounded by the weaker 

rand and the need to import food as a result of the drought. At its last policy meeting the 

SARB lifted its CPI forecasts for 2016 and 2017 from a previous average of 6% and 5.8% to 

6.8% and 7% respectively.  

 Retail sales: Due Wednesday 17th February. According to consensus forecast retail sales 

growth is expected to slow from an elevated 3.9% year-on-year in November to 3.3% in 

December due to constraints on household disposable income from rising inflation, higher 

interest rates and weakening employment growth. These pressures are likely to be a 

constant theme during 2016 lowering retail sales growth to around 1% from the 3% real 

growth rate achieved in 2015.   

 

NORTH AMERICA 



 

 

 Retail sales increased in January by 0.2% month-on-month beating the 0.1% consensus 

forecast while the previous month’s reading was revised upwards from 0.1% to 0.2%. The 

improving trend comes in spite of the -3.1% month-on-month decline in gasoline sales in 

January. Among the individual retail categories auto sales increased a robust 0.6% on the 

month and building materials by 0.6%. Core retail sales excluding autos, gasoline and 

building materials, increased a substantial 0.6% on the month the fastest pace since May 

last year. The overall data suggests consumers are paying little attention to fears of an 

impending US recession. The data is consistent with first quarter GDP growth of 2-2.5%.  

 The University of Michigan US consumer confidence index slipped from 92.0 in January to 

90.7. Although below the 92.3 consensus forecast the fall was mild considering the 

volatility in financial markets since the start of the year. Among the sub-indices the 

conditions index for purchase of durable goods fell from 166 to 159 and the 12-month 

outlook fell from 107 to 97. Of greatest concern long-term inflation expectations fell from 

2.7% to 2.4%, the lowest since the data series began in 1979 and will certainly be noted by 

the Fed which until now has cited the stability of survey-based inflation measures. More 

positively the index measuring current and expected personal finances both improved from 

110 to 115 and from 124 to 126 respectively. The overall data remains encouraging signaling 

robust consumer expenditure growth of around 2.5-3.0% in the first quarter.  

 Initial jobless claims fell sharply in the week ended 6th February by 16,000 from 290,000 to 

269,000 well below the 280,000 consensus forecast. The breakdown shows a reversal of the 

previous week’s weather-related increases in several states. The data ends the recent 

spate of weak readings reducing the less volatile four-week average from 285,000 to 

281,000 indicating continued improvement in the US labour market despite slowing 

economic growth and financial market volatility.  

 The December Job Opening and Labour Turnover (JOLT) survey mirrors the latest initial 

jobless claims survey, indicating a robust US labour market. Total US job openings 

increased in December by 261,000 to 5.6 million well above the 5.4 million consensus 

forecast. Surprisingly openings in the manufacturing sector increased to 86,000 reversing 

the -31,000 decline the previous month. Voluntary quit rates increased to their highest 

since 2008 indicating improved worker confidence. The ratio of unemployed job seekers to 

job openings fell from 1.5 to 1.4 the lowest since 2007. Improving labour demand and 

worker confidence indicates a continued reduction in labour market slack and the 

likelihood of growing wage pressure in the months ahead. Increased wage pressure will 

have implications for company profit margins as well as consumer price inflation and Fed 

interest rate policy. 

 The National Federation of Independent Business (NFIB) small business optimism index fell 

from 95.2 in December to 93.9 in January. The decline is largely attributed to tightness in 



 

 

the labour market and increased wage pressure. The percentage of firms raising labour 

compensation increased from 22% to 27% the highest since the 2008/09 recession. At the 

same time firms reported output prices declined -4% year-on-year a deterioration form the 

previous month’s -1%. The combination of rising wage costs and falling output prices 

provides a poor mix for corporate profit growth.  

 

CHINA 

 China’s trade numbers deteriorated sharply in January putting an end to the mild 

improvement shown in December. This is especially disappointing given that trade normally 

receives a boost ahead of the Lunar New Year. Exports contracted -11.2% year-on-year 

down from -1.4% in December and the biggest decline since March 2015. Imports fell -18.8% 

on the year compared with December’s -7.6%. Further analysis shows oil imports by volume 

fell -4.6% on the year and -19.6% on the month. By trading partner imports from the US fell 

-27% on the year to a seven-year low and from Australia by -31.5% reflecting the steep 

decline in commodity demand. Meanwhile exports to the US contracted on a year-on-year 

basis for a fourth straight month and to the EU fell -12.0% on the year reversing December’s 

positive reading. The overall data signals declining global trade conditions reflecting 

deteriorating domestic as well as external economic demand. 

 

 The yuan appreciated to its strongest level this year gaining as much as 1.2% versus the US 

dollar on Monday marking the largest daily gain since 2005. The gain occurred after the 

Peoples’ Bank of China (PBOC) strengthened the yuan reference rate by almost 1%, to its 

highest level since 4th January. The central bank sets a daily reference rate from which the 

yuan is allowed to deviate by up to 2%. Global financial markets, which have been fretting 

over the pace of yuan devaluation over recent months, reacted positively to the higher 

yuan reference rate with strong gains recorded across most major equity markets. PBOC 

Governor Zhou Xiaochuan added to the new-found confidence at the weekend by playing 

down concerns over the country’s falling foreign exchange reserves. Xiaochuan said he saw 

no basis for continued depreciation of the yuan and that: “At the moment the level of 

cross-border capital flows is within the normal region.” 

 

 

JAPAN 

 GDP contracted in the fourth quarter (Q4) by -0.4% quarter-on-quarter and at a seasonally 

adjusted annualized rate of -1.4% worse than the -0.8% consensus forecast. By economic 

sector private consumption fell -0.8% on the quarter with uncharacteristically warm 



 

 

weather impacting demand for winter apparel. Exports fell by -0.9% on the quarter in line 

with weakening global demand. On the bright side private capital expenditure increased 

1.4% on the quarter reflecting increased investment in machinery, non-residential 

construction and software. While containing pockets of positive news the data is likely to 

prompt the Bank of Japan to announce further monetary easing at its next policy meeting 

on 14-15 march especially if the yen exchange rate remains below ¥/$ 115. Additional 

easing will likely entail the combination of a further cut in the key deposit rate from -0.1% 

to -0.3% and an increase in monthly asset purchases. Continued yen appreciation versus the 

dollar may prompt an unscheduled emergency policy setting meeting or foreign exchange 

market intervention. 

 

EUROPE 

 Germany’s industrial production fell in December by -1.2% month-on-month far worse than 

the 0.5% consensus forecast increase. The sharp decline is attributed to a -3% fall in energy 

production and a -1.1% drop in manufacturing output. For the fourth quarter (Q4) as a 

whole industrial production fell by -0.8% quarter-on-quarter which following the -0.3% 

decline in Q3 means the German industrial sector is officially in recession. Meanwhile the 

diminishing benefit of a weaker euro and deteriorating global trade forced German exports 

to decline in Q4 by -1.5% on the quarter. The overall data indicates slowing momentum in 

the Eurozone’s largest economy and raises the likelihood that the ECB will implement 

added monetary stimulus at its next policy setting meeting in March.  

 

 Eurozone GDP grew in the fourth quarter (Q4) by 0.3% quarter-on-quarter matching 

expectations and following on from 0.3% growth in Q3. Among individual Eurozone 

economies, Spain performed best with growth of 0.8%. France and Italy grew by 0.2% and 

0.1% respectively. Germany grew by 0.3% which is a relief following weakness in recent 

business surveys and the poor Q4 industrial production and trade figures. Greece continued 

to contract, by -0.6%. For 2015 as a whole Eurozone GDP grew by 1.5% the strongest pace 

since 2011. However, the data indicates a weakening contribution from trade and 

household spending which suggests the benefits of a weaker euro and lower oil prices are 

starting to wane and may signal weaker growth prospects in 2016.  

 

 The Bundesbank cut its forecast for German consumer price inflation in 2016 and 2017 from 

its previous forecasts of 1.1% and 2.0% made in December to 0.25% and 1.75% respectively. 

The steep downward adjustment is attributed to falling oil prices. The Bundesbank 

acknowledged that cheaper energy may act as a stimulant to the domestic economy via a 

boost to household purchasing power. However the German central bank also cautioned 

that slower inflation could “depress the core rate of inflation over a longer period and be 

linked to noticeably lower inflation expectations and therefore dampened wage growth.” 



 

 

 

 

UNITED KINGDOM 

 Manufacturing output contracted in December by -0.2% month-on-month and -1.7% year-on-

year. However, after contracting for the first three quarters of 2015 manufacturing output 

was flat in the fourth quarter (Q4). Industrial production performed better on a year-on-

year basis in December contracting by -0.4% but on a month-on-month and quarter-on-

quarter basis contracted a sharp -1.1% and -0.5% respectively, the largest declines since 

2012. The declines in industrial production are attributed to monthly falls of -5.3% in 

electricity and gas supply due to the mild weather and a -4% fall in mining and quarrying 

output due to weak oil prices. Forward-looking purchasing managers’ indices signal little 

improvement in manufacturing or industrial production in the months ahead, which 

suggests the economy will remain dependent on the services sector in the first half of 2016.  

 

 The trade deficit narrowed from -£4.0 billion in November to -£2.7 billion in December. 

However, the improvement is attributed to falling imports which decreased -3.6% month-

on-month rather than export recovery. Exports also declined albeit at a lower -0.8% rate. 

The poor trade data is symptomatic of weakening global trade and external demand and 

the impact of a strong pound, which remains overvalued despite the -5% fall in the sterling 

trade weighted index over the past two months. The latest survey signals a continuation in 

the export downtrend in the months ahead. Although showing an improvement in December 

the trade deficit widened from -£8.6 billion in the third quarter (Q3) to -£10.4 billion in Q4, 

which may shave around half a percentage point from Q4 GDP growth.  

 

 

FAR EAST AND EMERGING MARKETS 

 India’s consumer price inflation (CPI) unexpectedly increased from 5.6% year-on-year in 

December to 5.7% in January well above the 5.4% consensus forecast. While disappointing 

the increase is almost entirely attributed to food price inflation which increased 6.7% due 

to weather related influences. There was little sign of any demand-pull inflationary 

pressure suggesting CPI will moderate in coming months. Meanwhile industrial production 

fell unexpectedly in December by -1.3% year-on-year far worse than the -0.2% consensus 

forecast. The combination of modest core inflationary data and weak industrial production 

suggests the Reserve Bank of India will be on standby to implement further interest rate 

cuts.  

 

 



 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 1.66 

JSE Fini 15  - 1.90 

JSE Indi 25  - 4.10 

JSE Resi 20  + 5.74 

R/$   - 1.62 

R/€   - 4.34 

R/£   - 0.71 

S&P 500  - 8.77 

Nikkei   - 15.82 

Hang Seng  - 13.67 

FTSE 100  - 6.70 

DAX   - 14.30 

CAC 40   - 11.25 

MSCI Emerging  - 8.47 

MSCI World  - 9.55 

Gold   + 13.98 

Platinum  + 5.05 

Brent Crude  - 10.46 

 

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 little sign 



 

 

so far 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.  

 

 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 below key resistance levels of 1.9% and 1.7%. 

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 wedge formation 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 around June 2016.  

 

 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 break below 1800 should pave the way for a steep 

decline to 1600. 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 $30 support level suggests a continuation of the 

weakening long-term trend to a downside target of $25. Copper is regarded a reliable lead 

indicator for industrial commodity prices and barometer of global economic growth. It has 

broken below the key $4,500 support level 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 remains below the 24-month moving average at 50,600. The recent 

consolidation pattern between 47,000 and 49,000 is likely to be resolved with a break to 

the downside to an initial target of 45,000 and an ultimate target of 43,000.  

 

BOTTOM LINE 

 Gold has been one of the world’s best performing assets since the start of the year. The 

gold price has risen around 17% and broken above key technical barriers indicating further 

upside ahead. The gold price has broken above the downward resistance line (bear trend 

line) which has been in place since 2015, and more recently the 2013 bear trend line. These 

key technical moves signal further upward momentum.  

 

 Gold fundamentals are improving. The physical gold market ended 2015 with a deficit as 

total gold demand increased by 2.3% and total gold supply shrank by -7.3%. Mined supplies 

experienced their first quarterly decline in the fourth quarter last year, and for 2015 as a 

whole the slowest annual growth in production since 2008 rising year-on-year by just 0.2%. 

By contrast central bank demand increased by 23.4% in 2015 led by strong gold reserve 

accumulation in China and Russia.  

 

 The World Gold Council reported an increase in global gold demand over the past six 

months for gold jewelry, bars and coins. In 2015 gold demand in India increased by 6% year-

on-year. China’s demand has slowed ever since peaking in 2013 but the slowdown has 

decelerated substantially from -40% in 2014 to -9% in 2015. With gold prices at their lowest 

level in five years, demand could pick-up further.  

 

 While gold fundamentals are improving the current state of global financial markets has 

significantly brightened the outlook for gold over the short- to medium-term. As central 

banks run out of options to stimulate monetary policy there is a growing tendency towards 

currency devaluation and ultimately debt monetization, which could potentially herald 

significant interest in gold as the ultimate store of wealth. 

 

 The adoption of negative interest rates by major developed market central banks and most 

recently by the Bank of Japan is rapidly eliminating the carrying cost of gold investment, 

which historically has been one of the greatest impediments to investment inflows into 

bullion.  

 



 

 

 China's authorities are clamping down on capital outflows, which are averaging around $100 

billion per month. Faced with restrictions on cross-border capital outflows China-based 

investors will turn increasingly towards gold as a means of hedging against the inevitable 

devaluation of the yuan.  

 

 Rising stress in credit markets and the growing likelihood of a major “credit event” should 

boost the safe haven demand for gold. 

 

 Sentiment towards gold remains depressed. Even after the recent sharp rally sentiment 

towards gold is around -35% below its peak in September 2011. Negative sentiment tends to 

be a reliable contrarian indicator and precursor to positive price movement.  

 

 While we would not advocate gold as a long-term investment portfolio holding, it has its 

merits as a short-term safe haven and insurance policy against further financial market 

stress.  
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