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SOUTH AFRICA ECONOMIC REVIEW 

 The rand continued its gains for a fourth straight week, appreciating over the past week 

against the US dollar, euro and pound from R/$14.34 to 14.32, from R/€15.88 to 15.72, and 

from R/£18.98 to 18.74. The rand also gained versus emerging market currencies, 

appreciating against the Argentinian peso (+2.5%), the Brazilian real (+1.5%), the Indian 

rupee (+0.9%), Malaysian ringgit (+3.2%), Indonesian rupiah (+1.9%), Philippian peso (+1.4%), 

and Singapore dollar (+1.6%). The ten-year R186 government bond yield increased slightly 

from 8.73% to 8.74%. Net foreign capital inflows into SA since the start of the year total R50 

billion, the largest cumulative inflow since 2012.  

 

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

The decision was based on a unanimous vote. The SARB lowered its forecast for consumer 

price inflation (CPI) for 2016 from 6.7% to 6.6% and for 2017 from 6.2% to 6.0% and for core 

CPI, excluding food and energy costs, from 5.9% to 5.8% for 2016 while leaving the 2017 

forecast unchanged at 5.7%. The SARB projects CPI returning to its 3-6% target range only 

by the second half of 2017 dashing any hopes of an interest rate cut. SARB Governor Lesetja 

Kganyago stressed that a rate cut was not seriously considered and hinted that the rate 

hiking cycle had not yet been completed. While there is unlikely to be a rate hike in 

September two further 25 basis point hikes in November and January seem probable.  

 

 Consumer price inflation (CPI) picked-up from 6.1% year-on-year in May to 6.3% in June 

slightly above the 6.2% consensus forecast. The major contributors were food and alcoholic 

beverages with 1.7 percentage points, and housing and utilities with 1.6 percentage points. 

On a month-on-month basis CPI increased 0.6% driven higher by a 4.2% increase in the fuel 

price and 1.2% rise in actual and owners’ equivalent rentals. Food prices fell -0.1% on the 

month although increased 11.0% on the year. Food prices are expected to rise further in the 

second half of the year due to drought effects. Agbiz reported that SA, traditionally an 

exporter of maize has already imported 370,000 tons this season and still needs to address 

a shortfall of around 3.6 million tons. Core CPI, excluding food and energy, increased 

moderately from 5.5% to 5.6% although within the SA Reserve Bank’s 3-6% target range. 

 

 Fitch credit rating agency downgraded SA’s local-currency denominated debt by one level 

from BBB to BBB- one level above non-investment grade. The new rating is in line with 

Fitch’s foreign-currency rating, which was downgraded last December. The National 

Treasury stated that: “Although the action represents an alignment, it also serves as a 



 

 

timely reminder of the risks of a downgrade that lie ahead and the urgency of actions 

required to reinvigorate the economy.” Fitch and Standard & Poor’s Global Ratings, which 

both have SA’s foreign currency credit rating at one level above “junk” status, will be 

reviewing their ratings in December.  

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank Leading Business Cycle Indicator: Due Tuesday 26th July. The lead 

indicator, made up of 13 component data series, projects the direction of the economy in 

six to twelve months. Having dropped from 91.7 in March to 90.9 in April, the indicator will 

provide clues to growth during the second half of the year.  

 Quarterly Labour Force Survey: Due Thursday 28th July. Having shed 355,000 jobs in the first 

quarter (Q1), lifting the unemployment rate to 26.7%, there is likely to be a slight 

improvement in job creation in Q2 in line with slightly better conditions in the 

manufacturing, mining and agriculture sectors.  

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

is expected to increase from 6.5% year-on-year in May to 6.9% in June driven higher by 

rising food and fuel prices.  

 Trade data: Due Friday 29th July. Following the much larger than expected R18.7 billion 

trade surplus in May a further surplus is expected in June although at a reduced R5.6 billion 

while the May figure will likely be revised lower. The weak rand is boosting export 

competitiveness.  

 Private sector credit extension (PSCE): Due Friday 29th July. Having slowed sharply from 

7.1% year-on-year in April to 6.6% in May PSCE growth is expected to recover to 7.0% in 

June according to consensus forecast.   

 

GLOBAL 

 The IMF downgraded its forecast for global economic growth in 2016 from 3.2% to 3.1% the 

slowest since the 2008/09 global financial crisis and in 2017 from 3.5% to 3.4%. IMF chief 

economist Maurice Obstfeld said the British referendum “adds downward pressure to the 

world economy at a time when growth has been slow amid an array of remaining downside 

risks.” The IMF warned that a number of threats including geopolitical turmoil, rising 

protectionism and terrorist attacks could cut global growth even further. Meanwhile central 



 

 

banks were running out of stimulus options with bond yields around the world falling to 

record lows and negative yields. While largely negative the IMF report cited some bright 

spots including the resilience of financial markets post the Brexit vote.  

 

NORTH AMERICA 

 Improved economic data over the past month, including unexpectedly strong June payroll 

growth and robust retail sales numbers, may pave the way for a more “hawkish” Fed 

statement after it concludes its FOMC policy meeting on Wednesday. In addition, the 

fallout from the Brexit vote has been far less de-stabilising than expected, which could 

embolden the Fed to signal its intention to hike the fed funds rate before year-end. 

However, any firm rate intentions are more likely to be postponed to the upcoming Jackson 

Hole central bankers conference on 26th August. By then there will be more evidence that 

the economic recovery is on a sustainable footing and that the June payroll numbers were 

not a once-off anomaly. Traders are pricing-in a 14.7% probability of a rate hike in 

September and a December rate hike at 38.5%. 

 The Markit manufacturing purchasing managers’ index (PMI) increased from 51.4 in June to 

52.9 the highest since October 2015 and well above the 51.6 consensus forecast, 

comfortably exceeding the key 50-level which separates expansion from contraction. Markit 

chief economist Chris Williamson commented: “July saw manufacturers battle against a 

strong dollar, the ongoing energy sector downturn and political uncertainty ahead of the 

presidential election, yet still achieved the best growth seen since last year.” 

Encouragingly the PMI showed no adverse effect from the Brexit vote. The gains were 

broad-based among the PMI sub-indices with the forward-looking new orders index rising 

from 52.4 to 54.2 indicating continued upward momentum into the third quarter.  

 Existing home sales increased in June by 1.1% month-on-month to an annual rate of 5.57 

million the highest level since February 2007 beating the consensus forecast decline to 5.48 

million. At current sales levels it would take 4.6 months to exhaust the supply of homes on 

the market down from 5 months a year ago. Total housing inventory has decreased to 2.12 

million existing homes down 5.8% over the past year. Meanwhile, the share of first-time 

buyers hit 33% the highest level since July 2012. The data indicates a continuation of the 

strong home sales market backed by strong jobs growth, improving wages and near historic 

low mortgage rates.  

 

JAPAN 



 

 

 Japan recorded an eighth consecutive trade surplus in June. However, the surplus is 

attributed to falling imports rather than rising exports. While imports fell by -18.8% on the 

year exports also fell by -7.4% marking the ninth straight decline. The export decline is 

attributed to lower shipments of automobiles, steel and cosmetics. Auto exports to the US 

fell year-on-year for a fifth straight month. Month-on-month data showed some 

improvement with total exports to the US, Asia and Europe rising by 2.2%, 3.9% and 3.5%, 

respectively. Japan’s dire export performance is being exacerbated by the strengthening 

yen, which will likely prompt the Bank of Japan (BOJ) to announce further quantitative and 

qualitative easing when it concludes its policy meeting on Friday. 

 

 The meeting in the middle of July between Bank of Japan (BOJ) governor Haruhiko Kuroda 

and former Federal Reserve Chairman Ben Bernanke has raised speculation that the BOJ 

may introduce “helicopter money”, a termed coined by Bernanke. A form of helicopter 

money which may be adopted in Japan would entail the government issuing perpetual 

bonds to be underwritten by the BOJ. The government could then provide unlimited fiscal 

stimulus with funds which would never have to be repaid. While the markets are not 

expecting the BOJ to announce helicopter money at its next policy meeting on Friday 29th 

July Kuroda has repeatedly surprised markets in the past with his easing policies. He also 

has little time left to break the country’s deflationary spiral before his term in office ends 

in April 2018.  

 

EUROPE 

 As expected the ECB kept its monetary policy unchanged in its first policy meeting since the 

UK’s referendum to leave the EU. While ECB President Mario Draghi noted that financial 

markets had managed in the past month with “encouraging resilience” he noted that risks 

to the economic outlook remain due to the UK referendum, geopolitical uncertainties, and 

slow progress in structural reforms. He stressed that the ECB stood ready to act if needed 

hinting at possible easing at the next policy meeting in September once more evidence of a 

slowdown is available.  

 

 The Eurozone composite purchasing managers’ index (PMI), combining measures of both 

manufacturing and service sectors, dipped only slightly between June and July from 53.1 to 

52.9 despite the shock of the Brexit vote, beating the 52.5 consensus forecast. The 

manufacturing PMI decreased from 53.9 to 53.6 and the services PMI from 52.8 to 52.7, an 

even more modest decline. Although Germany’s manufacturing PMI fell from 54.5 to 53.7 

some pullback had been expected from June’s two-year high while the country’s services 

PMI surprisingly increased from 53.7 to 54.6. The overall PMI data suggest the Eurozone’s 

mild economic recovery should continue undeterred into the third quarter.  

 



 

 

 Germany’s Ifo business confidence survey was unexpectedly strong in the first month after 

the UK’s EU referendum vote, falling modestly from 108.7 in June to 108.3 in July well 

above the 107.5 consensus forecast. The survey’s current conditions index increased from 

114.6 to 114.7 although the forward-looking business expectations index declined from 

103.1 to 102.2. Despite the unease over Brexit the construction sector reached a new 

record high rising from 4.9 to 5.4 and the retail sector improved from 8.0 to 10.2. The data 

reflects the resilience of the German economy, which may show only a minor slowdown 

from the second quarter’s (Q2) strong 0.6% GDP growth rate in Q3.   

 

UNITED KINGDOM 

 The July purchasing managers’ indices (PMIs) reflect a full month’s sentiment following the 

23rd Brexit referendum. The initial estimate “flash” composite PMI fell sharply from 52.4 in 

June to 47.7 in July its lowest reading since April 2009 and well below the key 50-level 

which demarcates expansion from contraction. The drop is attributed to declines in both 

services and manufacturing PMIs from 52.1 to 49.1 and 52.3 to 47.4. The forward-looking 

new orders and business expectation sub-indices fell even more sharply: The composite, 

services and manufacturing new orders indices fell from 53.0 to 47.0, 52.3 to 45.4, and 

from 56.0 to 49.1 respectively. The sharp decline in forward-looking PMI sub-indices suggest 

a further deterioration in the business outlook in the months ahead, possibly spelling a mild 

recession in the second half of the year.  

 

 The Confederation of British Industry (BCI) Industrial Trends Survey quarterly business 

optimism index fell from -5 in June to -47 in July its steepest drop since January 2009 when 

it hit -64 at the height of the global financial crisis. The forward-looking output 

expectations index fell from 23 to 6 mirroring a nosedive in manufacturer’s investment 

intentions for buildings and machinery. According to CBI Chief Economist Rain Newton-

Smith manufacturers were seeing a boost to export competitiveness from a weaker sterling, 

“But it’s clear that a cloud of uncertainty is hovering over the industry, post-Brexit. We see 

this in weak expectations for new orders, a sharp fall in optimism and a scaling back of 

investment plans.” 

 

FAR EAST AND EMERGING MARKETS 

 In an unscheduled economic update, the Reserve Bank of New Zealand (RBNZ) hinted that it 

would cut its benchmark interest rate to a record low when it meets on 11th August. RBNZ 

Governor Graeme Wheeler said: “At this stage it seems likely that further policy easing will 

be required to ensure that future average inflation settles near the middle of the target 

range.” The trade-weighted NZ dollar is 6% higher than the RBNZ had forecast in June 



 

 

adding to the dampening effect on inflation. Wheeler also cited significant downside risks 

around the world including the UK’s exit from the EU.   

 

 Taiwan’s industrial production increased in June for a second straight month by 0.9% year-

on-year beating the 0.5% consensus forecast. The trend is turning upwards with 3-month-

on-3-month production growth rising to 8.5% up from 6.7% in May and 0.5% in April. The 

bounce is attributed to a recovery in electronics production which increased a robust 6.8% 

on the year in response to rising demand for parts and components ahead of new 

smartphone model launches in the third quarter. Inventory levels fell to their lowest levels 

in more than a year suggesting a sustainable pick-up in production activity during the 

second half of the year.  

 

 Korea’s GDP grew by a surprisingly strong 0.7% quarter-on-quarter in the second quarter 

(Q2) up from 0.5% in Q1 and above the 0.6% consensus forecast. On a year-on-year basis 

GDP growth accelerated from 2.8% in Q1 to 3.2% in Q2. The pick-up in GDP growth is 

attributed to household consumption, which was aided by targeted fiscal stimulus measures 

including a tax cut for car purchases. Manufacturing production also recovered with 1.8% 

quarter-on-quarter growth driven by improved export demand.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 5.13 

JSE Fini 15  + 0.03 

JSE Indi 25  + 0.02 

JSE Resi 20  + 21.36 

R/$   + 7.70 

R/€   + 6.48 

R/£   + 19.93 

S&P 500  + 6.09 

Nikkei   - 12.68 

Hang Seng  + 0.36 

FTSE 100  + 7.49 



 

 

DAX   - 5.07 

CAC 40   - 5.37 

MSCI Emerging  + 9.44 

MSCI World  + 2.47 

Gold   + 24.02 

Platinum  + 21.77 

Brent Crude  + 19.96 

 

TECHNICAL ANALYSIS 

 The rand has rallied sharply following the Brexit vote and the ensuing likelihood that the 

Fed will refrain from hiking interest rates until 2017. The rand has strengthened below key 

resistance at R/$14.50 opening targets of R/$14.15 and R/$13.75. The rand is now 

comfortably below the 50-, 100- and 200-day moving averages. A sustained push below all 

three would indicate a major trend reversal.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The £/$1.30 level provides key support, which if broken would open up a Fibonacci 

projected target of £/$1.20-1.24. 

 

 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 below key resistance levels of 1.6% confirming 

that the major bull trend in US bonds is likely to continue as the deleveraging phase is still 

in its early stages. 

 

 The benchmark R186 SA Gilt yield has compressed to its lowest level since “Nenegate” last 

year falling below key resistance at 9.0%. The yield is now testing the bottom of the 

current consolidation channel at 8.5%, which if broken will target a yield of 8.0%.  

 



 

 

 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 between mid-2016 and mid-2017.  

 

 The S&P 500 index has broken to new record highs but the rally is not being confirmed by 

momentum indicators, which suggests the market is overbought and in danger of 

correction. A further negative signal is that the Dow Jones Transport Index, traditionally a 

lead indicator for the broader market, is underperforming the broader index.  

 

 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 developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 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 

 Emerging market currencies have performed well since the start of the year, especially in 

the past month after the Brexit vote prompted the world’s major central banks to pledge 

increased monetary easing. The large capital outflows from emerging markets earlier in the 

year have eased considerably, falling in June to their lowest in a year. Emerging market 

inflows have surged in search of higher yields. In the week ended 20th July emerging market 

bond and equity funds recorded their largest inflows in a year.  

 

 As the most liquid emerging market currency the rand has benefitted from broad-based 

investor demand for emerging market assets. The rand has strengthened since the start of 



 

 

the year against the US dollar, sterling and euro by +8.40%, +21.63% and +7.15% with 

respective gains of +2.04%, +16.13% and +5.20% in the past month alone.  

 

 Local investors may be asking if recent rand strength is offering a unique opportunity to 

increase offshore exposure? The current account deficit, weak GDP growth environment and 

uncertainty over government policy, suggest the rand is unlikely to keep up with other 

emerging market currencies over the medium-term. 

 

 The current account deficit widened to 5% of GDP in the first quarter, one of the largest 

deficits among emerging market economies. While the trade deficit has improved in recent 

months, any benefit to the current account is being undermined by a structural deficit in 

the income account, which measures the cross-border flow of interest and dividend 

payments. Although SA’s net international investment position has improved SA’s income 

payments to foreign investors are worth almost four times the income received. 

 

 SA’s economic growth is negligible. At its policy setting meeting last week the Reserve Bank 

reduced its 2016 GDP growth forecast to zero. While a recession, technically defined as two 

straight quarters of GDP contraction, may be averted the lack of economic growth will 

almost certainly lead to a credit rating downgrade. Standard & Poor’s Global Ratings has 

cited SA’s lack of economic growth as its chief concern, paving the way for a credit rating 

downgrade at its next review in early December.  

 

 With no sign of any change in leadership President Zuma’s scandal-plagued government is 

likely to continue fuelling policy and regulatory uncertainty. Repeats of “Nenegate” cannot 

be discounted and given SA’s dependence on portfolio inflows, will likely prompt 

recurrences of the rand’s dismal performance in December 2015.  

 

 AB InBev’s acquisition of SABMiller has met all the main conditions and so is likely to 

proceed during the second half of the year. SABMiller shareholders will receive cash paid in 

rand at £44 per share from AB Inbev. This will entail an inflow of around R130 billion. 

However, the inflow will have a more muted effect on the rand’s exchange rate than might 

be expected. As has happened in the past with large foreign acquisitions of local companies 

AB InBev’s forex purchases will be largely off-market involving close cooperation between 

the Reserve Bank and the acquirer in order to manage forex market liquidity.  

 

 Despite the rand’s recent strength, the R/$ is likely to return to around R/$16.50-17.00 by 

the end of 2017, representing a 20% depreciation from current levels. Existing rand levels 

offer an attractive opportunity to invest offshore, including in other emerging markets.  
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