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SOUTH AFRICA ECONOMIC REVIEW 

 Finance Minister Pravin Gordhan announced that the State Budget will be enough to prevent 

a credit rating downgrade. The reaction of the rand and bond yields since the budget 

suggests the jury is still undecided. The rand fell against the US dollar from R/$15.25 to 

$16.15 in the two days after the budget was presented. Under normal circumstances the 

budget displayed all the hallmarks of fiscal prudence. However, with credibility broken by 

the disaster of “Nenegate” financial markets required something extraordinary. Markets 

were hoping for concrete plans for privatization of State-Owned Enterprises (SOEs), and 

significant cuts in the budget deficit and sovereign debt/GDP targets. (See Bottom-Line for 

further analysis). 

 Producer price inflation (PPI) surged higher from 4.8% year-on-year in December to 7.6% in 

January, significantly above the 6.3% consensus forecast. A large part of the increase is 

attributed to drought-induced food price inflation. The increase in grain milling prices 

spiked upwards from 12.0% to 20.1% on the year. Disturbingly, the PPI increase was broad-

based with PPI excluding food rising from 4.1% to 7.6%, an even sharper acceleration than 

the headline reading. The data indicates the spillover effect from a weaker rand, 

confirming the fears of the SA Reserve Bank. There is therefore a high probability of a 

further interest rate increase at the March policy meeting.  

 While rainfall has recovered across the country in the past few weeks the impact of the 

drought will continue to be felt. The drought caused maize crops to be planted later than 

usual making the harvest vulnerable to cold spells during the autumn months. The Crop 

Estimates Committee lowered its summer maize harvest estimate from a previous 7.44 

million to 7.26 million tons marking a -27% year-on-year decline. Declining crop production 

will subtract from GDP growth and add further pressure on the Treasury to augment its 

drought relief.  

 The unemployment rate fell by more than expected from 25.5% in the third quarter (Q3) to 

24.5% in Q4 better than the 25.3% consensus forecast. Total employment increased by 

190,000 over the quarter led by growth in the formal sector which added net payrolls for 

the third straight quarter. Among economic sectors finance and business services added 

107,000 jobs, trade added 75,000 and community and social services added 55,000. By 

contrast the informal sector shed -37,000 jobs during the quarter. While the overall data is 

encouraging the figures are not seasonally adjusted so may be flattered by the traditional 

increase in temporary jobs during the festive season. The outlook for employment growth 



 

 

remains uncertain affected by the budget’s announcement of hiring freezes in the public 

sector.  

 The trade balance deteriorated abruptly from a +R7.56 billion surplus in December to a 

deficit of –R17.87 in January. While January normally registers a trade deficit as imports 

recover from the slowdown during the festive season the magnitude of the deficit is 

disappointing considering the boost from the low rand to SA’s terms of trade. Exports fell 

month-on-month by -18.8% driven lower by a fall in mineral product exports. Imports 

increased 11% on the month with imports of agricultural goods rising by a massive 25% year-

on-year due to the impact of the drought. The trade deficit is likely to narrow during 2016 

although this will depend to a large extent on recovery in commodity prices and improved 

global demand for SA’s manufactured goods. The recovery may also be affected by 

potential labour instability and load shedding.  

 Growth in Private Sector Credit Extension (PSCE) slowed from 10.2% year-on-year in 

December to 8.5% in January, well below the 9.6% consensus forecast. Credit extension to 

companies, which accounts for around 45% of total PSCE, fell from 14.1% to 13.1% 

attributed to declining business confidence. Credit extension to households increased 

slightly from 4.5% to 4.6% although still at subdued levels. Mortgage advances declined from 

6.2% to 6.0%. The outlook for credit extension remains constrained by weak business 

confidence and at the household level by rising inflation and interest rates and low 

disposable income. Although the weak PSCE data should ordinarily deter the SA Reserve 

Bank (SARB) from monetary tightening, rising inflationary pressure will take precedence 

forcing the SARB into hiking interest rates by an expected 75-100 basis points during 2016. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Fourth quarter (Q4) GDP: Due Tuesday 1st March. According to consensus forecast GDP 

growth is expected to slow from 0.7% quarter-on-quarter annualized in Q3 to 0.4% in Q4 

attributed to a slowdown in manufacturing, mining and agricultural output. The consensus 

forecast is for GDP to grow just 0.9% in 2016, maintaining the steady decline over the past 

four years: 3% in 2011, 2.2% in 2013 and 2014, and an expected 1.3% in 2015.  

 Barclays’ manufacturing purchasing managers’ index (PMI): Due Tuesday 1st March. 

According to consensus forecast the PMI is expected to remain around January’s level of 

43.5 in February mired well below the key 50 level which demarcates expansion from 

contraction. This would mark the seventh straight sub-50 reading attributed to weak 

domestic as well as global demand, low commodity prices and declining business 

confidence.  



 

 

 Naamsa vehicle sales. Due Tuesday 1st March. According to consensus forecast the decline 

in vehicle sales is expected to moderate from -6.9% year-on-year in January to -6.6% in 

February with weakening domestic sales compensated by steady export sales.  

 

NORTH AMERICA 

 Durable goods orders increased sharply in January by 4.9% month-on-month more than 

reversing December’s -4.6% decline. A large part of the gain is due to the volatile aircraft 

category. Non-defence aircraft orders increased 54.2% on the month reversing the -29.1% 

decline the previous month. However, other less volatile readings were also encouraging. 

Motor vehicle orders increased 3.0% on the month. Core capital goods orders, a key 

measure for investment spending, increased a robust 1.8% on the month in contrast to 

declines of -0.5% in November and -1.2% in December. The data indicates firms are 

increasing their investment in equipment, which bodes well for GDP growth and 

productivity gains. Actual capex is higher than suggested by the durable goods data as the 

strong dollar has prompted firms to increasingly import their capital investment purchases.  

 The Conference Board consumer confidence index fell from 97.8 in January to 92.2 in 

February the lowest since July last year, attributed to financial market volatility earlier in 

the month. The current conditions index fell from 116.6 to 112.1 and the forward-looking 

expectations index from 85.3 to 78.9, which suggests consumer expenditure growth will 

decline to around 2% annualized. Among the sub-indices the net proportion of respondents 

which reported jobs as plentiful fell from -0.6 to -2.1 and the proportion expecting a rise in 

their incomes fell from +18.6 to +17.2. The 12-month inflation expectation fell from 4.8% to 

4.7%, which although strongly positive marks the lowest reading since 2008, raising the risk 

of deflationary expectations becoming anchored. 

 Personal incomes increased in January by 0.5% month-on-month comfortably beating the 

0.3% consensus forecast. Wages and salaries increased by a robust 0.6% on the month. 

There was also a more moderate than usual increase in the savings rate to 5.2%. The overall 

data suggests household spending, which slowed to 2.0% annualized growth in the fourth 

quarter (Q4) last year, will accelerate in the first half of 2016. 

 US new home sales fell in January by -9.2% month-on-month to an adjusted annualized rate 

of 494,000 well below the 520,000 consensus forecast. There were 238,000 new homes for 

sale at the end of January the largest inventory since October 2009 pushing the months’ 

supply at the current sales pace to 5.8 a large increase from 5.1 in December. The median 

sales price of new homes was $278,800 down from $292,000 a year earlier. Although the 

slowdown is attributed to the West region which suffered poor weather conditions during 

the month, any sustainable downtrend would be negative for economic growth. New home 



 

 

sales are more closely scrutinized than existing home sales due to the spill-over into other 

aspects of the economy such as construction and commodity sectors. 

 St. Louis Federal Reserve President James Bullard, a long standing protagonist for further 

interest rate hikes and monetary policy “normalization”, repeated his view in a new speech 

that inflation expectations have fallen “too far for comfort.” Bullard indicated that the 

yield spread between Treasury Inflation Protected Securities (TIPS) and conventional 

Treasury bonds of similar maturity, had declined by 100 basis points. The spread indicates 

the market’s average annual inflation forecast over the lifespan of the bonds. Despite his 

concerns over falling inflation expectations Bullard remains upbeat about the economy: “My 

arguments related to inflation expectations and asset price developments are not 

predicated on a particularly weak US economic outlook… I expect 2016 US economic growth 

to be stronger than last year, and I expect US labour markets to continue to improve.”  

 

CHINA 

 The People’s Bank of China (PBOC) announced a 50 basis point cut in the bank reserve 

requirement ratio (RRR) the first such cut since last October. The RRR cut was timed just 

ahead of the National People’s Congress which begins on 5th March. Although there is 

growing emphasis on fiscal stimulus there are likely to be a further one or two RRR cuts and 

interest rate cuts over the first half of the year. Unfortunately fiscal stimulus is constrained 

at local government level by additional regulatory hurdles aimed at addressing corruption 

and environmental degradation. In addition, with fixed asset investment around four times 

greater than it was in 2008 the effect of added fiscal stimulus becomes diluted.  

 

 The official manufacturing purchasing managers’ index (PMI) fell from 49.4 in January to 

49.0 in February below the 49.4 consensus forecast and below the key 50 level which 

demarcates expansion from contraction for a seventh straight month. The index is now at 

its lowest level since 2009. Among the sub-indices showing the largest declines the import 

index fell from 46.4 to 45.8, the production index from 51.4 to 50.2 and the forward-

looking new orders index from 49.5 to 48.6. Encouragingly, the new export orders index 

increased from 46.9 to 47.4. The data corroborates the Caixin manufacturing PMI which 

also fell in February from 48.4 to 48.0. The deteriorating manufacturing outlook adds to the 

likelihood of further fiscal and monetary stimulus during the first half of the year. 

 

JAPAN 

 Industrial production increased in January by a greater than expected 3.7% month-on-

month more than reversing December’s -1.7% decline and beating the 3.2% consensus 



 

 

forecast. However, the good news is unlikely to last long. In its assessment the Ministry of 

Economy, Trade and Industry (METI) described industrial production as a sector which 

“fluctuates indecisively” and forecasts a production decline of -5.2% in February. Coupled 

with the latest retail sales data, which showed a -1.1% month-on-month decline in January, 

the latest economic readings suggests GDP growth may disappoint in the first quarter.  

 

EUROPE 

 The Eurozone business and consumer Economic Sentiment index (ESI) fell from 105.1 in 

January to 103.8 in February its lowest level since last June. The decline was broad-based 

across the various sectors of the economy: The industrial sector fell from -3.1 to -4.4, 

services from 11.5 to 10.6, retail from 2.7 to 1.6, and consumer confidence fell from -6.3 

to -8.8. By individual country the three largest Eurozone economies all suffered ESI 

declines, Germany from 104.7 to 104.1, France from 103.4 to 102.9 and Italy from 107.8 to 

106.4. Spain’s ESI fell to its lowest in a year attributed to mounting political risks. The 

overall data indicates a slowdown in Eurozone economic growth and a further fall in 

inflation, adding to the likelihood that the ECB will increase its monetary stimulus at the 

March policy meeting.  

 

 Eurozone headline consumer price inflation (CPI) fell abruptly back into negative territory 

from +0.3% year-on-year in January to -0.2% in February below the 0.0% consensus forecast. 

The sharp decline is attributed to the base effect of high oil prices in the year-ago 

comparative period and falling food price inflation. However, core CPI excluding volatile 

food and energy inflation, also fell heavily from 1.0% to 0.7% the weakest since April last 

year reflecting broad-based deflationary pressure. Weakening economic growth and 

significant spare capacity is likely to keep inflation at depressed levels over the next few 

months. The latest inflation data makes it highly likely the ECB will announce further 

monetary stimulus at its upcoming policy meeting on 10th March. The ECB is expected to cut 

its key deposit rate by a further 20 basis points into negative territory and lift its monthly 

asset repurchases from €60 billion to €80 billion.  

 

 Thomas Jordan, president of the Swiss National Bank (SNB), confirmed at the G20 summit in 

Shanghai that the SNB could if needed greatly reduce the exemption from negative interest 

rates it gives on the majority of domestic banks’ reserves. The SNB is concerned that the 

Swiss franc will appreciate against the euro if the ECB as expected lowers interest rates 

deeper into negative territory at its policy meeting later this month. The franc is also likely 

to attract safe haven demand in the run-up to the 23rd June Brexit vote, which the Swiss 

central bank will be keen to counter-balance through monetary policy.  

 



 

 

UNITED KINGDOM 

 Sterling has dropped to its lowest level versus the dollar since 2009. Even though 

bookmakers are only allocating a 30% probability to Brexit concerns that these odds may 

increase are affecting the currency. A Brexit would probably push the UK economy into 

recession. Business uncertainty would increase if ties to the UK’s largest trading partner are 

severed, affecting investment and employment. Capital inflows would also dry-up which 

would aggravate the economy’s already large current account deficit measuring -5% of GDP. 

There is potential for sterling to drop further if the probability of Brexit increases from 

current levels and the currency would be sharply lower in the unlikely event that the UK 

does vote to leave the EU.  

 

FAR EAST AND EMERGING MARKETS 

 India’s State Budget, which some had feared might follow a populist path, maintained fiscal 

prudence targeting a -3.9% budget deficit to GDP in 2015/16 declining in 2016/17 to -3.5%. 

The budget is balanced between supporting growth via rural and agricultural support, 

infrastructure projects and cuts in small company tax rates, without compromising the 

fiscal health of the country. The conservative budget paves the way for further monetary 

easing. In the expected absence of any pick-up in inflationary pressure the Reserve Bank of 

India is likely to cut its benchmark lending rate by a further 50 basis points during 2016.  

 

 Moody’s downgraded Brazil’s sovereign credit rating by two notches taking the rating three 

levels below investment grade. The rating is now in line with Standard & Poor’s and one 

level below Fitch rating agency. Moody’s cited concerns over heightened political 

uncertainty and that government has no clear fiscal consolidation plan. Moody’s left the 

rating outlook as “negative” suggesting the next rating change will be a further downgrade. 

Government has shown little urgency in restoring its fiscal credibility since losing its 

investment grade status. Perhaps unsurprisingly, the latest downgrade had little impact on 

the Brazilian currency or sovereign bond yields. The bulk of any forced selling would have 

already occurred when Brazil first acquired its ignominious “junk” status.  

 

 Taiwan’s industrial production index fell in January by -5.7% month-on-month to 101.96 the 

lowest since February last year. On a month-on-month basis the index fell for a third 

straight month by -0.5% following declines of -0.3% in December and -0.02% in November. 

The government forecasts industrial production will fall further in February due to the 

impact of the earthquake in southern Taiwan early in the month. However, the latest 

manufacturing purchasing managers’ index, traditionally a reliable lead indicator, jumped 

from 46.6 in December to 51.3 in January signaling an improvement in manufacturing in the 

next few months. Manufacturing makes up over 90% of Taiwan’s industrial production.  



 

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 2.52 

JSE Fini 15  - 6.22 

JSE Indi 25  - 5.23 

JSE Resi 20  + 8.09 

R/$   - 2.38 

R/€   - 2.59 

R/£   + 2.26 

S&P 500  - 5.47 

Nikkei   - 15.80 

Hang Seng  - 12.79 

FTSE 100  - 2.33 

DAX   - 11.61 

CAC 40   - 6.12 

MSCI Emerging  - 6.78 

MSCI World  - 6.95 

Gold   + 16.68 

Platinum  + 4.88 

Brent Crude  - 1.93 

 

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.  

 

 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 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 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 $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 $4,700 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 

 Finance Minister Pravin Gordhan announced that the State Budget will be enough to prevent 

a credit rating downgrade. The reaction of the rand and bond yields since the budget 

suggests the jury is still undecided. The rand fell against the US dollar from R/$15.25 to 

$16.15 in the two days after the budget was presented. 

 

 Under normal circumstances the budget displayed all the hallmarks of fiscal prudence. 

However, with credibility broken by the disaster of “Nenegate” financial markets required 

something extraordinary. Markets were hoping for concrete plans for privatization of State-

Owned Enterprises (SOEs), and significant cuts in the budget deficit and sovereign 

debt/GDP targets.  

 

 There were encouraging statements about the restructuring and down-sizing of SOEs. 

However, the budget was vague on any details and timelines giving the impression of being 

constrained by political pressure. Unfortunately the budget appeared to be “all things for 

all people” rather than being singularly focused at addressing the concerns of the credit 

rating agencies. 

 

 Deficit and debt reduction targets were not aggressive enough. While consumers were 

pleasantly surprised at the lack of tax increases, the projected budget deficit for 2016/17 

only improves by one tenth of a percentage point to 3.6% from 3.7% at the time of the 

Medium-Term Budget Policy Statement. Similarly, sovereign debt/GDP is still expected to 

breach the key 50% level in 2017/18. By then the interest expense will be 12.6% of tax 

revenues, and far higher if SA loses its investment grade status. The over-riding aim of the 

budget should have been to avoid at all costs the acceleration in interest rates which will 

result from a credit rating downgrade.  

 

 The Treasury itself acknowledged significant risks to meeting the budget’s projections. 

These include the risk that economic growth may be persistently weaker than expected. 

Second, consumer price inflation may be higher than forecast which will put upward 



 

 

pressure on inflation-linked expenditures such as public sector remuneration and social 

grants. Last, the Treasury acknowledged the risk that the financial needs of SOEs may be 

higher than projected. Given the Treasury’s recognition of these risks to the budget’s 

deficit and debt projections it is surprising it did not factor-in a greater margin of safety 

and make bolder adjustments. 

 

 The three main credit rating agencies have all responded to the budget in a reasonably 

positive way although each response contained notable caveats. Standard & Poor’s noted 

that the budget did not contain measures to promote economic growth. Moody’s cited 

concerns over a lack of detail on future tax increases and implementation risk. Fitch also 

cited concerns over implementation risk.  

 

 All three rating agencies left the door open to credit rating downgrades if the outlook 

deteriorates. With looming wage negotiations and potential social instability ahead of the 

local elections the chance of deterioration and therefore credit downgrade remain high. 

Barclays’ surprise decision to sell its Africa business and stake in Absa, does not portend 

well. 
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