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SOUTH AFRICA ECONOMIC REVIEW 

 On Wednesday Finance Minister Pravin Gordhan will deliver his first Budget speech since 

being re-appointed last December. The Budget is especially important due to the need for 

government to re-establish its credibility following 9/12 when former finance minister 

Nhlanhla Nene was unceremoniously dismissed. Furthermore, the outcome of the Budget 

will largely determine whether the credit rating agencies cut SA’s debt rating to “junk” 

status. Fortunately Gordhan has significant political support for what will inevitably be a 

difficult job, balancing a probable 1% increase in the VAT rate and partial privatization of 

state-owned enterprises (SOEs) with traditional populist ANC rhetoric. The support for the 

new finance minister has come at the expense of President Zuma who begrudgingly 

announced at the state of the nation address debate that “stronger measures to restore a 

sustainable fiscal path have been endorsed at the highest levels of government.” The 

speech is likely to include decisive statements on cutting state wastage and potentially a 

freeze on new employment in the public sector. The speech is also likely to mirror the 

recently released presidential report on SOE’s which recommends partial privatization.  

 Moody’s credit rating agencies issued its second warning on SA’s outlook in a month. The 

rating agency warned that the current drought could tip the economy into recession and 

more aggressive monetary policy could weigh further on the growth outlook. Moody’s 

forecasts SA GDP will grow by just 0.5% in 2016 and 1.5% in 2017. Moody’s has SA on a 

credit rating two notches above “junk” status so the country would still maintain its 

investment grade status in the event of a downgrade. However, Standard & Poor’s (S&P), 

which rates SA just one notch above junk, also cited the danger of a sudden and sizeable 

increase in interest rates, which could pose a threat to bank asset quality.  

 The latest quarterly survey by the Manufacturing Circle indicates manufacturers remain 

pessimistic in their outlook with many saying they would cut jobs. Over 60% of respondents 

confirmed they expected conditions to deteriorate over the next 12 months despite the 

improvement in terms of trade from a weaker exchange rate. The survey findings resonate 

with a recent IMF paper which cited electricity outages, limited competition and restrictive 

labour markets as key factors inhibiting companies from exploiting the weaker currency.  

 Retail sales fell in December by -0.9% month-on-month in sharp contrast to the +2.45 

growth in November and worse than the -0.7% consensus forecast. However, due to the 

base effect of weak year-ago comparative data retail sales grew +4.1% on the year up from 

+3.8% in November. On a quarter-on-quarter basis retail sales increased in the fourth 



 

 

quarter (Q4) by +5.2% annualized the fastest pace since Q2 2013. The retail sales figures 

should provide solid support to Q4 GDP growth. However, the tailwind of lower fuel prices 

is likely to be mitigated during 2016 by rising inflation and interest rates and expected tax 

increases which will almost certainly dampen the rate of retail sales growth this year.  

 Consumer price inflation (CPI) jumped sharply higher from 5.2% year-on-year in December 

to 6.2% in January above the SA Reserve Bank’s 3-6% target range and above the 6.0% 

consensus forecast. The increase is largely attributed to the base effect of comparative 

year-ago fuel prices with fuel price inflation rising from -1.2% on the year in December to 

10.0% in January. Food price inflation also increased sharply with vegetable price inflation 

rising from 9.4% to 14.1% and meat inflation rising from 4.1% to 4.3% putting an end to the 

deflationary impact of drought-induced livestock culling. Surprisingly core CPI, which 

excludes volatile food and energy costs, also accelerated from 5.2% to 5.6% well above the 

5.3% consensus forecast. Encouragingly however, there was little evidence of any spillover 

from the weaker rand with most currency sensitive categories showing little inflationary 

increase. Most of the core CPI uptick is attributed to service prices which are less prone to 

the currency effect.  

 Foreign investors bought a net +R0.8 billion worth of domestic bonds in the past week 

taking net purchases for the month-to-date and year-to-date to +R0.7 billion and +R0.6 

billion respectively. However, foreign investors remained net sellers of domestic equities, 

selling a further –R2.1 billion in the past week. Foreigners have sold a net -R11 billion worth 

of SA equities since the start of the month and -R21 billion since the start of the year.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Budget Speech: Due Wednesday 24th February. Finance Minister Pravin Gordhan will deliver 

his first Budget speech since being re-appointed last December. The Budget is especially 

important. The government needs to re-establish its credibility following the shock 

dismissal of former finance minister Nhlanhla Nene. Furthermore, the outcome of the 

Budget will largely determine whether the credit rating agencies cut SA’s debt rating to 

“junk” status. 

 Unemployment rate: Due Thursday 25th February. According to consensus forecast the 

unemployment rate is expected to show a slight increase from 25.5% in the third quarter 

(Q3) last year to 25.6% in Q4. Loss in economic momentum should be mitigated by growth in 

temporary employment ahead of the festive season. 

 Producer price inflation (PPI): Due Thursday 25th February. According to consensus forecast 

PPI is expected to spike higher from 4.8% year-on-year in December to 6.3% in January due 

to the base effect of weak year-ago comparative data and sharp increases in food costs. 



 

 

 

GLOBAL 

 A meeting among oil ministers in Doha resulted in Saudi Arabia, Qatar, Venezuela and 

Russia agreeing to freeze oil output at January levels. Although the agreement is contingent 

on other producers following the same terms this seems likely given the implicit support 

from key Saudi-aligned Middle East producers. Although some skepticism is levelled at the 

agreement given the lack of broad-based support, the agreement marks Saudi Arabia’s first 

concrete step at limiting output since the OPEC meeting in November 2014. The agreement 

should limit further declines in the oil price in the near-term and over the medium-term 

should support higher prices with the oil market likely to reach a new equilibrium before 

year-end. 

 

 The main event this week will be the G-20 meeting of Finance Ministers and Central Bank 

Governors, taking place on Friday and Saturday in Shanghai. There are growing calls for 

coordinated action to stabilize financial markets and stimulate economic growth. However, 

the scope for monetary stimulus is being eroded with interest rates in many instances 

already in negative territory and quantitative easing by the ECB and Bank of Japan 

appearing to have diminishing utility. At the same time most countries are experiencing 

restrictive budget conditions thereby reducing the potential for fiscal stimulus. 

Unfortunately there is unlikely to be any substantial policy initiative announced at the 

upcoming G-20 summit with countries appearing to accept what IMF head Christine Lagarde 

has termed the “new mediocre”.  

 

NORTH AMERICA 

 Consumer price inflation (CPI) was unchanged at 0.0% month-on-month in January due to a 

-2.8% fall in energy prices although the base effect of weak comparative data pushed the 

year-on-year rate up from 0.7% year-on-year in December to 1.4%. Core CPI, which excludes 

volatile food and energy prices, increased a substantial 0.3% month-on-month and the year-

on-year rate pushed higher from 2.1% to 2.2% above the Fed’s 2% target. The sharp rise is 

attributed to medical care prices and clothing prices which increased month-on-month by 

0.5% and 0.6% respectively. Core CPI increased despite the strength in the US dollar. Once 

the currency effect fades core CPI should accelerate further putting the Fed under greater 

pressure to hike interest rates. 

 In contrast to the Conference Board’s lagging and coincident economic indicators which 

both showed gains in December and January, the leading economic indicator declined -0.2% 

in January following a -0.3% drop the previous month. The latest decline is attributed to 



 

 

large equity market declines and further weakness in initial claims for unemployment 

insurance. However, Ataman Ozyildirm, Director of Business Cycles and Growth Research at 

the Conference Board said: “Despite back-to-back monthly declines, the index doesn’t 

signal a significant increase in the risk of recession, and its six-month growth rate remains 

consistent with a modest economic expansion through early 2016.” Furthermore, the index 

is disproportionately weighted to the manufacturing sector, which although in the 

doldrums, is more than offset by the country’s robust service sector.  

 The Philadelphia (Philly) Fed manufacturing index, a measure of activity along the Atlantic 

seaboard and as one of the first data releases closely watched as a barometer for US 

activity, increased in February to -2.8 beating the -3.5 consensus forecast. However, the 

sub-indices were in sharp contrast to the headline indicator making for disappointing 

reading: the average workweek index deteriorated from -2.2 to -12.9, the employment 

index from -1.9 to -5.0, the shipments index from +9.6 to +2.5, and the supplier deliveries 

index from -7.6 to -16.1 its lowest since June 2009. The forward-looking new orders index 

fell from -1.4 to -5.3 its lowest level since November 2013. The Philly Fed manufacturing 

data reflects weak demand, production and employment indicating further deterioration 

ahead in US manufacturing.  

 The Markit manufacturing purchasing managers’ index (PMI) fell from 52.4 in January to 

51.0 in February below the consensus forecast for no-change and only barely above the key 

50-level which demarcates expansion from contraction. Most of the sub-indices declined 

including the employment index from 52.8 to 51.5 and the output index from 53.2 to 51.3 

its lowest reading since 2012. The forward-looking new orders and new export orders also 

fell from 53.7 to 51.7 and from 51.1 to 49.1 respectively indicating little respite for the 

manufacturing sector in the near-term. 

 In an unexpected change in views St. Louis Federal Reserve President James Bullard, a long 

standing protagonist for further interest rate hikes and monetary policy “normalization”, 

announced in a speech that he is no longer calling for rate increases. The long-standing 

“hawk” announced that: “I regard it as unwise to continue a normalization strategy in an 

environment of declining market-based inflation expectations.” He added that declining 

equity prices has made dangerous asset bubbles “less of a concern over the medium-term.” 

Bullard’s remarks combined with other recent comments by Fed officials make it unlikely 

the Fed will hike rates at its next policy meeting in March.  

 

CHINA 

 Consumer price inflation (CPI) increased from 1.6% year-on-year in December to 1.8% in 

January attributed to restocking ahead of the Lunar New Year and rising food prices. Food 



 

 

inflation increased from 2.7% to 4.1% due to an 18.8% year-on-year surge in pork prices. The 

CPI basket has been revised with a lower weighting to food prices, which would have meant 

an even higher CPI reading under the previous basket weightings. The producer price index 

(PPI) also increased from -5.95 to -5.3% indicating a bottoming out of deflationary pressure 

in response to falling excess capacity and stabilization in commodity prices. While both CPI 

and PPI data indicate a declining threat of deflation the Peoples’ Bank of China is 

nonetheless likely to cut its key lending rate by a further 50 basis points during the first 

half of the year.  

 

JAPAN 

 The Tankan manufacturing business confidence survey unexpectedly improved from +6 in 

January to +7 in February despite the appreciation of the yen from an average ¥/$ 118 to 

¥/$ 116 at one point breaching the ¥/$ 112 level. However, the outlook index measuring 

expected conditions three months ahead fell from +7 to +4 indicating little upward 

momentum in manufacturing activity. The outlook index for non-manufacturing activity 

remained unchanged at +21 being less affected by yen strength. Overall, the data is mildly 

encouraging indicating a resilience to the disruptive effect of currency appreciation.   

 

 Core domestic private sector machinery orders, a measure of capital expenditure and 

closely watched as a barometer for business confidence, increased in December by 4.2% 

month-on-month up for the first time in two months. While manufacturing core orders 

decreased -3.4% non-manufacturing orders increased 8.5% on the month. However, the 

Cabinet Office kept its assessment on core machinery orders unchanged at “recovery 

movements can be seen” which despite the slightly better than expected readings suggest 

little pick-up in capex momentum. 

 

EUROPE 

 The German ZEW investor confidence expectations index fell from 10.2 in January to 1.0 in 

February in sharp contrast to the 24.6 long-term average. The current situation index also 

fell from 59.7 to 52.3 below the 55.0 consensus forecast, although still firmly in positive 

territory. The ZEW institute attributed the declines to the slowdown in the world economy 

and destabilizing effect of the falling oil price. Banks and insurance firms showed the 

biggest declines in confidence. However, retail and service related consumer sectors 

continued their recent uptrend.  

 

 The Eurozone composite purchasing managers’ index (PMI), measuring conditions in both 

manufacturing and service sectors, fell from 53.6 in January to 52.7 in February. Although 



 

 

still above the expansionary 50-level this marks the second decline in a row pulling the 

index back to its lowest since January 2015. The output prices index fell from 48.9 to 48.6 

further into sub-50 contractionary suggesting continued deflationary pressure. By country 

Germany’s PMI fell from 54.5 to 53.8 its lowest level since mid-2015 while France’s PMI fell 

from 50.2 to 49.8. The overall data suggests Eurozone GDP may slow in the first quarter 

(Q1) from the 0.3% quarter-on-quarter rate recorded in Q4 last year, adding to the ECB’s 

motivation to increase monetary stimulus at its March policy meeting.  

 

UNITED KINGDOM 

 Following the finalization of improved terms from the EU Council Prime Minister David 

Cameron announced that the referendum on the UK’s EU membership will take place on 

23rd June. Over the weekend London Mayor Boris Johnson, a senior figure in Cameron’s 

conservative party and one of the country’s most popular politicians, put his weight behind 

the “Brexit” camp. The Johnson decision increased the odds of Brexit from 29% to 33% and 

caused the pound to decline -1.7% on the day versus the US dollar, its biggest daily decline 

since May 2010. According to Nigel Lawson, former Chancellor of the Exchequer and 

chairman of the Vote Leave campaign: “He (Johnson) is a superb campaigner so he’s a great 

asset.” Risks around the referendum are likely to dampen the pound and business 

confidence over the next few weeks. 

 

 Retail sales surged in January by 2.3% month-on-month the biggest monthly increase since 

December 2013 and well above the 0.8% consensus forecast. On a year-on-year basis retail 

sales increased a substantial 5.2% up from 2.3% the previous month. The increase is 

attributed to non-food sales with department stores showing particularly strong gains. 

While fiscal consolidation may hamper household disposable income during 2016 consumer 

confidence should continue to benefit from low energy and food prices and record low 

unemployment.  

 

FAR EAST AND EMERGING MARKETS 

 Six months after cutting Brazil’s long-term debt rating to “junk” status removing the 

country’s investment grade rating, Standard & Poor’s (S&P) rating agency cut Brazil again 

and maintained a negative outlook indicating the potential for a further downgrade. S&P 

cited concerns that Brazil’s fiscal adjustment will take longer than previously stipulated, 

and that any improvement in business confidence seems unlikely while the budget deficit 

and gross debt keep rising. Brazil’s budget deficit hit 10.3% of GDP in 2015. Meanwhile, 

according to S&P: “We find that the ongoing corruption investigations of high-profile 



 

 

individuals and companies in both the private and public sectors and across political parties 

have led to increased near-term political uncertainty.” 

 

 Bank Indonesia (BI) cut its key lending rate by a further 25 basis points to 7.0% the second 

rate cut this year. In addition the central bank cut the bank Reserve Requirement Ratio 

(RRR) by 100 basis points from 7.5% to 6.5% the second RRR cut since November. In its rate 

cut decision the central bank cited rising global uncertainty, weak export demand and 

falling inflation. BI Deputy Governor Perry Warjiyo said the easing in monetary policy would 

help push GDP growth from 4.8% in 2015 to 5.4% in 2016 in the middle of the central bank’s 

5.2-5.6% forecast range. Indonesia’s monetary easing is being coordinated with enhanced 

fiscal spending and deregulation aimed at reviving domestic and foreign investment, 

putting the country on a steady economic growth trajectory.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 3.12 

JSE Fini 15  - 3.67 

JSE Indi 25  - 6.81 

JSE Resi 20  + 8.80 

R/$   + 1.83 

R/€   + 0.32 

R/£   + 4.98 

S&P 500  - 4.82 

Nikkei   - 15.36 

Hang Seng  - 11.18 

FTSE 100  - 3.28 

DAX   - 10.89 

CAC 40   - 7.30 

MSCI Emerging  - 5.63 



 

 

MSCI World  - 6.30 

Gold   + 13.93 

Platinum  + 3.98 

Brent Crude  - 11.45 

 

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 $4,500 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 

 Last week the S&P 500 index enjoyed its best weekly gain since November. The rise in US 

equity markets is symptomatic of a broad-based recovery in global risk appetite. All global 

financial markets are benefiting, including emerging market currencies. The rand has 

gained over the past week by a substantial 4% against the US dollar. The JSE All Share index 

has increased by only 1% although this is due mainly to the large rand-hedge component of 

the index.  

 

 What is causing the significant improvement in global and local risk appetite? Since the 

start of the year the three main perceived threats to global markets stability have been the 

collapsing oil price, Federal Reserve (Fed) interest rate hikes, and the devaluation of the 

yuan. Over the past week there have been positive developments in all three areas, 

providing the catalyst for a re-rating in financial asset prices.  

 

 Russia, Saudi Arabia, Qatar and Venezuela have agreed to freeze oil output at current 

levels. The rest of OPEC, with the exception of Iran, is likely to join the agreement. The 

production freeze is positive for oil producers increasing the likelihood that the oil market 



 

 

will find a new equilibrium before year-end leading to a recovery in the Brent oil price to 

the $40-50 range. A sustainably higher oil price will reduce the probability of a high profile 

credit default among oil players or one of their creditors. A higher oil price will also reduce 

the forced selling by Middle East sovereign wealth funds of their global financial assets.  

 

 Minutes from the Fed’s latest policy meeting indicate that the US central bank is concerned 

about the risks of slowing global economic growth and global financial market volatility. 

Interest rate swap markets corroborate the increasingly “dovish” approach. From predicting 

100 basis point aggregate interest rate hikes during 2016 as recently as two months ago the 

swaps market is now pricing in only 35 basis points over the next 24 months. Markets are 

even ascribing a 15% probability that the Fed will adopt negative interest rates.  

 

 Zhou Xiaochuan the Governor of the Peoples’ Bank of China (PBOC) has sought to alleviate 

concerns over yuan devaluation. The PBOC Governor reiterated the leadership’s pledge to 

not engage in competitive devaluation. He pointed out that the yuan’s recent devaluation 

was an adjustment to the dollar’s strong gains against other major currencies. He 

confirmed that the yuan’s fundamentals are supported by strong foreign exchange reserves, 

healthy external balances, and growing export competitiveness.  

 

 With the moderation in risk form the oil market, Fed policy and China’s currency 

devaluation, there is likely to be lift in global financial markets over the short-term, 

especially beneficial to emerging market currencies. The rand should benefit over the 

short-term.  
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