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SOUTH AFRICA ECONOMIC REVIEW 

 Standard & Poor’s Global Ratings (S&P) announced a downgrade to South Africa’s local 

currency sovereign debt rating from BBB+ to BBB-, one notch above non-investment grade, 

in line with its foreign currency bond rating, which it left unchanged. Despite a strikingly 

negative assessment the rating agency resisted a downgrade to “junk status”. However, 

S&P like fellow rating agencies Fitch and Moody’s kept South Africa on “negative watch”. A 

negative credit ratings watch signals a strong chance of a downgrade at the next review in 

June 2017 unless there is concrete evidence of structural reforms to lift the country’s 

economic growth rate. (See Bottom Line for further analysis).   

 

 The Barclays manufacturing purchasing managers’ index (PMI) increased from 45.9 in 

October to 48.3 in November. Although in sub-50 contraction territory for a fourth straight 

month some of the sub-indices showed decent gains. Manufacturers’ purchasing 

commitments increased from 46.7 to 50.0 and the forward-looking new sales orders and 

expected business conditions regained the key 50-level, rising from 44.5 to 51.4 and from 

50.6 to 53.9. The data suggests the manufacturing sector, after contracting in the third 

quarter (Q3) by around 5% quarter-on-quarter, will trough in Q4 and improve into the first 

half of 2017.  

 

 The trade balance reverted from a R6.9 billion trade surplus in September to a -R4.4 billion 

deficit in October although far less than the -R9.0 billion consensus forecast. The month-

on-month deterioration is attributed to a 10.1% decline in exports. However, the longer 

term trend mirrors declining imports in response to weak consumer demand and poor 

business investment demand for imported capital goods. The cumulative trade deficit for 

the year-to-date has narrowed to -R14.3 billion from -R59.5 billion over the same period in 

2015. The recent uptick in the oil price following OPEC’s production cutback agreement 

may cause the trade deficit to widen again over coming months. South Africa’s mineral 

imports average around R12 billion per month comprising almost entirely of oil. Higher oil 

prices may cause the current account deficit to increase from 3.1% of GDP in the second 

quarter to over 4% in the first two quarters of 2017.  

 

 The BER business confidence index (BCI) fell from 42 in the third quarter (Q3) to 38 in Q4 

giving back some of the previous quarter’s ten-point gain. The BCI has been below the key 

50-level which demarcates expansion from contraction for eight straight quarters. Among 



 

 

the five economic sectors surveyed, vehicle dealer confidence fared worst falling from 37 

to 26, followed by the manufacturing sector unchanged at 30 and the retail sector, down 

from 43 to 34. By contrast, the building sector improved from 44 to 48 and the wholesale 

sector fell marginally from 56 to a relatively elevated 53. The weak BCI figures are 

reflected in anemic private sector investment spending, which has contracted for four 

straight quarters.  

 

 Total vehicle sales fell in November by 9.6% year-on-year marking the 20th straight month of 

decline. Passenger vehicle sales fared worst, down 13.8% on the year its 23rd straight 

decline. Commercial vehicle sales also fell by 2.0% on the year, with the brunt felt by 

medium and heavy commercial vehicles declining 18.7% and 17.1%, respectively. The data 

reflects an extremely weak domestic environment stemming from challenging business 

conditions and poor consumer demand. The National Association of Automobile 

Manufacturers (NAAMSA) stressed that conditions remain extremely challenging despite 

cash incentives for buyers. Fortunately, export demand remained robust contributing to a 

12.4% year-on-year increase in total vehicle export sales, up from 11.1% in October.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 GDP growth: Due Tuesday 6th December. Third quarter (Q3) GDP growth is expected to fall 

to 0.4% quarter-on-quarter annualised in sharp contrast to the 3.3% recorded in Q2. While 

the contraction in agricultural output has slowed both mining and manufacturing sectors 

have been a drag on Q3 growth. Business and household expenditure have also been on a 

downtrend amid weak business and consumer confidence. 

 

 Manufacturing production: Due Thursday 8th December. While the base effect of weak 

comparative year-ago numbers should ensure an improvement in year-on-year 

manufacturing production growth from 0.0% in September to 0.9% in October, month-on-

month growth is expected to subside from 1.5% to 0.6%.  

 

 Mining production: Due Thursday 8th December. Mining production growth is expected to 

slow slightly from 3.4% year-on-year in September to 2.8% in October due to the base effect 

of high year-ago comparative levels.   

 

 Current account deficit: Due Friday 9th December. The current account deficit is expected 

to widen slightly from -3.1% of GDP in the second quarter (Q2) to -3.6% in Q3 attributed to 

the quarter’s declining trade surplus.  

 

GLOBAL 



 

 

 The oil price has increased by just under 20% since 30th November when OPEC agreed to 

curb production by 1.2 million barrels per day to 32.5 million, starting in January. Most of 

the production cuts will come from Saudi Arabia at 500,000 barrels per day. Agreement is 

contingent on non-OPEC countries cutting production by 600,000, which will comprise 

mainly a 300,000 barrel cut by Russia. Some analysts are skeptical over the details of the 

agreement, in particular the viability of expected cuts from Iran and Iraq and from non-

OPEC producers. Moreover, Saudi Arabia is struggling to maintain its current pace of 

production regardless of planned cuts so that the agreement is unlikely to make significant 

material difference to the actual supply/demand balance.  

 The Barclays global manufacturing confidence index gained from -0.19 in October to -0.13 

in November amid a broad-based uptrend across most regions. The only detractor was the 

UK where the manufacturing purchasing managers’ index (PMI) fell in November to 53.4 as 

the country comes closer to triggering Article 50, expected around March 2017. Other 

regions fared well with manufacturing PMIs rising in the US and China from 51.9 to 53.2 and 

from 51.2 to 51.7. The Eurozone PMI increased to 53.7 its highest in ten months while 

Japan’s PMI eased slightly to 51.3 from October’s 51.4 ten-month high.  

 

NORTH AMERICA 

 Nonfarm payrolls increased in November by 178,000 in line with the 180,000 consensus 

forecast keeping the three-month average at a steady 175,000. This is well above the 

150,000 level regarded as consistent with a steadily tightening labour market. The 

unemployment rate fell from 4.9% to 4.6% a nine-year low, although partly due to a decline 

in the labour participation rate from 62.8% to 62.7%. While average hourly earnings fell by 

0.1% month-on-month the year-on-year rate of growth remains buoyant at 2.5% and with 

lower unemployment should maintain a steady uptrend. Overall, the jobs report appears to 

fulfill all the conditions for a December rate hike at the Fed’s policy meeting on 14th 

December.  

 The Institute for Supply Management (ISM) manufacturing index increased from 51.9 in 

October to 53.2 in November its highest level in five months, well above the expansionary 

50-level and the 52.5 consensus forecast. Among the sub-indices the employment index 

slipped from 52.9 to 52.3 but the forward-looking new orders index gained from 52.1 to 

53.0 indicating further strong headline readings in the months ahead. The ISM data 

corroborates the Markit manufacturing purchasing managers’ index (PMI), which also 

increased in November from 53.4 to 54.1.  

 The closely watched Institute for Supply Management Chicago purchasing managers’ index 

(PMI), measuring economic activity in the key midwest region, surged from 50.6 in October 



 

 

to 57.6 in November its highest reading since January 2015. The PMI, well above the 

expansionary 50-level, more than reversed its decline from 54.2 to 50.6 in October. Among 

the sub-indices the new orders index increased from 52.5 to 63.2 signaling strong forward 

momentum in the months ahead.  

 The Institute for Supply Management (ISM) services index increased from 54.8 in October to 

57.2 in November, its highest level since October last year. The reading is well above the 

expansionary 50-level and the 55.5 consensus forecast. The ISM services index covers 

around 90% of the economy including diverse industries such as retail, healthcare, 

agriculture and construction. Among the ISM sub-indices the business activity index gained 

from 57.7 to 61.7 and the employment index from 53.1 to 58.2. However, the forward-

looking new orders index slipped from 57.7 to 57.0 suggesting the headline index may have 

reached medium-term peak levels.  

 Third quarter (Q3) GDP growth was revised upwards from the initial 2.9% quarter-on-

quarter annualised rate to 3.2% its fastest pace since Q3 2014. The uplift is attributed to 

stronger than expected growth in personal consumption expenditure, revised up from 2.1% 

to 2.8%. Meanwhile, the contribution to GDP growth from inventory accumulation was 

revised lower from 0.61 to 0.49 percentage points, which bodes well for growth in coming 

quarters given increased scope for replenishing inventories. Unfortunately, business 

spending on equipment fell for a fourth straight quarter, falling at 4.8% more than the 

initial 2.7% estimate. The economy is expected to maintain its solid pace of expansion in Q4 

and into early 2017. However, the boost from Trump’s proposed tax cuts and infrastructure 

spending may be partly offset by the effect of imposed trade tariffs.   

 

CHINA 

 China’s official manufacturing purchasing managers’ index (PMI) unexpectedly increased 

from 51.2 in October to 51.7 in November its highest since July 2014 and well above the 

51.0 consensus forecast. Like the headline index most sub-indices moved further above the 

key 50-level separating expansion from contraction. The production index increased from 

53.3 to 53.9, the forward-looking new orders index from 52.8 to 53.2 and the input prices 

index from 62.6 to 68.3 its highest level since February 2011 indicative of rising inflation 

pressures. The private sector Caixin manufacturing PMI decreased slightly from 51.2 to 50.9 

but nonetheless close to its 28-month high. The overall data raises the prospect of an 

acceleration in China’s GDP growth in 2017, helped by continued fiscal stimulus and 

government infrastructure development. 

 



 

 

JAPAN 

 Worker wages increased in October by 0.1% year-on-year marking the first positive reading 

in three months while scheduled pay increased 0.3% up from September’s 0.2%. The 

improving trend in wages bodes well for the upcoming “shunto” annual wage negotiations. 

The outcome of wage negotiations tends to be guided by company profits, consumer price 

inflation and increasingly, government pressure. The government is pressing for higher 

wages, as a key prerequisite to ending Japan’s deflationary spiral.  

 

 

EUROPE 

 Italy voted No in its referendum on constitutional reform aimed at reducing the powers and 

size of the Senate, prompting the immediate resignation of Prime minister Matteo Renzi. 

The resignation was followed soon after by calls from the populist 5-Star Movement for an 

early election next year. Opinion polls show support evenly split between Renzi’s 

Democratic Party and ex-comedian Beppe Grillo’s 5-Star Movement, which is proposing a 

referendum on Italy’s membership of the EU.  

 

 Eurozone consumer price inflation (CPI) picked-up from 0.5% year-on-year in October to 

0.6% in November its highest level since April 2014, showing a steady increase from 0.1% in 

June, 0.2% in August, and 0.4% in September. However, headline CPI still remains far below 

the ECB’s target of just under 2% and core CPI, excluding food and energy prices, remained 

unchanged at 0.8% for the fourth straight month. With the ECB still forecasting inflation of 

just 1.6% in 2018 it is likely the central bank will extend the timeframe of its €80 billion per 

month quantitative easing programme when it convenes its policy meeting on 8th 

December.  

 

UNITED KINGDOM 

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

manufacturing and service sectors, unexpectedly increased from 54.7 to 55.2 well above 

the 54.0 consensus forecast and the expansionary 50-level. The strength is attributed to the 

services PMI, which increased from 54.5 to 55.2. According to Chris Williamson, chief 

business economist at IHS Markit, which compiles the survey: “The pace of UK economic 

growth remains resiliently robust in the fourth quarter, despite ongoing uncertainty caused 

by Brexit.” However, among the PMI sub-indices the forward-looking business expectations 

index fell to its second lowest level in four years, reflecting uncertainty ahead of March 

2017, when Article 50 is likely to be triggered.  



 

 

 

 Mortgage lending remained buoyant in October defying expectations of a post-Brexit 

slowdown with mortgage approvals rising from 62,900 in September to 67,500. Unsecured 

consumer credit also increased sharply from £1.48 billion in September to £1.62 billion in 

October recording year-on-year growth of 10.5% the highest since October 2005. While 

helped by the Bank of England’s (BOE) base lending rate cut from 0.5% to 0.25% in August 

consumer credit demand is likely to ease in 2017 as inflation starts biting into household 

disposable income. The BOE forecasts the weak pound will cause consumer price inflation 

to peak at 2.75% in 2017 well above its 2% target.  

 

 Consumer confidence fell in November to its lowest level since the Brexit vote in June with 

the GfK confidence index falling from -3 in October to -8. The slump in consumer 

confidence is attributed to rising inflation expectations. According to the European 

Commission’s consumer sentiment survey British consumer price expectations over the next 

12 months recorded the biggest increase since the data series began in 1985. The index 

measuring households’ intentions to make purchases over the next 12 months fell from 14 

to 5, confidence over the wider economy fell from -19 to -25 and the outlook over the next 

12 months from -17 to -22, while confidence over personal finances fell from 6 to 2.  

 

FAR EAST AND EMERGING MARKETS 

 The heavy outflows from dedicated emerging market investment funds in the two weeks 

following Trump’s election slowed to a trickle in the week ended 30th November, with flat 

movement from equity funds and a slightly inflow to bond funds. This is in contrast to 

combined outflows of -$13 billion and -$5 billion in the two prior weeks. While uncertainty 

over Trump’s proposed protectionist policies continues to hamper sentiment towards 

emerging markets some confidence is returning following OPEC’s positive influence on the 

oil price and the rising trend in commodity prices.  

 

 India’s manufacturing purchasing managers’ index (PMI) fell sharply from its 22-month high 

of 54.4 in October to 52.3 in November, attributed to the disruptive effect of removing high 

denomination banknotes from circulation. According to Pollyanna De Lima, economist at 

IHS Markit which compiles the survey: “PMI data for November showed that the sudden 

withdrawal of high-value banknotes in India caused problems for manufacturers, as cash 

shortages hampered growth of new work, buying activity and production.” In order to help 

restore economic activity the Reserve Bank of India is expected to cut its benchmark repo 

interest rate by at least 25 basis points and possibly 50, at its policy meeting on 7th 

December.  

 



 

 

 South Korea’s exports increased in November by an impressive 13.7% month-on-month and 

by 2.7% year-on-year, a substantial improvement on the -3.2% and -5.9% contractions in 

October and September. Export values increased to their highest level in 14 months. 

Korea’s export recovery reflects improving broad-based global demand as well as firmer 

pricing particularly in commodities and semi-conductors. 

 

 Brazil’s central bank monetary policy committee (Copom) cut its benchmark Selic interest 

rate by a further 25 basis points its second straight cut after keeping rates unchanged for 

more than a year. According to Copom’s statement: “Recent inflation was more favourable 

than expected, partly as a result of declining food prices, but also with signs of more 

widespread disinflation.” According to central bank forecasts consumer price inflation will 

decelerate from around 6.6% in 2016 to 4.4% in 2017 and 3.6% in 2018 paving the way for 

continued monetary easing. A more aggressive rate cut of 50 basis points is expected at the 

next policy meeting on 11th January to help stave off the country’s recession. Brazil’s GDP 

contracted in the third quarter by 0.8% quarter-on-quarter annualised.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 1.93 

JSE Fini 15  - 4.45 

JSE Indi 25  - 13.26 

JSE Resi 20  + 30.48 

R/$   + 12.76 

R/€   + 13.88 

R/£   + 29.25 

S&P 500  + 7.87 

Nikkei   - 3.99 

Hang Seng  + 2.70 

FTSE 100  + 8.06 

DAX   - 0.54 

CAC 40   - 1.35 



 

 

MSCI Emerging  + 7.53 

MSCI World  + 3.33 

Gold    + 10.34 

Platinum  + 5.22 

 

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 key £/$1.30 level support level has been broken opening up a £/$1.20-1.24 

target. 

 

 The JPMorgan global bond index is testing the support line from the bull market stemming 

back to 1989, which if broken will project further sharp increases in bond yields. 

 

 The US 10-year Treasury yield has broken back above the key support level of 2.0% 

endangering the multi-year bull trend in US bonds. 

 

 The benchmark R186 SA Gilt yield is now testing the key support level of 9.0% endangering 

the mini-bull market in bonds which has been in place since the start of the year.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdqaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 

 The Brent crude price is well supported at $40 a barrel and having broken key resistance at 

$50 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5000 per ton. 

 



 

 

 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 

 The rand strengthened against major currencies over the past week, discounting 

expectations that Standard & Poor’s Global Ratings (S&P) would affirm South Africa’s 

sovereign foreign currency rating at BBB-, one notch above non-investment grade. The rand 

strengthened over the week from R/$14.16 to 13.94, from R/€15.02 to 14.86 and from 

R/£17.75 to 17.57.  

 

 While S&P downgrading South Africa’s local currency rating from BBB+ to BBB- this is still 

one notch above non-investment grade putting both local and foreign currency ratings on 

the same level. Fitch and Moody’s are one and two notches above non-investment grade, 

respectively. However, together with S&P all three are on “negative watch” signaling a 

downward trend.  

 

 In its assessment S&P cited increased deficit financing needs, forecasting a rise in debt-to-

GDP from the current level of 49% to 54% by 2019. S&P also cited political tensions and 

persistently weak GDP growth. S&P reported that” We could lower the ratings if GDP 

growth or the fiscal trajectory does not improve in line with our current expectations, for 

example if South Africa enters a recession in 2017…. We could also lower the ratings if we 

believed that institutions had become weaker due to political interference affecting the 

government’s policy framework.” On the other hand, a reversion to a stable outlook would 

occur: “If we observed policy implementation leading to improving business confidence and 

increasing private sector investment, and ultimately contributing to higher GDP growth and 

improving fiscal dynamics.” 

 

 Despite keeping the foreign currency rating unchanged the tone of S&P’s assessment was 

strikingly negative, signaling a high risk of a downgrade at the next review in June 2017 

unless South Africa makes more than “piecemeal” progress on structural reforms.  

 

 Time is running out: The negative watch, which was put in place in December 2014, has a 

24-month timeline indicating either a follow through to non-investment grade or reversion 

to “stable watch” by December 2017. 



 

 

 

 President Zuma’s response to last week’s ANC National Executive Committee meeting, will 

be critical. A reshuffle of key cabinet posts, especially if Finance Minister Pravin Gordhan is 

removed from office, would cement a ratings downgrade in June 2017.  
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