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SOUTH AFRICA ECONOMIC REVIEW 

 Despite assurances from the National Prosecution Authority that it would not be placing 

finance minister Pravin Gordhan under arrest, the rand fell heavily against major 

currencies. Versus the dollar, pound and euro the rand fell from R/$15.30 to 15.71, from 

R/£21.95 to 22.80, and from R/€17.28 to 17.61 respectively. In the past week the rand also 

declined against emerging market currencies, versus the Argentinian peso, Indian rupee, 

Malaysian ringgit, and Thai baht by 5.0%, 3.2%, 3.1%, and 3.7% respectively. The yield on 

the R186 ten-year bond also spiked sharply higher from 9.20% to 9.45%.  

 

 As expected the SA Reserve Bank (SARB) kept the repo rate unchanged at 7.0% although one 

of the six members of the monetary policy committee voted for a further 25 basis point 

increase. Governor Lesetja Kganyago cited better than expected inflation data. The SARB 

stuck to its forecast that consumer price inflation (CPI) would peak at 7.3% in the final 

quarter of 2016 before easing to an average 5.4% in 2018. However, it projected that CPI 

would return to its 3-6% target range by the third quarter (Q3) 2017 sooner than its earlier 

forecast of Q4. While encouraging, the SARB cautioned against the risk to inflation from 

food prices and exchange rate volatility. (See Bottom Line for more detailed analysis). 

 

 Consumer price inflation (CPI) moderated from 6.3% year-on-year in March to 6.2% in April 

in line with consensus forecast. However, the underlying data is concerning. Fuel prices 

increased 7.5% month-on-month and will drive annual CPI readings sharply higher once the 

base effect of year-ago comparative data falls away. Food price inflation was also high 

rising 1.9% on the month and 11.0% on the year. 3-month-on-3-month seasonally adjusted 

annualised food price inflation is approaching 24% and will remain elevated once meat 

prices begin rising. Meat prices are expected to soar in response to farmers rebuilding herds 

which were decimated during the drought. Unfortunately, there are also signs that the 

rand’s depreciation is finally showing-up in inflation readings with substantial price 

increases in vehicles, equipment and appliances.  

 

 Retail sales growth slowed sharply from 4.0% year-on-year in February to 2.8% in March the 

weakest growth since May 2015 and well below the 3.8% consensus forecast. The slowdown 

was especially evident in the hardware & paint and household furniture sectors which 

contracted -5.1% and -1.9% on the year. Overall retail sales grew in the first quarter (Q1) by 

just 0.6% quarter-on-quarter annualised a substantial drop on the 4.1% growth recorded in 

Q4 last year. Combined with the decline in mining and manufacturing production during Q1 



 

 

the weak retail data points to a likely GDP contraction in Q1 of around -0.5% quarter-on-

quarter annualised. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Producer price inflation (PPI): Due Thursday 26th May. PPI is expected to edge slightly 

higher from 7.1% year-on-year in March to 7.2% in April according to consensus forecast, 

due to the lagged effects of rand depreciation, and increase in food and commodity prices.  

 

NORTH AMERICA 

 Consumer price inflation (CPI) jumped from 0.1% month-on-month in March to 0.4% in April 

attributed to gasoline prices which increased 8.1% on the month. Food prices also gained a 

solid 0.2%. On a year-on-year basis CPI accelerated from 0.9% to 1.1% and with the rebound 

in commodity prices should approach the Fed’s 2% target in the second half of the year. 

Core CPI excluding food and energy prices eased slightly from 2.2% year-on-year to 2.1% 

due to the base effect of rising year-ago comparative data but on a month-on-month basis 

increased from 0.1% to 0.2%. US inflation is steadily increasing, indicating a growing 

likelihood of two 25 basis point interest rate hikes during 2016 and potentially four rate 

hikes in 2017 as inflation gathers momentum.  

 Minutes from the Federal Reserve April policy meeting signal a growing likelihood of an 

interest rate hike in June. Most participants judged that if incoming data continued to 

perform well, it would be appropriate to increase rates. Domestic economic data has shown 

a steady improvement since the Fed’s April meeting suggesting that conditions will allow 

for a rate hike. A few participants also noted a significant decline in global economic and 

financial risks. Five regional Fed presidents have already spoken out in favour of two to 

three Fed rate hikes during 2016. Speaking on 24th May Patrick Harker, President of Federal 

Reserve Bank of Philadelphia said: “Although I cannot give you a definitive path for how 

policy will evolve, I can easily see the possibility of two or three rate hikes over the 

remainder of the year.” Fed chair Janet Yellen’s speech on 6th June will be closely 

scrutinized for any clues on monetary policy. 

 The US housing sector is rebounding strongly after showing signs of weakness at the start of 

the year. Sales of existing homes increased in April for a second straight month, rising 1.7% 

month-on-month. Inventory of homes for sale decreased by 3.6% year-on-year to 4.7 

months’ supply at the current sales rate and days on the market fell between March and 

April from 47 to 39. Median selling prices increased 6.3% year-on-year. The data reflects a 



 

 

healthy housing market signaling increased construction and sales activity in the months 

ahead.  

 Industrial production grew in April by 0.7% month-on-month well above the 0.3% consensus 

forecast. Utilities production provided the biggest upside surprise rising 5.8% on the month, 

signaling growing household consumption. Durable goods production increased 0.6% on the 

month reversing the previous month’s -0.6% decline and manufacturing production 

increased 0.3% also reversing the -0.3% contraction in March. While mining output fell -2.3% 

this was slower than the previous month’s -3.0% reading.  

 The Conference Board US leading economic indicator (LEI) increased in April by a solid 0.6% 

month-on-month in contrast to the flat reading in March and very slight increase in 

February. Among the ten components making-up the LEI nine showed improvement 

indicating a healthy labour market, financing conditions which are conducive to growth, 

and a stable construction sector. According to Ataman Ozyildirim, Conference Board 

director of business cycles and growth research: “The US LEI picked-up sharply in April, 

with all components except consumer expectations contributing to the rebound from an 

essentially flat first quarter.” The LEI rebound is consistent with GDP growth recovering 

from a lackluster 0.5% in the first quarter (Q1) to around 2-2.5% in Q2.  

 

JAPAN 

 GDP grew in the first quarter (Q1) by a surprisingly strong 0.4% quarter-on-quarter or 1.7% 

annualised well above the 0.3% annualised consensus forecast. The increase in GDP reverses 

the contraction in Q4 last year and means Japan has avoided another recession, defined as 

two straight quarters of negative growth. The GDP rebound is attributed to consumer 

expenditure which added one percentage point to annualised growth, while government 

consumption and trade also added 0.6 and 0.8 percentage points. The gain in consumer 

expenditure is especially encouraging suggesting higher wages are boosting consumer 

confidence.  

 

EUROPE 

 The Eurozone trade surplus increased from €20.6 billion in February to €22.3 billion in 

March the largest surplus for the year. However, the growing surplus is attributed to 

shrinking imports rather than export growth. Imports fell -2.7% month-on-month and -8.2% 

on the year indicating declining domestic demand. Exports fell by -1.3% on the month and 

on a year-on-year basis by -4.4% reflecting weak external demand and the impact of recent 

euro strength. Unless the euro’s appreciation is reversed the Eurozone trade balance is 



 

 

likely to deteriorate further during the second half of the year in turn impacting GDP 

growth.  

 

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

manufacturing and services sectors, declined from 53.0 in April to 52.9 in April which 

although a minor drop takes the PMI to its lowest level since January 2015. The decline is 

attributed to weakness in Italy, Spain and Ireland. By contrast Germany’s composite PMI 

increased from 53.7 to 54.7 its highest since December last year. However, among the sub-

indices Germany’s forward-looking new orders index suggests a deceleration in activity in 

the months ahead. Germany’s economy is unlikely to match its robust first quarter (Q1) 

0.7% quarter-on-quarter GDP growth rate in Q2. The overall Eurozone PMI data signals a loss 

in economic momentum. 

 

 Minutes from the latest ECB policy meeting expressed optimism that benefits from 

monetary stimulus appeared to be spreading, in particular through the banking system. 

However, the minutes cautioned that while inflation is likely to pick-up by the end of the 

year it was vital that the very low inflation environment did not become entrenched via 

wage and price-setting. The ECB minutes included a substantial discussion on the need for 

structural policies to solve the problems of weak productivity, high unemployment and low 

investment spending, suggesting a growing acknowledgement that monetary policy is 

reaching its limit.  

 

UNITED KINGDOM 

 There has been a dramatic shift in opinion polls with the economy overtaking immigration 

as the biggest factor in deciding the Brexit referendum vote. Bookmakers now ascribe the 

probability of remaining within the EU at 80% versus a probability of just 20% for leaving the 

EU. The likelihood of remaining is now four times higher than leaving compared with a 

week ago when the likelihood was only two times greater. As a result, the pound has held 

steady against the US dollar despite growing expectations that the Federal Reserve will hike 

interest rates in June. The pound versus the dollar has now returned to levels indicated by 

interest rate differentials, having priced out the earlier Brexit discount, suggesting a 

remain vote is unlikely to provide more than a temporary boost to the currency.  

 

 Retail sales increased a surprisingly strong 1.3% month-on-month in April well above the 

0.6% consensus forecast, reversing the -0.8% and -0.5% declines in February and March. 

Although monthly moves are notoriously volatile the year-on-year growth improved from 

3.0% in March to 4.3% in April. Strong retail data suggests consumers are shrugging off 

uncertainty ahead of the Brexit referendum. The impact of slowing investment spending on 

second quarter GDP growth may be offset by improved household expenditure.  



 

 

 

 The Confederation of British Industry (CBI) Industrial Trends Survey unexpectedly recovered 

in May despite concerns over Brexit and slack global demand. The headline reading 

increased from -11 in April to -8 in May well above the -13 consensus forecast. Moreover, 

the forward-looking output expectations index increased from 17 to 20 consistent with a 

solid rebound in manufacturing activity. According to Rain Newton-king, CBI director of 

economics: “Conditions in the manufacturing sector seem to be a little better overall, with 

improving order books compared with a couple of months ago.” 

 

FAR EAST AND EMERGING MARKETS 

 In India’s state elections, the ruling BJP party won the key state of Assam where the Indian 

National Congress party has been in power for the past 15 years. While the BJP had a 

relatively minor presence in the other states being contested the victory in Assam should 

strengthen the government’s hand in implementing economic reforms. The election results 

should be viewed positively from a macro-economic viewpoint.  

 

 Mozambique’s finance minister Adriano Maleiane confirmed that state firm Mozambique 

Asset Management is unable to repay US$178 million of debt interest due on undisclosed 

foreign loans. Due to the lack of disclosure on “secret” loans foreign donors and the IMF 

have suspended assistance to Mozambique, adding to the likelihood that the country is 

facing default. Earlier in the weak Fitch credit rating agency downgraded Mozambique’s 

credit rating further into “junk” territory from “CC” to “CCC” indicating that “a default of 

some kind appears probable.” Meanwhile President Nyusi is in China hoping to strengthen 

ties between the two countries. According to China’s press the leadership has promised to 

increase cooperation in natural gas exploration and manufacturing.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.82 

JSE Fini 15  - 2.88 

JSE Indi 25  - 0.36 

JSE Resi 20  + 22.13 

R/$   - 1.41 

R/€   - 4.50 



 

 

R/£   - 0.70 

S&P 500  + 0.20 

Nikkei   - 12.50 

Hang Seng  - 9.61 

FTSE 100  - 1.70 

DAX   - 8.38 

CAC 40   - 6.73 

MSCI Emerging  - 0.66 

MSCI World  - 1.63 

Gold   + 17.75 

Platinum  + 13.58 

Brent Crude  + 30.18 

 

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 is testing an important resistance line but if this remains unbroken 

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

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

 

BOTTOM LINE 

 As expected the SA Reserve Bank (SARB) left the repo interest rate unchanged at 7.0% 

citing an improvement in the inflation outlook. The SARB lowered its forecast for core 

consumer price inflation (CPI), its preferred inflation measure which excludes food and fuel 

prices. The SARB’s core CPI forecast for 2016 was lowered from a previous 6.2% to 5.9%, 

within the SARB’s 3-6% inflation target. 



 

 

 

 The SARB attributed its improved inflation outlook to the effect of higher interest rates, a 

wider output gap between full and actual capacity utilisation, a lower than expected 

increase in electricity tariffs, and a moderation in the rand’s depreciation.  

 

 The SARB expects the rand’s real effective exchange rate will depreciate -7.6% in 2016 

better than its earlier forecast of -11% depreciation. Moreover, in 2017 the SARB forecasts 

the real effective exchange rate of the rand will appreciate by +1.4% better than the 

earlier forecast for no change.  

 

 Despite the SARB’s increased optimism towards the rand, the currency provides the 

greatest risk to the inflation outlook and interest rate trajectory. Although undervalued on 

a purchasing power parity level, the rand is vulnerable to further depreciation potentially 

far beyond the SARB’s forecasts of relatively modest declines.  

 

 Beyond the obvious domestic detractors to the rand’s stability such as political uncertainty 

and the key credit rating decision by Standard & Poor’s, global influences will cause the 

rand, among other emerging market currencies, to decline during the second half of the 

year. China’s commodity-driven economic recovery since the start of the year, is based on 

added leverage in an already over-leveraged property sector, and is likely to be short-lived. 

The Federal Reserve is paving the way for an interest rate hike in June and a second hike 

before year-end. The dollar will strengthen leading to a resumption of heavy declines in 

emerging market currencies. 

 

 In its decision to pause the SARB cited weak economic growth as well as improved inflation. 

Its forecast for GDP growth in 2016 was lowered from a previous 0.8% to 0.6% and for 2017 

from 1.4% to 1.3%. However, the SARB’s primary mandate is to maintain price stability. 

Regardless of the economy’s anemic state the SARB will likely resume its interest rate 

hiking cycle at the next policy meeting, given the likelihood of upsets to its rand 

depreciation forecasts. A further two 25 basis point rate hikes are expected before year-

end.  
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