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SOUTH AFRICA ECONOMIC REVIEW 

 In the past week the rand firmed again against the US dollar, euro and pound sterling from 

R/$14.61 to 14.40, from R/€16.51 to R16.19, and from R/£20.73 to R20.72 respectively. 

However, the gains were attributed to a broad-based rally in emerging market currencies 

evidenced by only a mild appreciation of the rand against its peer group. The rand 

appreciated versus the Indian rupee (+1.0%), Indonesian rupiah (+1.4%), Korean won 

(+0.8%), Malaysian ringgit (+1.2%), Thai baht (+1.0%) and Singapore dollar (+0.4%). Rand 

gains versus emerging market currencies were tempered by the market’s weak response to 

President Zuma’s letters of reprimand to ministers involved with the Nkandla scandal. The 

letters were instructed by the Public Protector but appeared to lack sincerity. 

 

 Consumer price inflation (CPI) eased from 7.0% year-on-year in February to 6.3% in March in 

line with consensus forecast. The decline is attributed to the base effect of high year-ago 

comparative figures and the sharp fall in fuel price inflation which declined from 20.7% on 

the year in February to 3.8% in March. However, food price inflation was higher than 

anticipated rising 1.7% month-on-month and 9.5% on the year. Encouragingly core CPI, 

excluding food and energy prices, unexpectedly fell from 5.7% to 5.4% well below the 5.8% 

consensus forecast. On a month-on-month basis core CPI increased by less than 0.2% the 

lowest since February 2012. The rebound in the rand since the start of the year coupled 

with sharply lower core CPI may deter the SA Reserve Bank from hiking its benchmark repo 

interest rate at the upcoming policy meeting in May, especially in the context of subdued 

economic growth.  

 

 All but one of the 17 economists surveyed this week by Reuters expect Standard & Poor’s to 

downgrade SA’s foreign currency sovereign credit rating to sub-investment grade this year. 

While SA’s bonds are already trading in line with “junk” status and therefore largely 

pricing-in a downgrade there would still be significant capital outflows in the event of an 

actual downgrade. A downgrade would induce forced selling by institutions which only have 

a mandate to purchase investment-grade bonds. Of the 17 economists surveyed ten said a 

cut to sub-investment grade would be negative for markets and six said it would be very 

negative.  

 

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 SA Reserve Bank (SARB) composite lead indicator: Due Tuesday 26th April. The composite 

lead indicator, measuring conditions in both manufacturing and service sectors of the 

economy, provides a forward-looking measure of economic conditions. In February the SARB 

composite lead indicator fell -0.6% to 92.2 but is expected to show some revival in March 

helped by a rebound in the rand and firmer commodity prices.  

 Producer price inflation (PPI): Due Thursday 28th April. According to consensus forecast PPI 

is expected to moderate from 8.1% year-on-year in February to 6.5% in March, helped by 

the stronger rand. The base effect of elevated year-ago comparative levels is also playing a 

part, with expectations for a less pronounced moderation in month-on-month PPI from 1.0% 

to 0.8%. 

 Private sector credit extension (PSCE): Due Friday 29th April. Having accelerated from 8.5% 

year-on-year growth to 9.0% between January and February PSCE is expected to show no 

change in the rate of growth in March according to consensus forecast. PSCE is being 

constrained by weak economic growth and stricter lending standards. 

 Trade balance: Due Friday 29th April. The trade balance narrowed sharply from –R18 billion 

in January to –R1 billion in February and is expected to show a further improvement in 

March registering a trade surplus of +R2.0 billion according to consensus forecast.  

 

NORTH AMERICA 

 The Markit manufacturing purchasing managers’ index unexpectedly fell from 51.5 in March 

to 50.8 in April well below the 52.0 consensus forecast, marking its lowest reading since 

September 2009. According to Markit chief economist Chris Williamson: “US factories 

reported their worst month for just over six-and-a-half years in April, dashing hopes that 

first quarter weakness will prove temporary…. Survey measures of output and order book 

backlogs are down to their lowest since the height of the global financial crisis, prompting 

employers to cut back on their hiring.” The sub-index measuring foreign demand fell from 

50.1 to 48.5 below the key 50-level which demarcates expansion from contraction.  

 The Conference Board Leading Economic Index (LEI), meant to signal swings in the business 

cycle, increased from 123.2 in March to 123.4 in April partly reversing the declines in 

January and February but short of the 123.6 consensus forecast. The improvement is 

attributed to improved equity markets, better credit conditions, and narrower interest rate 

spreads. However, housing activity detracted from the LEI due to the sharp -7.7% month-

on-month decline in building permits in March. According to Ataman Ozyildirim, Conference 

Board director of business cycles and growth research: “With the March gain, the US LEI’s 



 

 

six-month growth rate improved slightly but still points to slow, although not slowing, 

growth in the coming quarters.” 

 A two-day policy meeting by the Federal Reserve will conclude on Wednesday, which 

although unlikely to result in any interest rate increase may shed light on monetary policy 

normalization in the middle of the year, which could affect financial markets. Interest rate 

futures are attributing only a 15% probability to a June rate hike so any change in this 

assessment resulting from the Fed meeting may unsettle markets. Since the Fed’s last 

policy meeting external economies have stabilized, financial markets have rebounded, 

inflation has picked-up and the dollar has weakened offering room to tighten rates.  

 Initial jobless benefit claims fell in the week ended 16th April to 247,000 down from 253,000 

the previous week, well below the 265,000 consensus forecast and the lowest level since 

1973. Continuing claims also fell, by 39,000 to 2.137 million the lowest since 2000. The 

jobless claims data signals continued strength in the labour market and the likelihood of 

robust non-farm payroll readings in the second quarter, which will add to wage pressure 

and the probability of Federal Reserve monetary policy tightening.  

 

CHINA 

 China’s net imports of refined copper increased in March by 17% month-on-month and 50.4% 

year-on-year to 435,000 tons the highest on record, well up from 289,000 tons in the same 

months last year. The sharp increase in demand for copper mirrors a similar pattern in steel 

demand, attributed to the government’s fiscal stimulus programme aimed at stabilizing the 

economy via enhanced fixed asset investment. Fixed asset investment spending increased 

in the first quarter by 19.6% year-on-year. 

 

 

JAPAN 

 The yen has strengthened significantly since the beginning of the year from ¥/$121 to 

¥/$108 undermining the Bank of Japan’s (BOJ) efforts to break the economy’s deflationary 

spiral and restore inflation to its 2% target. At its policy meeting in January the BOJ 

introduced negative interest rates, which had unintended consequences for bank earnings 

and for the yen, which strengthened rather than weakened. The BOJ hopes to correct the 

yen’s appreciation and may have the opportunity do so at its policy meeting which 

concludes on Thursday. It has been reported that the BOJ is considering negative interest 

rates on its Loan Support Programme, which means banks would incur negative rates on 

their liabilities as well as assets thereby benefitting bank earnings.  



 

 

 

 Surprisingly the Reuters Tankan business confidence survey showed business confidence in 

the manufacturing sector increased from +6 in March to +10 in April in spite of the sharply 

stronger yen and the commensurate decline in Japanese equity markets. The business 

confidence index in the non-manufacturing sector only showed a mild decline from +24 to 

+23. However, the data was collected prior to the earthquake in Kumamoto which together 

with a delayed reaction to recent yen strength may pressure the May Tankan readings.  

 

EUROPE 

 As expected the ECB left its policy settings unchanged following the broad-based easing 

announced in March. The ECB confirmed that it had initiated the increased monthly asset 

purchase programme, raised in March from €60 billion to €80 billion, and it released details 

of its corporate bond programme also introduced in March. The ECB stated that “helicopter 

money” had not been discussed by the ECB Governing Council as a policy option. Helicopter 

money refers to the permanent monetization of budget deficits or direct monetary 

transfers to the private sector.  

 

 Germany’s Ifo Business Climate Indicator fell slightly from 106.7 in March to 106.6 in April 

below the consensus forecast increase to 107.0. The culprits were the wholesale trade and 

retail trade sub-indices which both fell sharply from 13.4 to 10.6 and from 10.8 to 6.7 

indicating a slowdown in domestic activity. As a result the current conditions index 

declined from 113.8 to 113.2 and although the forward-looking business expectations index 

increased from 100.0 to 100.4 it remains well below its long-term average. Overall, the 

data remains consistent with GDP growth of around 1.3%, unlikely to show any improvement 

on the pace of growth achieved in the fourth quarter last year. With domestic activity 

weakening and in the absence of a depreciating euro to prop-up export competitiveness the 

economic outlook remains uninspiring.  

 

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

manufacturing and service sectors, unexpectedly fell from 53.1 in March to 53.0 in April. 

The data confirms the downward trend which has been in place since last year, with the 

latest reading below the 54.1 average in the fourth quarter (Q4) and the 53.2 average in 

Q1. The data suggests a decline in Eurozone GDP growth from 1.5% in 2015 to around 1.2% 

in 2016. The German PMI fell from 54.0 to 53.8 its lowest level since last July.  

 

UNITED KINGDOM 



 

 

 Retail sales fell in March by -1.3% month-on-month well below the -0.1% consensus 

forecast. The decline is attributed to broad-based weakness across all the main retail 

sectors. It was the second straight monthly drop undermining January’s jump in sales so 

that over the first quarter (Q1) retail sales growth slowed to 0.8% quarter-on-quarter down 

from 1.0% in Q4 last year. Combined with weak trade and manufacturing data during Q1 the 

latest retail sales numbers indicate a subdued GDP performance during Q1. Q1 GDP growth 

is likely to be around 0.4% quarter-on-quarter down from 0.6% in Q4. 

 

 The number of unemployed increased between the three months to November and the 

three months to February by 21,000 marking the first increase since mid-2015. Employment 

growth also slowed with the three-month increase falling to 20,000 down from 116,000 in 

January. Wage growth slowed from 2.1% year-on-year to 1.8%, which is subdued by past 

standards and likely to push-back the Bank of England’s plans to hike interest rates.  

 

 The Confederation of British Industry (CBI) Industrial Trends Survey for the second quarter 

(Q2) and April was unexpectedly upbeat. The headline index improved from -14 in March to 

-11 in April better than the -15 consensus forecast. The Industrial Trends Survey export 

order book index increased from -19 to -13, while the quarterly reported investment 

intentions index gained strongly from +3 in Q1 to +17 in Q2. Following poor data from the 

manufacturing sector since the start of the year the outlook appears to be brightening 

despite uncertainty over the upcoming Brexit vote.  

 

 

FAR EAST AND EMERGING MARKETS 

 As expected the Bank Indonesia kept the benchmark interest rate on hold at 6.75% 

following three straight rate cuts in the first quarter totaling an aggregate 75 basis points. 

The Bank Indonesia noted that the earlier rate cuts had begun to improve liquidity 

conditions, that economic growth had improved and should maintain its upward trajectory 

into the second quarter boosted by increased government expenditure. Inflation is 

expected to remain in the 3-5% range and GDP growth likely to improve from the 4.8% pace 

in 2015. The Bank Indonesia noted that global negative interest rates should continue to 

support capital inflows into emerging markets benefiting emerging market currencies 

including the Indonesian rupiah.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.52 



 

 

JSE Fini 15  + 3.15 

JSE Indi 25  - 1.95 

JSE Resi 20  + 23.23 

R/$   + 7.02 

R/€   + 3.22 

R/£   + 7.80 

S&P 500  + 2.15 

Nikkei   - 8.38 

Hang Seng  - 2.78 

FTSE 100  + 0.30 

DAX   - 4.18 

CAC 40   - 1.96 

MSCI Emerging  + 5.67 

MSCI World  + 1.20 

Gold   + 16.69 

Platinum  + 14.03 

Brent Crude  + 19.88 

 

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 

 Technical analysis indicates that local equities are due for a correction. The JSE All Share 

index has climbed +17% from its lows of early January, rising from 46,000 to 54,000. 

However, there is a pattern of successively lower highs and momentum indicators are on a 

downward trajectory indicating trouble ahead. 

 

 From a fundamental viewpoint an equity market correction would come as no surprise. The 

price-earnings multiple of the JSE All Share index is 21.79x which seems extremely 

expensive compared to the 14.70x long-term average. With a GDP growth forecast of 0.7% 

this year and under 1.5% in 2017 amid rising interest rates and policy uncertainty it is hard 

to justify the lofty valuations. 

 

 The JSE’s over-valuation is largely explained by the recent weakness of the US dollar. A 

weak dollar promotes the dollar price of oil and commodities and risk assets such as 

emerging market currencies and emerging market assets. The dollar index has lost -7.5% 

since its recent peak in mid-January, which is one of the largest dollar declines within a 

long-term dollar bull market.  

 

 Assuming we remain in a dollar bull-market, the dollar is long overdue a resumption of its 

long-term appreciation, which would impact all the “risk assets” (emerging market 

currencies and emerging market assets) that have performed so well over the past three 

months. It is easy to argue that the dollar remains in a long-term bull market given the 

continued sustainable recovery of the US economy relative to other economies, and the 

widening interest rate differential between the US and other countries.  

 

 The catalyst for the dollar to resume its uptrend would be an unexpected rate hike by the 

Federal Reserve. With US unemployment at 5% and little slack remaining in the labour 

market wage pressure is starting to build-up. US consumer price inflation is already at 2.3%, 

above the Fed’s 2% target and now that the dollar has weakened the Fed may be bolder in 

normalizing interest rates.  

 

 There is a strong likelihood that the Fed will hike the benchmark fed funds rate twice this 

year starting with a 25 basis point rate hike in June. Since the futures market is attributing 

only a 15% probability of a Fed rate hike in June this outcome would provide a potential 

shock to commodity prices and emerging market equity prices. The days of >20x price-

earnings multiples for the JSE may be numbered.  
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