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SOUTH AFRICA ECONOMIC REVIEW 

 At its policy meeting the SA Reserve Bank (SARB) decided by unanimous vote to keep its 

benchmark repo interest rate unchanged at 7.0%. SARB governor Lesetja Kganyago adopted 

decidedly more “dovish” language in his policy statement describing the upside risk to the 

inflation outlook as having “moderated somewhat”. Kganyago said that provided the 

currency and inflation forecasts materialize the SARB “may be close to the end of the 

tightening cycle.” The SARB forecasts headline consumer price inflation (CPI) will peak in 

the fourth quarter (Q4) at 6.7% down from a previous 7.1% and will return to the 3-6% 

target range in Q2 2017 earlier than its previous forecast of Q3 2017. The policy statement 

projected improved rand levels although cautioned that the rand “remains vulnerable to 

future changes in the US monetary policy stance, domestic political developments as well 

as to a risk of a possible ratings downgrade later in the year.”   

 

 Consumer price inflation (CPI) moderated slightly from 6.0% year-on-year in July to 5.9% in 

August in line with consensus forecast and back within the SA Reserve Bank’s (SARB) 3-6% 

target range. CPI is unlikely to remain within the SARB’s target range for long due to 

unfavourable base effects, the diminishing impact of lower fuel prices and the continued 

acceleration of drought-induced food price increases. Food price inflation remained 

unchanged at 11.3% but likely to rise beyond 12% over coming months as meat prices 

respond to a rebuilding of livestock herds. The fuel price fell in August by 7.6% month-on-

month subtracting 0.4 percentage points from CPI inflation, a tailwind which is likely to 

fade amid expected fuel price increases in the latter part of the year.  

 

 In its quarterly update on SA’s sovereign credit rating outlook Moody’s rating agency analyst 

Zuzana Brixiova said “We have a negative outlook which means the risks (to the rating) are 

tilted to the downside”. However, she added that “Fundamentally we expect that the 

probability of a downgrade is less than 50%, it’s about one-third.” Moody’s, which rates SA 

two notches above “junk” status and one notch above fellow rating agencies Standard & 

Poor’s and Fitch, will announce its rating decision on 25th November. Moody’s rating 

decision is likely to hinge on the pace of economic growth during the second half of the 

year, the level of fiscal prudence displayed at the Medium-Term Budget Policy Statement in 

October and the financial burden of state-owned enterprises. In addition, Brixiova stated 

that Moody’s would pay close attention to political developments, which it cited as a major 

source of credit weakness.  



 

 

 

 Amid growing concerns over the financial burden of state-owned enterprises (SOEs) PetroSA 

announced that it faced an R8.8 billion funding gap relating to the decommissioning of its 

gas-to-liquid refinery and offshore structures in Mossel Bay. PetroSA has only provided for 

R1.9 billion of the R10.7 billion estimated cost, which the auditor-general expects will 

increase further following a full technical assessment. In addition, PatroSA’s proven and 

probable reserves have shrunk from 97.6 billion cubic feet in 2015 to 75.8 billion in 2016, 

threatening the long-term financial stability of the SOE.  

 

 The Bureau of Economic Research (BER) manufacturing business confidence index increased 

from 23 in the second quarter (Q2) to 30 in Q2, which although encouraging still indicates 

that 70% of survey respondents consider business conditions unsatisfactory. Meanwhile, the 

SA Reserve Bank leading indicator fell in July by 1.1% month-on-month more than reversing 

its 1% increase in June. Only three of the 10 index components increased, including the 

commodity price index, the BER index and the leading business cycle indicator for SA’s 

major trading partners. The largest detractors were the decline in number of building plans 

approved and a flattening in the interest rate yield curve.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Quarterly employment report: Due Tuesday 27th September. Despite the recovery in GDP 

growth during the second quarter (Q2), depressed business confidence is likely to keep a lid 

on employment gains, with further job losses predicted in the formal sector of the economy 

during Q2.  

 

 Private sector credit extension: Due Thursday 29th September. Private sector credit 

extension growth is expected to moderate further from 6.8% year-on-year in July to 6.7% in 

August according to consensus forecast, pinned down by a combination of tightening 

lending standards and weak household credit demand.  

 

 Producer price inflation (PPI): Due Thursday 29th September. Despite recent fuel price cuts 

the year-on-year increase in PPI is projected to rise slightly from 7.4% in July to 7.5% in 

August according to consensus forecast, due to a continuation of drought induced food 

price increases.  

 

 Trade balance: Due Friday 30th September. The trade surplus is expected to reduce from 

R5.2 billion in July to R3.2 billion in August, according to consensus forecast, in line with 

the recent loss in momentum in manufacturing and mining output.  

 



 

 

GLOBAL 

 The oil price rallied nearly 4% on Monday marking the start of the International Energy 

Forum meeting in Algeria, where oil producers hope to agree on a production freeze. 

Although negotiations are expected to be more cordial than the April meeting in Doha, 

when tensions between Saudi Arabia and Iran prevented any meaningful discussion, the 

probability of any formal commitment in Algeria is slim. Most oil producers are profitable 

with the oil price around $45 per barrel which means the urgency for a freeze in output has 

diminished. Moreover, Saudi/ Iran relations have barely improved. In addition, a production 

freeze requires a quota system and enforcement mechanism which do not yet exist, so even 

if IEF discussions are constructive the realization of an actual production freeze would still 

be a long way off.    

 

NORTH AMERICA 

 The Federal Reserve (Fed) kept its benchmark fed funds rate unchanged at 0.25-0.50%. 

However, there was considerable divergence in views among the ten members of the 

Federal Open Market Committee (FOMC) with three members voting for a rate hike and 

three members finding that no rate hikes would be appropriate during 2016. Although the 

Fed refrained from a rate hike the FOMC hinted strongly that a rate hike was imminent, 

most likely before year-end. According to the FOMC statement: “The committee judges 

that the case for an increase in the federal funds rate has strengthened, but decided, for 

the time being, to wait for further evidence of continued progress toward its objectives.” 

Fed chair Janet Yellen insisted that the Fed would not be distracted by the upcoming 

presidential election at its November policy meeting, stating that this meeting would be 

“live” and could contain policy changes.  

 Existing home sales retreated in August by -0.9% month-on-month below the 1.1% consensus 

forecast increase. However, the unexpectedly large decline is unlikely to be the start of a 

downtrend. Part of the home sales decline is attributed to a lack of stock which fell to 1.95 

million units or just 4.6 months’ supply at the current sales rate, down from 5.1 months a 

year ago and well below the key 6-months level associated with a balanced market. The 

Federal Housing Finance Agency (FHFA) house price index increased in July by a robust 0.5% 

month-on-month up from the 0.3% increase in June. Although the year-on-year home price 

increase dipped slightly from 6.0% to 5.8% the trend remains safely entrenched in the 5-6% 

range.  

 Initial jobless benefit claims fell sharply in the past week indicating a continuing tightening 

in the labour market. Claims fell from 260,000 to 252,000 only slightly above the four-

decade low recorded in mid-July and well below the 261,000 consensus forecast. The 



 

 

reading has been below 300,000, the key level traditionally associated with sustainable jobs 

growth, for 81 consecutive weeks, the longest winning stretch since 1970, when the 

population was much lower.  

 

CHINA 

 Profits in China’s industrial sector increased in August by 19.5% year-on-year its fastest 

pace in three years, according to the National Bureau of Statistics (NBS). The sharp 

increase is attributed to the steel, oil refining and auto industries, boosted by strong sales 

growth, rebounding prices and cost containment. However, the NBS cautioned that: 

“Although August growth was strong, it’s largely because of a low base last year… The 

foundations to support sustained rapid industrial profit growth is not solid.” Nonetheless, 

the data will likely prompt economists to upgrade their GDP forecasts. The Asian 

Development Bank today raised its 2016 GDP growth forecast for China to 6.8% from a 

previous 6.7%.  

 

JAPAN 

 The Bank of Japan (BOJ) unexpectedly refrained from boosting monetary policy, although 

changed its approach to include “yield curve control”. By addressing the difference 

between short- and long-term interest rates the BOJ aims to assist the banking sector which 

typically thrives from a steepening in the yield curve. The BOJ also altered its calendar 

specific 2% inflation target to an open-ended timeframe and committed to exceeding rather 

than reaching the inflation target. Although changes to the BOJ’s policy settings were 

subtle and fell short of an outright increase in asset purchases they should boost economic 

activity and inflation expectations.   

 

EUROPE 

 Germany’s Ifo business climate index gained unexpectedly from 106.2 in August to 109.5 in 

September its highest reading since May 2014 and substantially above the 106.3 consensus 

forecast. The index has more than recovered its sharp drop in July when it stood at 108.3. 

The current situations index increased from 112.9 to 114.7 while the forward looking 

expectations index gained even more strongly from 100.1 to 104.5 indicating a far more 

buoyant German economy than had been expected. Among the Ifo sub-indices, strong gains 

were recorded across all of the four main economic sectors including manufacturing, 



 

 

construction, wholesale and retail with the construction index rising to its highest since the 

data series began.  

 

 The Eurozone “flash” (initial estimate) composite purchasing managers’ index (PMI) 

measuring conditions in both manufacturing and service sectors, fell in September to a 20-

month low from 52.9 to 52.6. While remaining above the key 50-level demarcating 

expansion from contraction the composite PMI is consistent with subdued Eurozone GDP 

growth of just 0.3% quarter-on-quarter during the third quarter (Q3) with little 

improvement likely during Q4. The decline is attributed to weakness in the services PMI, 

which fell from 52.8 to 52.1 its weakest since December 2014 and well below the consensus 

forecast for no change. However, the French data was encouraging with its composite PMI 

rising from 51.9 to 53.3 its highest since June 2015.  

 

UNITED KINGDOM 

 The British Bankers’ Association reported that the number of mortgage approvals fell in 

August to the lowest since January 2015, down 21% year-on-year, reflecting a softening in 

the UK housing market. While the data was collected prior to the Bank of England’s interest 

rate cut the trend indicates a decline in homebuyer demand despite a steady fall in 

mortgage rates since the start of the year. The Royal Institute of Chartered Surveyors 

reported that new home buyer enquiries fell in August for a fifth consecutive month. 

According to Samuel Tombs, chief UK economist at Pantheon Macroeconomics: “The 

outlook for stagnation in households’ real incomes next year, as inflation picks up and 

hiring slows sharply, points to a prolonged period of weakness in mortgage lending ahead.” 

 

FAR EAST AND EMERGING MARKETS 

 Moody’s credit rating agency downgraded Turkey’s sovereign credit rating by two notches 

to “junk” status citing risks to the country’s sizeable external funding requirements, and a 

weakening in economic growth and institutional strength. The rating decision follows a 

similar decision by Standard & Poor’s earlier in July to strip Turkey of its investment grade 

status. The loss of an investment grade rating will lead to Turkey’s exclusion from global 

bond indices and prompt broad-based disinvestment by pension funds and institutional 

investors, most of which are limited to investment grade bond exposure. The rating 

downgrade caused Turkey’s stock index to fall 4.4% its worst daily decline since the 18th 

July the day after the attempted coup.  

 

 Bank Indonesia (BI) cut its benchmark interest rate by 25 basis points to 5.0%, justified by 

inflation’s decline to 2.8% below the lower bound of the central bank’s 3-5% inflation target 



 

 

range. BI governor Agus Martowardojo stated that: “Bank Indonesia views that various 

measures are still needed to help prop up domestic demand.” Nonetheless Indonesia’s GDP 

growth improved from 4.9% year-on-year in the first quarter (Q1) to 5.2% in Q2 and the 

current account deficit shrank from 2.2% of GDP to 2.0%. The solid economic fundamentals, 

including a benign inflation rate, indicate a capacity for one or two additional interest rate 

cuts over the next 3-6 months.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.55 

JSE Fini 15  - 3.51 

JSE Indi 25  - 5.21 

JSE Resi 20  + 23.55 

R/$   + 13.01 

R/€   + 9.04 

R/£   + 27.51 

S&P 500  + 5.00 

Nikkei   - 13.08 

Hang Seng  + 6.40 

FTSE 100  + 9.22 

DAX   - 3.25 

CAC 40   - 4.94 

MSCI Emerging  + 14.02 

MSCI World  + 3.13 

Gold   + 26.12 

Platinum  + 16.72 

 



 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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 trend-line 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 this year’s 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 50,900 in turn 

opening a downside target of 45,000. A break above 54,200 on the JSE All Share index 

would project an upward move to 60,000 marking a new high for the JSE.  

 

BOTTOM LINE 

 On Wednesday 21st September the rand was the strongest performing currency worldwide, 

strengthening +2.42% against the US dollar in a single day. In the year-to-date the ZAR has 

gained 14.0% versus the dollar, one of the strongest performing currencies worldwide. It 

seems inexplicable, given the absence of growth in the domestic economy, rising political 

and regulatory uncertainty, and the real threat of losing our investment grade rating.  

 

 The rand’s relative strength is attributed to two key factors, AB InBev’s takeover of 

SABMiller and the global search for income yield. Unfortunately, the first is once-off and 

the second is living on borrowed time. It is rumoured that AB InBev has been accumulating 

rand in order to pay SABMiller’s South African shareholders. They make up around 9.5% of 

SABMiller’s shareholder register and will need to receive around R120 billion from AB InBev.  

 

 Years of quantitative easing and zero interest rate policy by the world’s major central 

banks has caused yields of many bonds to drop below 0%. In July a record amount, in excess 

of $12 trillion worth of bonds, was in negative yield territory. The search for positive yields 

prompted unprecedented portfolio inflows into high yielding emerging market (EM) bonds.  

 

 Global bond yields have already started rising, a trend which will tarnish the allure of 

emerging market bonds. German 10-year bund yields moved back into positive territory on 

9th September. The US 10-year Treasury yield has risen steadily over the past six weeks 

from a low of 1.36% in July to over 1.70%. A resumption of the Fed rate hiking cycle will 

encourage further increases in bond yields. While the Fed refrained from hiking interest 

rates at its September policy meeting the probability of a rate hike in December has risen 

since the policy meeting from 50% to 65%.  



 

 

 

 The rand is by far the most liquid of all EM currencies, which means that even if investors 

are not especially drawn to SA bonds due to unique domestic risks, the rand can be 

purchased as a cheap and effective means of gaining exposure to the EM asset class.  

 

 The rand may be cheap versus its theoretical “purchasing power parity” (PPP) level but not 

by much. According to the PPP model the rand is only 6% cheaper than its fair value of 

R/$12.80. Following the “Nenegate” debacle last December the rand was 25% undervalued. 

Admittedly the rand has at times overshot its fair value. For instance, in mid-2010 (during 

the FIFA World Cup) the rand was 15% above fair value. However, given the threat of a 

sovereign credit rating downgrade to sub-investment grade, and an economy teetering on 

the edge of recession it seems unlikely that the rand should be anywhere close to its PPP 

fair value.  

 

 Despite the steady underperformance of “rand hedge” shares since the start of the year, 

coinciding with the rand’s appreciation, we would recommend exercising patience. The 

rand hedge stocks listed on the JSE typically exhibit sound prospects in their own right, not 

only appealing for their rand hedge credentials alone. With the JSE ALSI 40 index now 

deriving over 70% of its earnings from offshore, an absence of rand hedge shares in an 

investment portfolio would put it at considerable risk of underperforming the market 

benchmark. 

 

 Given the extent to which the rand has closed-in on its theoretical fair value in spite of the 

near-recessionary economy, looming credit rating downgrade and rising political 

uncertainty, the current rand strength offers an excellent opportunity to diversify into 

offshore markets.  
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