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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) accelerated from 4.8% year-on-year in November to 5.2% in 

December in line with consensus forecast. The main culprit was food price inflation which 

increased from 4.8% to 5.9%. Food prices comprise around 15% of the CPI basket. Core CPI 

excluding the volatile food and energy sectors also increased although only slightly from 

5.1% to 5.2% in line with consensus forecast. Both headline and core CPI measures remain 

comfortably within the SA Reserve Bank’s (SARB) 3-6% target range and so far there is little 

evidence of any inflationary spillover from the weaker rand. Goods which are usually most 

prone to currency-induced inflationary pressure such as clothing and vehicles have barely 

shown any price increases. The inflation data may be moderate enough to dissuade the 

SARB at its policy meeting on Thursday from hiking the repo rate by the consensus forecast 

50 basis points.  

 Retail sales showed surprising resilience in November increasing 2.5% month-on-month the 

strongest monthly increase since June 2012. On a year-on-year basis retail sales increased 

3.9% up from 3.4% in October and beating the 2.9% consensus forecast. The gain is 

attributed to the “general dealers” category which increased 5.0% on the year and the 

“textiles, clothing, footwear and leather goods” category which increased 5.8%, adding 1.9 

and 1.2 percentage points respectively to the headline figure. The “household furniture, 

appliances and equipment” category suffered the worst performance declining -10.7% on 

the year, contracting on an annual basis for the fourth consecutive month. While 

encouraging the current pace of retail sales growth is unlikely to be sustained over 2016. 

The FNB/BER consumer confidence survey fell to a multi-year low in the fourth quarter 

2015 reflecting constrained household finances. Disposable income is being affected by 

slow jobs growth, higher inflation, and rising debt servicing costs.  

 The IMF cut its forecast for SA’s GDP growth for 2016 from a previous 1.3% to 0.7% and for 

2017 from 2.1% to 1.8%. While disappointing it is some consolation that SA was not the only 

country to have GDP forecasts revised lower. Many other emerging economies are expected 

to lose growth momentum due to lower commodity prices and rising borrowing costs. The 

World Bank’s forecast for 2016 has also been revised sharply lower from 2.1% to 1.4%. In its 

World Employment Outlook the International Labour Organisation forecasts that due to 

weak economic growth the number of unemployed in SA would increase by 300,000 people 

by the end of 2017.  



 

 

 In its report on rating trends in sub-Saharan Africa credit rating agency Standard & Poor’s 

(S&P) warned that SA faced another tough year and that slow economic growth was a major 

impediment to the country’s creditworthiness. A slow growth rate combined with the 

growing financial needs of state-owned enterprises could undermine the country’s fiscal 

consolidation objectives. S&P cited weak European demand for SA’s exports, low 

commodity prices, electricity shortages, and weak domestic business and consumer 

confidence, as significant growth constraints. The rating agency also identified the high 

level of foreign ownership of SA’s bonds as a key risk.  

 After being net buyers of SA government bonds in the first two weeks of the year, foreigner 

investors sold a net –R5 billion worth of SA bonds in the third week of January lifting the 

year-to-date capital outflow from the bond market to –R3.7 billion. Foreigner investors 

were net sellers of a further –R6 billion worth of SA equities in the past week bringing year-

to-date net sales to –R13 billion. Combined bond and equity market capital outflows have 

already reached –R16.7 billion in the first three weeks of the year largely explaining the 

sharp -6.5% depreciation in the rand/dollar exchange rate. 

 

SOUTH AFRICA POLITICAL REVIEW 

 The Presidency’s delegation to the World Economic Forum meetings in Davos were attended 

by no less than seven cabinet ministers, in addition to the SA Reserve Bank Governor 

Lesetja Kganyago and the ANC Treasury General Zweli Mkhize. There are allegations of 

wastefulness being levelled at the cost involved especially as President Zuma withdrew 

from the much vaunted panel discussion on Africa. However, the counter-argument is that 

the ANC is attempting to limit the President’s exposure to the financial world due to the 

potential liability this would present. In a separate Davos discussion panel Minister of 

Finance Pravin Gordhan stated that within the ANC “there are a significant number of us 

who want to restore integrity.”  

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank Monetary Policy Committee meeting: Due Thursday 28th January. The 

Reserve Bank is expected to lift the benchmark repo interest rate by 50 basis points to 

6.75% departing from its gradualist policy of incremental 25 basis point interest rate hikes. 

This would lift the Prime lending rate to 10.25%. (See “Bottom Line” for more 

commentary).  



 

 

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

PPI is expected to accelerate from 4.3% year-on-year in November to 4.9% in December. 

The increase in prices is expected to be broad-based but especially pronounced in the food 

category due to the intensifying drought. 

 Private Sector Credit Extension: Due Friday 29th January. According to consensus forecast 

credit extension growth is expected to increase from 9.5% year-on-year in November to 

9.8% in December. However, demand growth is expected to remain subdued for the 

remainder of the year. Household credit demand is waning due to rising inflation and 

interest rates, and weak employment growth. At the same time lending standards are 

tightening. 

 Trade balance: Due Friday 29th January. According to consensus forecast the trade balance 

is expected to improve from the R1.8 billion surplus in November to a surplus of R4.7 billion 

in December helped by the sharply weaker rand and seasonal factors. There are 

traditionally fewer imports during the December holiday season. 

 

NORTH AMERICA 

 Consumer prices fell in December by -0.1% month-on-month attributed to a -2.4% decline in 

energy prices and -0.2% fall in food prices. On a year-on-year basis consumer price inflation 

(CPI) picked-up from 0.5% in November to 0.7% in December although due to weakening oil 

and commodity prices is unlikely to breach the 1% level in 2016. Core CPI, which excludes 

volatile energy and food prices, increased 0.1% on the month but on a year-on-year basis by 

a more robust 2.1% due to an acceleration in core services inflation. While the strong dollar 

kept core goods inflation negative at -0.1% on the month core services inflation increased 

0.2%. Although the deflationary impact of the strong dollar and weak commodity prices may 

last longer than previously envisaged their impact should fade towards the end of the year. 

It is likely that the Fed will see through the temporary dip in CPI and stick to its gradual 

tightening in interest rates.  

 The Conference Board US Leading Economic Indicator (LEI) fell in December for the first 

time in three months, declining -0.2% month-on-month. Five of the ten indicators making 

up the indicator declined. These include building permits, the Institute for Supply 

Management new orders index, jobless claims, equity prices, and waning consumer 

confidence. On a year-on-year basis the LEI fell from 3.3% to 2.7%. According to Ataman 

Ozyildirim director at the Conference Board: “The index continues to suggest moderate 

growth in the near-term despite the economy losing some momentum at the end of 2015… 

It’s too early to interpret this as a substantial rise in the risk of recession.” 



 

 

 US existing home sales increased sharply in December by 14.7% month-on-month 

rebounding from the plunge in November. November’s decline is attributed to mortgage 

delays as a result of new legislation from the Consumer Financial Protection Bureau. The 

rebound restores the pace of existing home sales to the same trend as pending sales. 

Despite rising in 2015 to its highest annual level since 2006 the pace of existing home sales 

is expected to moderate in 2016. National Association of Realtors chief economist Lawrence 

Yun forecasts a rise in existing home sales of just 1% in 2016: “In addition to insufficient 

supply levels, the overall pace of sales this year will be constricted by tepid economic 

expansion, rising mortgage rates and decreasing demand for buying in oil-producing metro 

areas.” 

 The Philadelphia Federal Reserve (Philly Fed) manufacturing activity index, a barometer for 

activity along the US Atlantic region, contracted less than expected in January improving 

from -10.2 in December to -3.5 although in negative territory for the fifth straight month. 

Among sub-indices shipments improved from -2.1 to 9.6 and new orders from -11.1 to -1.4. 

However the future expectations index, measuring anticipated conditions in six months, fell 

sharply from 24.1 to 19.1 its lowest level since November 2012. The Philly Fed report 

stated that: “Indicators for future conditions remained positive overall but suggested a 

continuing deterioration in confidence about manufacturing growth for the first half of 

2016.” 

 

JAPAN 

 The Bank of Japan (BOJ) will decide at its policy meeting this Friday whether or not to add 

further stimulus to its quantitative and qualitative easing (QQE) programme. The Nikkei 

newspaper reported earlier this week that the BOJ will lower its consumer price inflation 

(CPI) forecast for 2016 from 1.4% to 1.0% and will likely extend its time horizon for 

achieving its 2% CPI target. The most likely catalysts to prompt a further easing in monetary 

policy would be a further appreciation in the yen to below ¥/$ 115 or disappointing wage 

increases at the upcoming round of “shunto” wage talks. Wage increases are seen as a vital 

prerequisite for a sustainable return to positive inflation. While the central bank will likely 

not ease policy on Friday BOJ Governor Haruhiko Kuroda may lay the groundwork for easing 

at the following meeting on 27-28 April. Kuroda has stated that monetary policy 

adjustments would be made without hesitation if the inflation trend changed.  

 

 The Reuters Tankan business sentiment manufacturing index fell from +9 in December to +6 

in January attributed to the stronger yen which appreciated from ¥/$ 122.8 to ¥/$ 118.0 

over the period. By contrast the non-manufacturing index improved from +18 to +27 with 

especially strong gains in the information/communications and retail sub-indices from +35 



 

 

to +55 and +5 to +16 respectively. However, the non-manufacturing forward-looking 

expectations index fell from +27 to +23 predicting some pullback in the non-manufacturing 

sector although it still remains in healthy positive territory.  

 

 

EUROPE 

 As expected the ECB left its monetary policy unchanged but the central bank hinted 

strongly that further stimulus would be announced at its next meeting in March. Having 

launched an additional round of easing measures at its December meeting it was always 

likely that the ECB would need time to evaluate their impact. However, ECB President 

Mario Draghi asserted that downside risks to the Eurozone economy had increased 

materially since December due to financial market volatility, escalating geopolitical risks, 

and the weaker global economy. The threat of deflation had also increased aggravated by 

the fall in oil prices and the appreciation of the euro. Draghi reported that the ECB policy 

committee had unanimously agreed that monetary policy would be reviewed and possibly 

reconsidered at the March meeting. He emphasized that as long as they remain within the 

central bank’s mandate there are no limits on possible ECB policy actions. 

 

 Germany’s ZEW Economic Sentiment Indicator, measuring the outlook for future conditions 

among financial analysts and institutional investors, fell from +16.1 in December to +10.2 in 

January. Although reversing the previous month’s increase the index remains positive which 

means the majority of investors see economic conditions improving in the next six months. 

However, the index level is consistent with a slowdown in Germany’s GDP growth rate from 

the 1.7% annual growth in the third quarter to around 1%. According to Clemens Fuest 

president at ZEW: “Expectations among businesses with a large exposure to China such as 

the investment goods industry and the steel industry, have been hit hard.” The ZEW 

Eurozone economic expectations index fell sharply from +33.9 to +22.7 while the current 

situations index improved slightly from -9.6 to -7.5 although still firmly in negative 

territory.  

 

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

manufacturing and services sectors, fell from 54.3 in December to 53.5 in January the 

lowest since February 2015 although still comfortably above the expansionary 50 level. The 

manufacturing PMI was the biggest culprit falling from 54.4 to 53.2 while the services PMI 

fell more moderately from 54.2 to 53.6. Germany’s composite PMI fell from 55.5 to 54.5 

driven mainly by the manufacturing PMI which slipped from 54.4 to 52.8. The French 

composite PMI increased from 50.1 to 50.5 helped by a rebound in the services PMI from 

49.9 to 50.6 which had dropped into contractionary territory in the aftermath of the Paris 

terrorist attacks. While the decline in the overall composite PMI is disappointing it is not 



 

 

surprising given the level of financial market volatility since the start of the year, and it 

still remains consistent with first quarter GDP growth of around 0.4% quarter-on-quarter. 

 

 

UNITED KINGDOM 

 Employment increased in the three months to November by 267,000 people up from the 

207,000 increase in the three months to October. The unemployment rate unexpectedly fell 

from 5.2% to 5.1% the lowest since 2006. However, a large portion of the employment 

increase is attributed to self-employment which increased by 121,000 in the quarter. Self-

employment is often involuntary. Meanwhile employers’ hiring intentions weakened in 

December across all sectors except consumer services. Pay growth also showed signs of 

weakening. The weekly earnings three-month average has fallen steadily from 3.0% year-

on-year in September, 2.4% in October, to 2.0% in December. With little evidence of wage 

pressure the Bank of England (BOE) is unlikely to start hiking interest rates before the 

second half of the year. BOE Governor Mark Carney said this week that he would have to 

see a firming in domestic cost pressures before voting for a rate hike.  

 

 Retail sales contracted in November by -1.0% month-on-month largely reversing the 

previous month’s surge which was revised lower from +1.7% to +1.3%. On a year-on-year 

basis retail sales growth slowed from 4.5% to 2.6%. Non-food store retail sales fell sharply 

by -3.5% on the month marking the largest decline since March 2013. Overall retail sales 

growth is likely to slow down further during 2016 due to falling wage growth and prospects 

for fiscal consolidation.  

 

 The Confederation of British Industry (BCI) Industrial Trends Survey index fell from -7 in 

December to -15 in January worse than the -10 consensus forecast. The decline is 

attributed to the export orders balance which due to weakening external demand fell from 

-18 to -22. However, the outlook is brighter than suggested by the headline figure with the 

output expectations index rising strongly from -5 to +14. Encouragingly the business 

optimism index, which is published quarterly, increased from -12 in October to -4 in 

January indicating an improvement in companies’ investment plans despite uncertainty 

over fiscal consolidation and the upcoming EU referendum. 

 

 

FAR EAST AND EMERGING MARKETS 

 Taiwan’s industrial production contracted in December by -6.2% year-on-year following the 

declines of -4.9% and -6.3% in November and October, and worse than the -5.6% consensus 



 

 

forecast. The data indicates a contraction in industrial production for 2015 as a whole of 

around -1.8% in sharp contrast to the 6.4% expansion in 2014. Despite some reprieve from 

Taiwan’s manufacturing purchasing managers’ index which increased from 49.5 in 

November to 51.7 in December back above the expansionary 50-level for the first time in 

nine months, the outlook remains uncertain. The PMI rebound is attributed to the seasonal 

boost when orders are front-loaded ahead of the Lunar New Year holiday. Over the longer-

term external demand is likely to remain weak. Meanwhile the industrial slowdown is 

affecting unemployment which increased in December to its highest level since October 

2014 and will soon start to impact household consumption.  

 

 Thailand’s exports fell in December by -8.7% year-on-year marking the 12th straight monthly 

decline and substantially worse than the -5.8% consensus forecast. For 2015 as a whole 

exports fell by -5.8% the third straight year of contraction. Exports were weak across all 

destinations but the downward trend was especially pronounced in China and ASEAN bound 

exports. Imports also fell in December leading to a positive trade balance of $1.5 billion. 

Given the country’s large current account surplus and low inflation the Bank of Thailand is 

likely to keep its benchmark interest rate at the current accommodative level of 1.5%.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 6.87 

JSE Fini 15  - 9.79 

JSE Indi 25  - 5.93 

JSE Resi 20  - 7.82 

R/$   - 6.54 

R/€   - 6.45 

R/£   - 4.28 

S&P 500  - 8.16 

Nikkei   - 10.10 

Hang Seng  - 11.75 

FTSE 100  - 5.85 



 

 

DAX   - 9.37 

CAC 40   - 7.02 

MSCI Emerging  - 9.83 

MSCI World  - 8.52 

Gold   + 4.48 

Platinum  - 3.56 

Brent Crude  - 17.25 

 

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.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 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 

 The Forward Rate Agreement market is fully pricing-in a 50 basis point interest rate hike 

when the SA Reserve Bank concludes its monetary policy meeting on Thursday. While some 

economists are forecasting a 25 basis point rate hike the majority are leaning towards 50 

basis points.  

 

 The main culprit is inflation. The inflation outlook has deteriorated since the last monetary 

policy meeting in November due to the intensification of the drought and the sharp 

depreciation of the rand. Since November maize prices have surged 71% and the rand has 

weakened by 16% versus the dollar. Food price inflation has already spiked higher from 4.8% 

year-on-year in November to 5.9% in December. Administered price inflation is also to 



 

 

blame, surging from 4% in November to 5.8% in December due to higher utilities prices. 

Further increases are expected with Eskom applying to Nersa for a 16.6% tariff increase this 

year.  

 

 Consumer price inflation is still contained at 5.2% but expected to temporarily breach the 

upper end of the Reserve Bank’s 3-6% target range in February and thereafter for a 

prolonged period between the third quarter 2016 and final quarter 2017, peaking at 7.3% by 

year-end.  

 

 By contrast the economy has almost stalled. The Markit composite purchasing managers’ 

index (PMI), measuring conditions across the whole economy, was 49.1 in December for a 

seventh consecutive month. This is below the key “50” threshold which demarcates 

expansion from contraction. The economy narrowly escaped recession after growing at an 

annualized rate of 0.7% in the third quarter but there is little chance of any pick-up. With 

household expenditure hamstrung by low consumer confidence, declining disposable income 

and slow employment growth, one might ask what the point is of hiking interest rates. SA’s 

inflation threat is clearly supply-shock related rather than due to any demand-pull 

pressure. 

 

 The argument is that higher interest rates will encourage capital inflows and help 

strengthen the rand. However there is scant evidence of any pass-through inflation from 

the depreciating rand. This is due to generally lackluster domestic demand, and the 

disinflationary impact of the lower rand oil price. The global backdrop has also assisted 

with global inflation heading lower due to weak commodity prices and declining economic 

momentum. Global GDP data has headed steadily lower over the past three month 

prompting the IMF to lower its forecast for global GDP growth for 2016 from a previous 3.6% 

to 3.4%.  

 

 A weakening global environment will stifle the inflationary impact of a depreciating rand. 

While the consensus forecast is for a 50 basis point interest rate increase on Thursday we 

believe the Reserve Bank will stick to its gradualist approach and limit the rate hike to 25 

basis points.  
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