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SOUTH AFRICA ECONOMIC REVIEW 

 The rand rallied in the past week buoyed by rising commodity prices and easier global 

monetary conditions. Against the US dollar, euro and pound sterling the rand gained from 

R14.93 to R14.61, from R17.03 to R16.51, and from R21.06 to R20.72 respectively. The rand 

also rallied against other emerging market currencies helped by growing optimism over 

political developments and prospects of leadership without President Zuma. The rand 

appreciated against most emerging market currencies in the past week, versus the Indian 

rupee (+4.3%), Indonesian rupiah (+4.4%), Korean won (+3.6%), Malaysian ringgit (+3.8%), 

Thai baht (+4.2%) and Singapore dollar (+5.0%). Bond yields also fell with the benchmark 

R186 ten-year bond yield moving below 9% for the first time since early December, falling 

over the week from 9.18% to 8.95%.    

 

 Mining production increased in February by 1.3% month-on-month but on a year-on-year 

basis the contraction gathered pace from -5.5% in January to -8.7% far worse than the -5.4% 

consensus forecast. The key culprits were iron ore which fell -32.5% on the year, 

manganese ore -18.9%, and platinum group metals -18.1%. While recent data reflect 

stronger than expected manufacturing production and retail sales, the mining figures are 

likely to dampen analysts’ forecasts for first quarter GDP growth. Mining production 

declined in the three months to end February by -2.2% quarter-on-quarter suggesting that 

for the first quarter mining output will likely contract by around -12% quarter-on-quarter 

annualized given the spate of public holidays in March. The outlook for the mining sector in 

2016 remains poor, constrained by weak global demand, especially from China which buys 

around half of global mining output. Meanwhile local production is constrained by 

regulatory uncertainty, infrastructure bottlenecks, and potential labour disruptions. Wage 

negotiations are due to start in mid-2016.  

 

 Retail sales increased considerably more than expected rising in February by 4.1% year-on-

year well above the 2.7% consensus forecast, boosted by an upward revision to January’s 

increase from 3.1% to 3.6%. Six of the seven retail categories recorded growth: The 

“general dealers” category grew 5.5% on the year, “textiles, clothing, footwear and leather 

goods” by 4.2%, and “pharmaceuticals, and medical goods, cosmetics and toiletries” by 

7.8%. Notably, the “household furniture, appliances and equipment” category fell -0.1% on 

the year reflecting a reluctance to spend on durable goods. The unexpected strength in 

retail sales should provide the SA Reserve Bank with a degree of confidence in maintaining 



 

 

its monetary tightening bias, adding to the likelihood of a further rate hike at the upcoming 

meeting in May.  

 

 After falling from -5 to -14 in the third quarter (Q3) 2015 The BER Consumer Confidence 

Index recovered ground in Q4 to -9 better than the -12 consensus forecast. Among the three 

main sub-indices, households’ assessment of whether it is the right time to buy durable 

goods fell from -21 to -22. However, households’ assessment of the economic outlook 

increased from -24 to -14. The largest increase was recorded in households’ assessment of 

their own financial position which gained from +4 to +10. While households’ are becoming 

more optimistic about their finances the outlook towards durables expenditure reflects a 

greater propensity to save rather than spend. Overall the consumer confidence index at -9 

remains far below the +5 long-term average and lower than during the 2008/09 global 

financial crisis.  

 

 In its World Economic Outlook the IMF trimmed its forecasts for SA GDP growth from 0.7% to 

0.6% in 2016 and from 1.8% to 1.2% in 2017. The IMF attributed the downgrade to tighter 

monetary and fiscal policy, weaker export prices, and political uncertainty. While stronger 

growth is expected in 2017 based on a recovery from drought conditions and improved 

commodity prices, the growth rate is far less than previously expected due to weakening 

global conditions. The IMF forecasts the current account deficit will register -4.4% of GDP in 

2016 widening to -4.9% in 2017, while the unemployment rate is expected to increase from 

26.1% to 26.7%.  

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation (CPI): Due Wednesday 20th April. According to consensus forecast 

CPI is expected to decelerate from 7.0% year-on-year in February to 6.5% in March helped 

by a 5% cut in the price of petrol. On a month-on-month basis CPI is expected to slow from 

1.4% to 1.2%. However, core CPI which excludes food and energy prices is expected to tick-

up slightly from 5.7% to 5.8% in response to a broader-based increase in inflationary 

pressure.  

SOUTH AFRICA POLITICAL REVIEW 

 The Department of Mineral Resources unexpectedly published a new Mining Charter, which 

has added to uncertainty in the mining industry by insisting that the 26% black ownership 

threshold must be maintained at all times. Although the revised charter is open for public 

comment for a month and likely to be re-drafted, the ownership ruling comes in the midst 

of the pending court action on the “once empowered, always empowered” debate. As such 



 

 

the new charter does not help Finance Minister Pravin Gordhan’s drive to boost business 

sentiment, and indicates a strong divergence in priorities within government.   

 

 The ANC kicked off its local election campaign with the launch of its election manifesto in 

Nelson Mandela Bay. The ANC probably chose this venue due to its waning support in the 

region. From winning 51.91% of the vote in Nelson Mandela Bay in the last local elections in 

2011 the ANC gained just 49.17% of the vote in the 2014 general election, losing its 

majority share. With the prospect of coalition agreements among the opposition there is 

therefore a possibility that the ANC could lose control of Nelson Mandela Bay. The election 

campaign launch was poorly attended with the press reporting that the stadium was 

unusually empty, while the election manifesto was described as being short on detail on 

how to improve service delivery. The ANC’s subdued election campaign launch likely 

reflects increasing unease with President Zuma’s leadership and does not bode well for the 

party’s showing on the 3rd August. 

 

 

GLOBAL 

 The much anticipated OPEC meeting in Doha failed to result in a freeze on production by 

key OPEC producers and Russia. Having agreed in advance to a draft agreement Saudi 

Arabia changed its position on Sunday following Iran’s refusal to send a delegate to the 

meeting. Given the difficulty in agreeing a production freeze when countries are already 

pumping oil at full capacity, the prospects of a production cut back when it is really needed 

is extremely remote. Any agreement is made more difficult by the growing rift between 

Saudi Arabia and Iran. The failed Doha meeting adds to the growing impotence of OPEC and 

suggests little chance of any oil production agreement at the next scheduled meeting in 

June. The steep 4-5% decline in the oil price which followed the Doha meeting was 

curtailed by oil supply outages in Kuwait. Strikes in Kuwait have cut the country’s oil output 

by a substantial 1.6 million barrels per day.  

 

NORTH AMERICA 

 Industrial production fell in March by a larger than expected -0.6% month-on-month 

equaling February’s -0.6% decline. The year-on-year pace of contraction deteriorated from 

-2.0% to -2.5%. The three industry sectors each reported month-on-month contractions, 

manufacturing output fell -0.3% undermined by a -1.6% decline in motor vehicle production, 

utilities fell -1.2%, and mining output dropped -2.9% due to the fall in oil drilling activity. 

The industrial production data points to subdued GDP growth in the first quarter.  



 

 

 While recent industrial production data has been disappointing the New York Federal 

Reserve’s Empire State Manufacturing index, closely viewed as a lead indicator for the 

national trend, surged from 0.62 in March to 9.56 in April. This is substantially above the 

2.0 consensus forecast. According to Pantheon Macroeconomics’ Ian Shepherdson: “The 

drop in the dollar, the slowing decline in oil sector capex and, perhaps, signs of life in 

China’s industrial sector, are all helping to turn around US manufacturing.” 

 Consumer price inflation (CPI) increased in March by 0.1% month-on-month below the 0.2% 

consensus forecast. Core CPI, which excludes food and energy prices, also increased 0.1% 

on the month following sizeable back-to-back increases of 0.3% in January and February. As 

a result the year-on-year increase in core CPI decelerated from 2.3% to 2.2%, although still 

above the Federal Reserve’s (Fed) 2% target. Three-month annualized core CPI still remains 

at an elevated 2.6% and likely to increase further in the months ahead as the base effect of 

weak comparative data washes out and commodity prices continue to stabilize. There are 

also signs that with close to full employment wage pressure is starting to pick-up adding to 

the likelihood of a Fed rate hike in June.  

 Initial jobless benefit claims fell in the week ended 9th April by 13,000 to 253,000 well 

below the 270,000 consensus forecast and the lowest since 1973. With no special 

circumstances to explain the past week’s sharp decline the data indicates a continued 

tightening in the labour market. While this bodes well for wage growth and increased 

household disposable income and consumer spending, it also signals increasing pressure on 

firms’ profit margins. Furthermore at some point the Federal Reserve (Fed) will react to 

increasing wage pressure raising the probability of a June rate hike.  

 Retail sales fell in March by -0.3% month-on-month hit by a -2.1% decline in auto sales. Core 

retail sales, excluding autos and gasoline, increased just 0.1%. However, spending on 

services continued to grow strongly, which should prop up overall consumer spending. 

Retail sales account for over two-thirds of US GDP and have been the main engine of 

economic growth over the past few years. According to Steve Murphy US economist at 

Capital Economics: “With employment gains still healthy and real incomes growing at a 

solid pace, we expect real consumption growth to rebound further over the first half of the 

year.” 

 

CHINA 

 GDP growth slipped from 6.8% year-on-year in the fourth quarter (Q4) last year to 6.7% in 

Q1. However, the latest economic data in March shows a broad-based improvement in 

activity. Industrial production increased 6.8% year-on-year up from 5.4% the previous month 

and the highest level since June 2015. Fixed asset investment increased 10.7% on the year 



 

 

the fastest pace since August, led by government-led infrastructure spending which 

increased 19.6% on the year. Property market activity recovered sharply with property sales 

rising 37.7% on the year a three year high. Although encouraging, the recent rebound in 

activity is likely to wane in the second half of the year. Home sales and home price growth 

will be constrained by more restrictive property market regulations, while government-led 

infrastructure growth is likely to be short-lived as authorities continue to address over-

capacity problems. 

 

 After contracting for eight straight months exports increased in March by 11.5% year-on-

year a marked improvement on the -25.4% contraction in February. The decline in imports 

also moderated from -13.8% in February to -7.6% in March helped by government-led 

infrastructure spending and a resurgent property market. However, the improvement is 

unlikely to be maintained over the second half of the year with exports likely to be 

affected by weakening external demand. The rebound in imports is also likely to be short-

lived given the temporary nature of the property market rally and current fiscal stimulus.  

 

 New local currency loans increased sharply from yuan 0.73 trillion in February to yuan 1.37 

trillion in March led by household loans and a strong pick-up in property sales. “Total social 

financing”, another important indicator of China’s credit expansion, increased from yuan 

0.78 trillion to yuan 2.34 trillion reflecting an increase in government-led infrastructure 

spending and property investment. However, the surge in credit growth is unlikely to be 

sustained during the second half of the year, with tightened property restrictions already 

taking effect in Shanghai and Shenzen. The Peoples’ Bank of China is expected to 

implement two further 25 basis point interest rate cuts during the second half of the year 

and three more 50 basis point cuts to the bank reserve requirement ratio by the end of 

2016. 

 

EUROPE 

 The Eurozone trade surplus fell from €22.8 billion in January to €20.2 billion in February 

contrary to expectations for a slight increase, marking the smallest trade surplus since last 

October. Exports fell by -2.4% year-on-year the worst export performance since March 2014 

and far below the high single digit growth recorded in the first half of 2015. The slowing 

export performance indicates that the boost to competitiveness from a weaker euro is 

rapidly fading. A shrinking trade surplus will subtract from GDP growth, which is likely to be 

revised lower from 1.5% last year to around 1-1.2% in 2016.  

 

 Eurozone industrial production fell in February by -0.8% month-on-month, although this was 

to be expected following January’s 1.9% surge. The monthly contraction was broad-based 

across industrial sectors led lower by the production of non-durable and durable consumer 



 

 

goods, which fell -1.8% and -0.4%. Capital goods production fell -0.3% and energy 

production -1.2%. The latest forward-looking manufacturing purchasing managers’ indices 

indicate a further slowdown ahead, as the once-off boost from a weaker euro continues to 

wane.  

 

 

UNITED KINGDOM 

 The Bank of England (BOE) left its key lending rate unchanged at 0.5% as expected given 

the slowing economy and concerns ahead of the EU referendum. The BOE noted that 

uncertainty ahead of the “Brexit” vote had caused spending and investment decisions to be 

postponed until there is greater clarity. The BOE confirmed that it would act with greater 

than usual caution over the upcoming period. The interest rate swap market forecasts that 

the first interest rate hike will not occur until late 2019 and even attributes a 30% 

probability of a rate cut this year. However, market pricing tends to be volatile, as recently 

as January the swap market anticipated a November rate hike. The most likely outcome is 

for the first rate hike to be announced in early 2017.  

 

 After remaining close to zero for many months consumer price inflation (CPI) is starting to 

increase rising from 0.3% year-on-year in February to 0.5% in March the highest rate since 

December 2014. Core CPI, excluding food and energy prices, lifted from 1.2% to 1.5%, 

although this was largely due to a 22.9% month-on-month increase in air fares. Changes in 

air fares tend to be extremely volatile. However, there are indications that producer price 

deflation is also easing with factory gate price deflation easing from -1.1% year-on-year in 

February to -0.9% in March. Meanwhile asset price inflation continues unabated. The Office 

for National Statistics reported that house prices increased by an average 7.6% in the year 

to end February.  

 

FAR EAST AND EMERGING MARKETS 

 India’s consumer price inflation (CPI) moderated from 5.3% year-on-year in February to 

4.8% in March below the 5.0% consensus forecast. Food price inflation fell from 5.5% to 5.3% 

and should remain well contained during the year based on forecasts of better than average 

agricultural output during 2016. The India Meteorological Department forecasts monsoon 

rainfall this year will be 106% of the long-term average, which after two years of drought 

will be a relief for farmers. Core CPI, excluding food and energy prices, also decelerated 

from 4.8% to 4.5% indicating a broad-based decline in inflationary pressure. The data should 

enable the Reserve Bank of India to cut the benchmark interest rate by a further 25 basis 

points during the latter half of the year.   



 

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.88 

JSE Fini 15  + 2.26 

JSE Indi 25  - 0.42 

JSE Resi 20  + 21.55 

R/$   + 6.95 

R/€   + 2.56 

R/£   + 9.10 

S&P 500  + 2.47 

Nikkei   - 14.49 

Hang Seng  - 3.44 

FTSE 100  + 1.87 

DAX   - 9.87 

CAC 40   - 5.80 

MSCI Emerging  + 6.24 

MSCI World  + 0.75 

Gold   + 16.19 

Platinum  + 9.71 

Brent Crude  + 14.81 

 

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 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 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 needs to break decisively above the 24-month moving average at 

50,400 in order to end the recent period of consolidation. Alternatively the JSE All Share 

index is likely to break to the downside to an initial target of 45,000 and an ultimate target 

of 43,000.  

 

BOTTOM LINE 

 Since the start of the year foreign investors have purchased a net R18.4 billion worth of SA 

government bonds, despite the threat that Standard & Poor’s credit rating agency will 

downgrade SA sovereign bonds to sub-investment grade. At the same time foreign investors 

have been net sellers of –R23 billion worth of SA equities, so that on balance there has been 

a net outflow of portfolio capital since the start of the year.  

 

 Net portfolio capital outflows are normally associated with rand weakness. However, the 

rand has strengthened +6.47% against the US dollar since the start of the year. The rand has 

strengthened over 13% against the US dollar from its low of R/$17.00 in early January. The 

rand’s strength is attributed to firmer commodity prices, a general uplift in emerging 

market bonds as a consequence of a more accommodating US Federal Reserve (Fed), and a 

vigilant SA Reserve Bank.   

 

 A stabilization in China’s economy and a weaker dollar has led to strong gains in commodity 

prices. Since the start of the year the Commodity Metals Price index has gained +11.83% 

boosting the appeal of commodity producing currencies such as the rand. However, there 

are concerns that the commodity rally is built on weak foundations. China’s economy is still 

vulnerable to industrial over-capacity adjustment and unlikely to spark a sustainable 

upswing in commodity demand. Much of the commodity rally over the past three months is 

attributed to short-covering, speculation and temporary dollar weakness. 

 

 According to US interest rate futures the Federal Reserve (Fed) is not expected to hike 

interest rates until the second quarter 2017. There is even a slim 4% probability attached to 

a US interest rate cut, which seems anomalous given that the personal consumption 

expenditure index, the Fed’s most closely watched inflation measure, has increased to 2.3% 

above the Fed’s 2% inflation target. Markets may be too optimistic in their US interest rate 

outlook. The Fed is likely to announce two further interest rate hikes this year, in response 

to rising wage pressure. Renewed Fed tightening will put pressure on the rand. 

 



 

 

 The SA Reserve Bank has done a good job in staying “ahead of the curve” hiking interest 

rates prior to any upward breach of the 3-6% inflation target. The interest rate tightening 

cycle began more than two years ago in January 2014 so is already far advanced. The 

forward rate agreement market predicts we are close to the end of the rate cycle with only 

75 basis points worth of rate hikes to come. This is a likely scenario considering the 

economy is close to entering recession. In the past week the IMF reduced its forecast for 

2016 GDP growth from 0.7% to 0.6% and for 2017 from 1.8% to 1.2%. The attraction to 

foreign investors of high short-term interest rates may soon dissipate as the SARB reaches 

the end of its rate hiking cycle.  

 

 The factors currently favouring rand strength appear to be temporary in nature. The rand 

will likely succumb to a further sell-off during the second half of the year as the Fed raises 

interest rates, the commodity upswing loses its momentum and SA’s short-term interest 

rates reach their peak. 

 

 The expected credit rating downgrade will also have an impact on the rand. According to 

SA’s five-year credit default swaps the implied future credit rating is already sub-

investment grade. Although “hot money” has already departed in anticipation of the rating 

downgrade institutional funds, which are restricted to investing in investment grade bonds, 

have not yet left. Therefore the credit rating downgrade would result in substantial 

outflows. 
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