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SOUTH AFRICA ECONOMIC REVIEW 

 The Constitutional Court judgement against President Zuma pushed the rand stronger 

versus developed and emerging market currencies. The rand strengthened over the week 

against the US dollar, euro and sterling from R/$15.53 to 14.83, from R/€17.33 to 16.83, 

and from R/£21.96 to 21.04. The rand also strengthened versus all emerging market 

currencies: Against the Argentinian peso, Indian rupee, Indonesian rupiah, Korean won, and 

Thai baht by 5.7%, 3.6%, 3.9%, and 3.8% respectively. The judgement confirmed the Public 

Prosecutor’s constitutional powers and the binding nature of its recommended remedial 

measures regarding “undue” benefits President Zuma received at his Nkandla home. The 

Constitutional Court also declared unanimously that President Zuma had “failed to uphold, 

defend, and respect the Constitution”. (See Bottom Line for more in-depth analysis). 

 

 Foreign investors bought a net R0.6 billion worth of SA government bonds in the past week 

following net purchases of R14.2 billion in March, taking total net purchases since the start 

of the year to R17.2 billion. By contrast net equity outflows reached -R6.9 billion last week 

and –R11 billion during March lifting total net outflows since the start of the year to –R18.9 

billion.  

 

 The Barclays manufacturing purchasing managers’ index (PMI) jumped unexpectedly higher 

from 47.1 in February to 50.5 in March, above the key 50-level which separates expansion 

from contraction for the first time since July last year. The PMI index is well above 

January’s 43.5 multi-year low and the 48.0 consensus forecast. Among the sub-indices the 

current production index increased from 37.5 to 47.7 and the forward-looking new sales 

orders index from 47.9 to 53.1 indicating improved production over the next two to three 

months. The expected business conditions index improved from 44.8 to 51.1 suggesting a 

stabilization in the manufacturing sector. The overall improvement is attributed to 

enhanced export competitiveness and increased import substitution as a result of the 

weaker rand.  

 

 Producer price inflation (PPI) accelerated from 7.6% year-on-year in January to 8.1% in 

February the highest rate since June 2014 although below the 8.5% consensus forecast. 

Food price inflation, which accounts for 25% of the PPI basket, was one of the key culprits 

rising from 7.8% to 9.0%. Meat price inflation gained from 0.8% to 4.5% as the effect of 

livestock culling began to dissipate. Inflation in grain milling products, and oils and fats 

increased from 15.6% to 16.6% and from 26.1% to 28.6% respectively. However, there is 



 

 

evidence of broader-based inflationary pressure: PPI excluding food, beverages and tobacco 

increased from 7.6% to 8.1% which in the context of tepid economic growth suggests a 

knock-on effect from the weaker rand. The data is likely to prompt the SA Reserve Bank 

into further monetary tightening.  

 

 Growth in private sector credit extension (PSCE) increased from 8.5% year-on-year in 

January to 9.0% in February above the 8.6% consensus forecast. Credit extension to the 

corporate sector increased from 13.1% to 13.2% driven largely by renewable energy 

investment spending. Household credit extension grew for a third straight month from 4.6% 

to 4.8% the fastest pace since March 2014. Mortgage advances, which comprise around 60% 

of all household credit, grew 4.7% on the year the fastest growth since 2010. While the 

latest data is relatively upbeat credit growth is likely to flatten out in the months ahead in 

response to further interest rate increases and the impact of rising inflation on household 

disposable income. Corporate credit demand will likely remain constrained by weakness in 

economic growth and investor confidence. 

 

 The trade deficit narrowed from –R17.96 billion in January to –R1.07 billion in February 

below the –R4.65 billion consensus forecast. Although large declines in the trade deficit are 

traditionally expected in February as exports pick-up after the festive season the –R19.03 

billion cumulative deficit for the first two months of the year is nonetheless well below last 

year’s –R30.96 billion equivalent. Among the main export categories vehicles and transport 

equipment increased 109.1% year-on-year, precious stones increased 51.9%, electrical 

equipment 28.1%, and base metals 4.8%. Among the import categories mineral products fell 

-29.4% due to depressed oil prices. Agricultural imports only increased 4.4% significantly 

below the 25% increase over the previous three months, helped by better than originally 

expected domestic agricultural production. While trade data is especially volatile the trend 

so far this year suggests an improvement in the current account deficit to around 4.5% of 

GDP in 2016. 

 

 After remaining unchanged in the fourth quarter (Q4) last year the Bureau for Economic 

Research (BER) manufacturing survey index fell from 34 in Q4 to 18 in Q1 the lowest level 

since Q3 2009. The survey shows that eight out of ten manufacturers are currently 

dissatisfied with current business conditions. The transport and basic metals sectors 

reported the lowest readings. The biggest constraint on companies’ willingness to invest is 

the general political climate pushing the related index measure to 83 the highest on record.  

 

 Domestic vehicle sales fell sharply in March by -14.1% year-on-year far worse than 

February’s -8.1% decline and the -8.1% consensus forecast. Passenger car sales fell for a 

12th straight month by -13.6% on the year compared with a -6.0% decline in February. 

Unfortunately vehicle exports offered little respite falling -18.5% on the year accelerating 



 

 

from the -1.6% fall in February. While the severity of the overall decline may be distorted 

by the timing of the Easter holidays the data is nonetheless discouraging. For the first 

quarter as a whole domestic car sales fell -37.5% quarter-on-quarter annualized. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Gross Reserves: Due Thursday 7th April. According to consensus forecast gross reserves are 

expected to tick up marginally from $45.75 billion in January to $45.95 billion in February 

reflecting the slight increase in the gold price and stabilization in the rand.  

 Manufacturing Production: Due Thursday 7th April. Manufacturing production has been on a 

downward trend since June last year and in January contracted by -2.5% year-on-year. 

According to consensus forecast the rate of decline in manufacturing production will 

moderate to -2.1% on the year in February although the recent Barclays/ BER purchasing 

managers’ index (PMI) suggests a further contraction may be avoided. The PMI increased to 

an eight-month high of 50.5 in February exceeding the key 50 level, which demarcates 

expansion form contraction, for the first time since July last year.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The Constitutional Court had been expected to confirm the Public Prosecutor’s 

constitutional powers and the binding nature of its recommended remedial measures 

regarding “undue” benefits President Zuma received at his Nkandla home. However, the 

unanimous Constitutional Court declaration that President Zuma had “failed to uphold, 

defend, and respect the Constitution” was unexpected and adds significant impetus to his 

likely removal from office. (See Bottom Line for more in-depth analysis). 

 

NORTH AMERICA 

 In her speech at the Economic Club of New York Fed Chair Janet Yellen adopted a “dovish” 

tone towards monetary policy in contrast to recent remarks by other Fed members. Her 

speech centered on higher external risk factors noting that the monetary policy committee 

had to “take into account the potential fallout from recent global economic and financial 

developments.” While acknowledging that core personal consumption expenditure is at 

1.7% year-on-year in line with the Fed’s target Yellen said it was too early to tell if this 

recent higher reading would be durable. With the benchmark Fed funds rate close to zero it 

would be easier to raise rates in the event that inflation exceeds target than to provide 



 

 

further stimulus if inflation follows the opposite direction. Yellen’s speech suggested that 

there would only be two 25 basis point increases during 2016 most likely in June and 

December compared with the four interest rate increases which had been indicated by the 

Fed last December.  

 The Institute for Supply Management (ISM) manufacturing index jumped from 49.5 in 

February to 51.8 in March the highest since July last year and comfortably above the 

expansionary 50 level. The improvement mirrors recent US regional data and the general 

worldwide uptick evidenced recently in purchasing managers’ indices in Germany and 

China. Among the sub-indices the production index increased from 52.8 to 55.3 and the 

forward-looking new orders index from 51.5 to 58.3 the highest level since December 2014 

indicating a strengthening in ISM headline readings over the next two months. The prices 

paid index also increased sharply from 38.5 to 51.5 suggesting a return of producer price 

inflation.   

 Non-farm payrolls increased in March by a respectable 215,000 indicating a robust labour 

market despite the recent slowdown in GDP growth. The manufacturing and mining sectors 

shed -29,000 and -12,000 jobs respectively while the construction sector added 37,000, 

retail added 48,000, education and health 51,000, and the leisure sector 40,000. Although 

the unemployment rate ticked-up from 4.9% to 5.0% this is due to an increase in the labour 

participation rate and should therefore be viewed positively. The participation rate has 

gained substantially in recent months from 62.4% last September to a two-year high of 

63.0% in March. The improved participation rate has been especially noticeable among 

lower skilled workers reflecting a broadening in the labour market recovery. 

 The Conference Board consumer confidence index increased from 94.0 to 96.2 well above 

the consensus forecast for no change. The improvement is attributed to the fading effect of 

financial market volatility at the start of the year. Although the present situation index fell 

from 115.0 to 113.5 the forward-looking expectations index increased briskly from 79.9 to 

84.7 consistent with robust annual growth in real consumption expenditure of 2.5-3.0%. The 

expectation index for inflation in 12-months’ time remained unchanged at 4.7% ending five 

straight months of decline, suggesting inflation expectations may rise as oil prices stabilize.  

 The National Association of Realtors (NAR) pending home sales index increased in February 

by 3.5% month-on-month well above the 1.2% consensus forecast. According to Lawrence 

Yun chief economist at NAR: “After some volatility this winter, the latest data is 

encouraging in that a decent number of buyers signed contracts last month, lured by 

mortgage rates dipping to their lowest levels in nearly a year and a modest seasonal uptick 

in inventory.” The larger than expected increase in pending home sales signals a robust 

gain in actual sales in the next two to three months and a continued gradual improvement 

in the US housing market.  



 

 

 

CHINA 

 The official manufacturing purchasing managers’ index (PMI) increased from 49.0 in 

February to 50.2 in March beating the 49.4 consensus forecast and exceeding the key 50 

level which demarcates expansion from contraction for the first time since July last year. 

Among the sub-indices the output index increased from 50.2 to 52.3, the input price index 

from 50.2 to 55.3 in response to the recovery in commodity prices, and the employment 

index from 47.6 to 48.1 although still below the 50 level. The forward-looking new orders 

and new export orders indices jumped higher from 48.6 to 51.4 and from 47.4 to 50.2 

signaling a continued improvement in the headline PMI reading over the next two to three 

months. The data supports the latest Caixin/ Markit PMI which increased sharply from 48.0 

in February to 49.7 in March its largest month-on-month gain since September 2013. The 

improved manufacturing data is attributed to rising credit extension, and a recent rebound 

in the property market and fixed asset investment.  

 

JAPAN 

 The Bank of Japan’s (BOJ) March tankan survey indicated weakening exports and industrial 

production in the wake of slowing emerging economies, but signaled firm capital 

investment plans in the current fiscal year. According to BOJ Governor Haruhiko Kuroda: 

“The Tankan results confirmed that Japan’s economy has continued its moderate recovery 

trend.” However, companies continued to lower their inflation outlook over periods from 

one to five years ahead, which combined with Kuroda’s statement that negative interest 

rates are not impeding the BOJ’s purchases of government bonds, may indicate additional 

monetary easing in the months ahead. Kuroda said “We will examine risks to economic 

activity and prices and take additional easing policy if needed.” The next BOJ policy 

meeting is scheduled for 27-28th April.  

 

 Real wages increased in February for the first time in four months, rising 0.4% year-on-year 

following readings of 0.0% in January, -0.2% in December and -0.4% in November. The 

absence of wage inflation is largely to blame for the Bank of Japan’s inability to achieve its 

2% consumer price inflation target. The slow wage recovery is attributed to companies 

using lower-paid part-time workers to fill cyclical job vacancies. The unions, which are 

supporting young workers rather than higher wages for existing workers, are also to blame.  

 

EUROPE 



 

 

 The Eurozone unemployment rate fell marginally from 10.4% in January to 10.3% in 

February. However, the rate of decline appears to be slowing with the number of 

unemployed falling by 39,000 down sharply from 118,000 in January and last year’s average 

monthly decline of 117,000. Among the largest Eurozone economies unemployment in 

Germany and France remained unchanged at 4.3% and 10.2% respectively, fell slightly in 

Spain from 20.5% to 20.4% but increased in Italy from 11.6% to 11.7%, suggesting the 

region’s economic recovery is slowing. The latest purchasing managers’ indices and EC 

Economic Surveys show declines since the start of the year in their unemployment sub-

indices. The deteriorating employment outlook will affect wage growth and in turn dampen 

consumer price inflation. 

 

 The EC Economic Sentiment Indicator (ESI) fell again from 103.9 in February to 103.0 in 

March well below the 103.8 consensus forecast, marking a steady decline from 106.7 in 

December and 105.1 in January. Among the largest Eurozone economies Germany only fell 

slightly from 104.1 to 104.0 but France and Italy retreated sharply from 103.7 to 101.9 and 

from 106.1 to 103.7. The overall consumer sub-index fell from -8.8 to -9.7 pointing to a 

slowdown in household expenditure growth as the benefit of lower oil prices starts to fade. 

The ESI readings are disappointing consistent with GDP growth of just 1.0% down from the 

1.6% growth rate achieved in the fourth quarter last year.  

 

 

UNITED KINGDOM 

 The manufacturing purchasing managers’ index (PMI) ticked up slightly from 50.8 in 

February to 51.0 in March but below the 51.2 consensus forecast and a disappointment 

considering February’s reading was the lowest in 34 months. There has been little evidence 

so far of a competitive boost from sterling’s recent depreciation. The trade-weighted 

sterling index has declined -10% since November last year. Among the PMI sub-indices the 

new export order index remained in sub-50 contractionary territory falling for a third 

straight month. The employment index fell from 49.5 to 48.6 while the input and output 

price indices also remained at sub-50 levels indicating an absence of inflationary pressure. 

The overall PMI reading remains poor mirroring weak demand from Europe and 

uncertainties ahead of the EU referendum on 23rd June. 

 

FAR EAST AND EMERGING MARKETS 

 Turkey’s economy grew in the fourth quarter (Q4) last year by 5.7% year-on-year beating 

the 5.0% consensus forecast. However, on a quarter-on-quarter basis GDP growth slowed 

from 1.2% in Q3 to 0.7% in Q4. In 2015 GDP grew 4% year-on-year boosted by the front-



 

 

loading of household durable goods purchases ahead of currency related price increases. 

The boost from household expenditure should dissipate during 2016, causing a likely 

slowdown in GDP growth to around 3-3.5%. Rising political uncertainty and terror attacks 

will also affect GDP growth via a slowdown in tourism, a fall in exports to Russia, and 

weakening investment confidence and business spending.  

 

 Thailand’s consumer price inflation measured -0.46% year-on-year in March slightly above 

the -0.50% rate registered in February but in negative territory for the 15th straight month. 

Core inflation was higher at +0.75% but well below the Bank of Thailand’s (BOT) 1.5-4.5% 

target which suggests a return to the target rate will require more than a stabilization in 

the oil price. In the context of slow economic growth and low inflation the BOT may be 

compelled to cut its benchmark interest rate even further from the current 1.50% multi-

year low. Meanwhile the BOT announced an easing of foreign exchange rules taking effect 

on 18th April, which should stem the advance of the Thai baht and its deflationary effect. 

Individuals will be permitted to invest in products linked to foreign exchange and to buy 

foreign currency of up to US$ 5 million per person.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 2.37 

JSE Fini 15  + 2.67 

JSE Indi 25  - 1.66 

JSE Resi 20  + 10.70 

R/$   + 4.67 

R/€   - 0.15 

R/£   + 7.03 

S&P 500  - 1.09 

Nikkei   - 15.29 

Hang Seng  - 6.46 

FTSE 100  - 1.24 

DAX   - 8.57 



 

 

CAC 40   - 6.29 

MSCI Emerging  + 4.11 

MSCI World  - 1.33 

Gold   + 14.58 

Platinum  + 5.72 

Brent Crude  + 3.73 

 

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 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.  

 

 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 needs to break decisively above the 24-month moving average at 

50,400 in order to end the recent period of consolidation. Alternatively the JSE All Share 

index is likely to break to the downside to an initial target of 45,000 and an ultimate target 

of 43,000.  

 

BOTTOM LINE 

 The Constitutional Court had been expected to confirm the Public Prosecutor’s 

constitutional powers and the binding nature of its recommended remedial measures 

regarding “undue” benefits President Zuma received at his Nkandla home. However, the 

unanimous Constitutional Court declaration that President Zuma had “failed to uphold, 

defend, and respect the Constitution” was unexpected and adds significant impetus to his 

likely removal from office.  

 

 The Democratic Alliance has initiated the process to have the president impeached but in 

order to succeed requires endorsement by two-thirds of parliament and therefore 

considerable support from ANC members of parliament. Impeachment is unlikely as the ANC 

will want to make any leadership changes internally rather than in the public eye. ANC 

members of parliament will tow the party line and continue to support the president in 

parliament. 

 



 

 

 While the ANC will continue to support the president in public Zuma’s support base has 

been rapidly unravelling ever since his firing of Finance Minister Nhlanhla Nene and more 

recently “Guptagate” which erupted two weeks ago amid allegations by senior government 

officials of “state capture”.  

 

 President Zuma is unlikely to last his full term in office. As President Zuma clings to power 

by passing blame onto his erstwhile supports his system of patronage will unwind. Calls for 

his resignation from within the ANC and the tripartite alliance are likely to gain momentum 

as more infringements come to light. ANC Secretary General Gwede Mantashe has 

encouraged whistle-blowers to come forward and the Office of the Public Protector has 

announced it will investigate the “state capture” issue. In the past week ANC elder and 

Rivonia trial survivor Ahmed Kathrada published an open letter appealing to President Zuma 

to submit to the will of the people and step down. Over the weekend the South African 

National Defence Union (SANDU) formally encouraged lawful action to either recall or 

remove President Zuma from office.  

 

 As a result of President Zuma’s declining popularity the ANC is likely to suffer a severe loss 

in support at the upcoming local elections. One the local election results are out the ANC 

will be on the lookout for a scapegoat and will likely increase calls for Zuma’s removal from 

office. According to TNS, a market research company, the percentage of black urban voters 

supporting the president has declined from 43% a year ago to 27%. This poll was taken prior 

to Mcebisi Jonas’ statement that the Guptas had offered him the job of Finance Minister.  

 

 Although it may still be too early to make bold predictions news flow on political 

developments needs to be closely scrutinized in determining optimal portfolio weightings. 

The first quarter Bureau for Economic Research manufacturing sector survey reported the 

highest ever response rate from firms rating the current “political climate” as a constraint 

on investment.  

 

 Clearly a change in political leadership would have major repercussions for both local and 

foreign investor confidence. Standard & Poor’s would likely postpone its expected 

downgrade of SA’s sovereign debt to “junk status”. Bond yields would come down, the rand 

would strengthen and interest rates would no longer need to increase. After 

underperforming badly over the past two years domestically-biased sectors may be set to 

outperform, especially sectors benefiting from a recovery in investment confidence. The 

construction and construction materials sectors would be obvious beneficiaries.  
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