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SOUTH AFRICA ECONOMIC REVIEW 

 As expected Standard & Poor’s Global Ratings (S&P) granted SA a reprieve, leaving its 

foreign-currency sovereign credit rating unchanged at BBB-. S&P credited SA’s prudent 

fiscal consolidation plans and Eskom’s much improved electricity supply. The National 

Treasury announced that: “The benefit of this decision is that SA is given more time to 

demonstrate further concrete implementation of reforms that are underway aimed at 

achieving higher levels of inclusive growth and place public finances on a sustainable path.” 

While a downgrade to sub-investment grade has been avoided over the near-term, the 

threat has not disappeared. S&P has kept SA on “negative watch” for a potential 

downgrade at the next bi-annual review in December. S&P would probably have 

downgraded SA last Friday if the decision to push a country into sub-investment grade was 

not so momentous. S&P may be less lenient next time. (See Bottom Line for further 

analysis). 

 

 There were substantial net foreign portfolio inflows into SA’s bond and equity markets in 

the past week of R6.3 billion and R23.3 billion, respectively, following Standard & Poor’s 

Global Ratings’ (S&P) decision to maintain SA’s investment grade rating. The rand 

strengthened over the past week from R/$15.68 to 15.08, from R/€17.43 to 17.15, and 

from R/£22.88 to 21.68, respective gains versus the dollar, euro and pound of 3.8%, 1.6% 

and 5.2%. However, gains against other emerging markets were less impressive suggesting 

the rand’s appreciation may have been influenced less by S&P’s reprieve than the US non-

farm payroll numbers. The US data was extremely weak pushing back the expected date for 

the next interest rate hike, which will benefit emerging market currencies. The rand 

appreciated against the Brazilian real, Indian rupee, Indonesian rupiah, Mexican peso and 

Philippine peso by 0.3%, 0.5%, 0.5%, 0.1% and 0.5% respectively.  

 

 Total domestic vehicle sales fell in May by -10.4% year-on-year worse than the -9.2% 

contraction in April and far worse than the -7.7% consensus forecast. Domestic vehicle sales 

have fallen on a year-on-year basis for 15 straight months reflecting weakening consumer 

demand. Domestic passenger vehicle sales fell -13.0% on the year a slight moderation from 

April’s -13.6% decline. Although vehicle export sales growth slowed from 39.1% year-on-

year to 0.8% this is due to the base effect of an unusually strong reading in April 2015. On a 

month-on-month basis vehicle exports increased a robust 2.6%.  

 



 

 

 The Barclays manufacturing purchasing managers’ index (PMI) fell from 54.9 in April to 51.9 

in May but still above the 50.5 March reading. The PMI has been above the expansionary 50-

level for three straight months indicating a stabilization in manufacturing conditions. Most 

sub-indices remained above the key 50-level, although the employment index 

disappointingly declined from 50.4 to 48.0. The business activity index fell from 56.4 to 

52.9, but still a respectable level. Encouragingly, the expected business conditions index, 

which measures prospects in six months’ time, moderated only slightly from 55.9 to 54.1, 

indicating a sustainable improvement in manufacturing output. Unfortunately, the prices 

index increased further from 77.7 to 80.1 confirming growing inflationary pressure and the 

likelihood of further interest rate hikes.  

 

 SA Auditor General Kimi Makwetu announced in his 2014/15 local government audit that the 

number of municipalities receiving a clean audit had increased from 40 to 54. Although a 

fraction of the total 272 municipalities this is a substantial improvement from 13 just five 

years ago. However, irregular expenditure has more than doubled over the past five years 

to almost R15 billion and unauthorized expenditure has increased threefold to over R15 

billion. The Auditor General noted that 92% of municipalities had financial difficulties. 

 

 SA unexpectedly registered a second consecutive trade surplus in April. Although SA’s trade 

surplus decreased from R2.0 billion in March to R0.4 billion in April this was better than the 

-R0.9 billion consensus forecast deficit and the –R2.5 billion deficit recorded in April last 

year. The cumulative trade deficit for 2016 to date is –R16.8 billion the lowest in the first 

four months of the year since 2012 and 41% less than last year’s deficit. The improving 

trade data indicates that the weaker rand is finally benefiting the economy via export 

competitiveness and reduced imports.  

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 GDP growth: Due Wednesday 8th June. According to consensus forecast quarter-on-quarter 

annualised GDP growth is expected to deteriorate from 0.6% in the fourth quarter (Q4) last 

year to -0.1% in Q1. With the agriculture and mining sectors already in recession many 

economists expect a negative GDP reading.  

 Fitch credit rating announcement: Expected Wednesday 8th June. Fitch has not disclosed 

the date of its announcement but according to consensus it is expected to be Wednesday. 

Fitch’s current BBB- foreign currency sovereign debt rating is expected to be maintained 

although it is likely the outlook will move from “stable” to “negative”.  



 

 

 Mining production: Due Thursday 9th June. According to consensus forecast the year-on-year 

decline in mining production is expected to moderate from -18.0% in March to -7.20% in 

April with the base effect of weak year-ago production levels coming to the rescue.  

 Manufacturing production: Due Thursday 9th June. The strong improvement in the Barclays’ 

manufacturing purchasing managers’ index in April indicates manufacturing production will 

rebound from its -2.0% year-on-year contraction in March to growth of +0.40% in April, 

according to consensus forecast. 

 

NORTH AMERICA 

 Non-farm payrolls increased in May by just 38,000 substantially below the 160,000 

consensus forecast. Although part of the decline is attributed to the Verizon strike which 

affected 35,000 the reading is nonetheless disappointing. Weakness was broad-based across 

the economy, the manufacturing sector lost -10,000 jobs, construction -15,000 and 

temporary employment -21,000. The unemployment rate unexpectedly fell from 5.0% to 

4.7% but this is due to the labour force declining by a massive 458,000. The labour 

participation rate fell back to December levels at 62.6%. While employment data is a 

“lagging” economic indicator the latest non-farm payroll figures will weaken the Fed’s 

resolve in hiking interest rates this month. A July rate hike may still be possible but this 

would depend on a rebound in the June non-farm payroll numbers. Employment data is 

notoriously volatile, abnormally weak monthly payroll readings are frequently followed by 

powerful rebounds and upward revisions the following month.  

 In a speech in Philadelphia, which came after the abnormally weak employment data, Fed 

Chair Janet Yellen said “one should never attach too much significance to any single 

monthly report”. Yellen noted “good reasons to expect that the positive forces supporting 

employment growth and higher inflation will continue to outweigh the negative ones.” 

Although no guidance was given on the timing of a rate hike the speech confirmed her view 

that the US economy’s expansion remains intact justifying a gradual increase in interest 

rates.  

 The nationwide Institute for Supply Management (ISM) manufacturing index unexpectedly 

increased from 50.8 in April to 51.3 in May, above the key 50-level which separates 

expansion from contraction. The positive PMI reading is in contrast to regional 

manufacturing surveys including the Empire State survey, Philly Fed survey and Chicago 

purchasing managers’ index, which all declined in the past month below the contractionary 

50-level. Among the ISM sub-indices, the employment index remained unchanged at a 

subdued 49.2 while the prices paid index increased sharply from 59.0 to 63.5 reflecting the 



 

 

inflationary effect of rising oil and commodity prices. The forward-looking new orders index 

fell slightly from 55.8 to 55.7 but still at an elevated level.  

 Construction spending fell in April by a sizeable -1.8% month-on-month the largest drop 

since January 2011 and well below the 0.6% consensus forecast increase. However, a large 

part of the decline is due to the base effect of higher comparative levels following 

substantial upward revisions to the February and March readings, from 1.0% to 1.4% and 

from 0.3% to 1.5% respectively. Nonetheless, there were notable declines in non-

residential, and state and local government construction spending, both declining in April 

by -3.0% on the month, indicating slower investment-led and fiscal expenditure.  

 The Conference Board consumer confidence index unexpectedly slipped from 94.7 in April 

to 92.6 in May below the 96.1 consensus forecast. While the current conditions index fell 

sharply from 117.1 to 112.9 the forward-looking expectations index dropped only 

moderately from 79.7 to 79.0. Among the sub-indices, the labour market index fell from 1.4 

to -0.1 and the business conditions index from 6.0 to 4.3. The decline in consumer 

confidence suggests the upcoming presidential election may already be starting to weigh on 

sentiment, given the negative approval ratings of both candidates.  

 Nominal personal spending increased in April by 1.0% month-on-month beating the 0.7% 

consensus forecast. In real terms personal spending grew an impressive 0.6% on the month. 

The strong reading is attributed to a healthy increase in wages and salaries, of 0.5% on the 

month and 5.2% on the year. The data is consistent with solid real consumption growth of 

around 2.5-3.0% annualised in the second quarter (Q2). With consumer spending comprising 

over two-thirds of US GDP the data suggests GDP growth should recover strongly in Q2 to 

around 2.4-2.8%. 

CHINA 

 China’s official manufacturing purchasing managers’ index (PMI) was unchanged in May at 

50.1 a fraction above the expansionary 50-level and better than the Caixin/Markit PMI, 

which fell from 49.4 to 49.2. Among the sub-indices there was little change from the 

previous month, while the production index gained from 52.2 to 52.3 the forward-looking 

new orders index fell slightly from 51.0 to 50.7. Notably the PMI for large enterprises, 

which are concentrated in “old economy” investment-led sectors, fell from 51.5 to 50.8. By 

contrast, the PMI for medium- and small-sized enterprises improved from 50.0 to 50.5 and 

from 46.9 to 48.6, indicating a rebalancing away from investment-led towards consumer-

driven growth. Over the short-term the economy appears to be stabilizing, helped by an 

improved housing market, monetary and fiscal stimulus and strong credit growth. The pace 

of growth is likely to decline in the second half of the year as these tailwinds start to fade 

and the country adjusts to excessive credit growth.  



 

 

 

JAPAN 

 Prime Minister Shinzo Abe announced that the sales tax increase from 8% to 10%, which had 

been scheduled for April 2017, would be postponed to October 2019. The reasoning behind 

the postponement is that Japan’s economy will be better placed to withstand a sales tax 

increase ahead of the 2020 Tokyo Olympics amid the anticipated infrastructure spending 

boom. Although he did not elaborate on details Abe also stated his intention to launch an 

economic stimulus package during the third quarter. The announcements should improve 

the near-term economic outlook.  

 

 Wages per worker increased in April by 0.3% year-on-year down sharply from 1.5% in March 

and below the 0.5% consensus forecast. While base pay has increased on a year-on-year 

basis for an impressive 24 straight months there is still a notable reluctance from firms to 

raise wages more rapidly. Firms are mindful that profits are being enhanced by yen 

depreciation and weak oil prices, which are transitory and therefore do not support more 

meaningful wage increases. Significantly higher wages are key to bringing about a 

sustainable end to Japan’s deflation.  

 

EUROPE 

 As expected the ECB kept its interest rate settings and €1.8 trillion asset purchase 

programme unchanged. The ECB raised its 2016 Eurozone GDP growth forecast from 1.4% to 

1.6% and kept its 2017 forecast unchanged at 1.7%. ECB President Mario Draghi said: “The 

balance of economic risks has improved on the back of the monetary policy measures taken 

and the stimulus still in the pipeline.” However, the ECB maintained that inflation would 

only recover gradually from 0.2% this year to 1.6% in 2018, below the central bank’s target 

of just under 2%. Draghi kept open the option for additional monetary stimulus if inflation 

remains below target saying “it is clear we will not hesitate to act.” Once again, Draghi 

called upon other policy areas to complement the ECB’s stimulus.  

 

 Eurozone retail sales were unchanged in April at 0.0% month-on-month. On a year-on-year 

basis Eurozone retail sales growth has slowed steadily from 2.8% in February, to 1.8% in 

March, and 1.4% in April, the slowest since December 2014. The 0.8% quarter-on-quarter 

retail sales growth achieved in the first quarter (Q1) is unlikely to be sustained in Q2 with 

the latest reading suggesting a slowdown to around 0.4-0.6%. The boost to household 

disposable income and consumer confidence from low oil prices is rapidly fading. With 

consumer spending accounting for the bulk of GDP growth, the latest retail data indicates 



 

 

Eurozone GDP growth will slow from 0.5% quarter-on-quarter in the first quarter (Q1) to 

around 0.3-0.4% in Q2.  

 

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

and service sectors, was revised upwards slightly from the initial 52.9 estimate to 53.1, 

well above the expansionary 50 level. Although encouraging the headline PMI masks notable 

weakness in key sub-indices. The PMI forward-looking new orders index fell to a 16-month 

low, consistent with Eurozone GDP growth falling from 0.5% quarter-on-quarter annualised 

in the first quarter (Q1) to 0.4% in Q2. Among the four largest Eurozone economies, 

Germany’s PMI was revised lower from 54.7 to 54.5, France’s from 51.1 to 50.9, and Italy’s 

by a substantial margin from 53.1 to 50.8.    

 

UNITED KINGDOM 

 With the EU referendum (23rd June) just two-and-a-half weeks away Brexit polls have 

shifted direction in the past week. The “leave” vote has taken the lead in three polls. 

Betting agencies have reduced the probability of a “remain” vote to around 70% down from 

80% the previous week. The polls are blamed for the recent decline in the pound. The 

latest manufacturing and services purchasing managers’ index (PMI) surveys indicate that 

over a third of companies view the EU referendum as having a detrimental effect and in 

some instances a “severely detrimental” effect on their businesses.  

 

 The Markit/CIPS manufacturing purchasing managers’ index (PMI) increased from its three-

year low in April rising from an upwardly revised 49.4 to 50.1, just above the expansionary 

50-level and beating the 49.6 consensus forecast. The manufacturing PMI reading is 

nonetheless disappointing, consistent with a quarter-on-quarter decline in manufacturing 

output of around -0.8% in the second quarter (Q2) worse than the -0.4% decline in Q1. Rob 

Dobson, senior economist at Markit noted that the manufacturing sector would “remain a 

drag on broader economic growth, adding pressure on the service sector to sustain the 

upturn in GDP.”   

 

 

FAR EAST AND EMERGING MARKETS 

 India’s GDP grew in the first quarter (Q1) by an unexpectedly strong 7.9% year-on-year 

above the 7.5% consensus forecast. The service sector performed well with the trade, 

transportation and communication sector growing 9.9% and financial services by 9.1% on the 

year. Manufacturing output also grew a respectable 9.3% on the year although down from 

11.5% in Q4 last year. While private sector capital expenditure remained subdued this is 



 

 

being made-up by fiscal stimulus initiatives and increased public sector infrastructure 

spending. Encouragingly, agricultural output increased 2.3% on the year a marked 

improvement on the -1.0% contraction in Q4. The India Meteorological Department 

forecasts more favourable weather conditions in 2016 with above-average monsoon rains 

following two years of El-Nino inflicted droughts.   

 

 Australia’s GDP growth surprised to the upside, increasing in the first quarter (Q1) by a 

solid 1.1% quarter-on-quarter up from an upwardly revised 0.7% in Q4 last year, and beating 

the 0.8% consensus forecast. While business investment contracted -4.2% on the quarter 

dragged lower by weak mining capex, household consumption and residential investment 

grew strongly by 1.1% and 1.4%. At the same time inflation remains in check well within the 

Reserve Bank of Australia’s (RBA) 2-3% target range, which suggests the RBA will keep its 

benchmark interest rate at an accommodative 1.75% despite improving GDP momentum.   

 

 The pace of Brazil’s GDP contraction slowed in the first quarter (Q1) to -0.3% quarter-on 

quarter, from -1.3% in Q4 and -1.6% in Q3 last year. Although on a year-on-year basis GDP 

shrank by -5.4% Brazil’s economy may be past the worst of the recession. The improved 

outlook is attributed to a growing contribution from exports and government consumption, 

which increased 6.5% and 1.1% on the quarter. Although the change in government will 

likely affect government consumption during Q2, GDP should continue to bottom-out and 

gradually recover in the second half of the year. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.50 

JSE Fini 15  + 1.94 

JSE Indi 25  + 2.28 

JSE Resi 20  + 23.40 

R/$   + 3.74 

R/€   - 0.74 

R/£   + 4.71 

S&P 500  + 3.20 

Nikkei   - 12.89 



 

 

Hang Seng  - 4.03 

FTSE 100  + 0.50 

DAX   - 5.79 

CAC 40   - 4.64 

MSCI Emerging  + 3.67 

MSCI World  + 1.42 

Gold   + 17.41 

Platinum  + 11.78 

Brent Crude  + 34.92 

 

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 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 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 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 

 As expected Standard & Poor’s Global Ratings (S&P) granted SA a reprieve, leaving its 

foreign-currency sovereign credit rating unchanged at BBB-. The rand strengthened by 

about 3% versus the dollar, pound and euro after the rating decision was announced on 

Friday evening and a further 1% on Monday.  

 

 S&P credited SA’s prudent fiscal consolidation plans and Eskom’s much improved electricity 

supply. The National Treasury announced that: “The benefit of this decision is that SA is 

given more time to demonstrate further concrete implementation of reforms that are 

underway aimed at achieving higher levels of inclusive growth and place public finances on 

a sustainable path.” 



 

 

 

 While a downgrade to sub-investment grade has been avoided over the near-term, the 

threat has not disappeared. S&P has kept SA on “negative watch” for a potential 

downgrade at the next bi-annual review in December. S&P would probably have 

downgraded SA last Friday if the decision to push a country into sub-investment grade was 

not so momentous. S&P may be less lenient next time. 

 

 S&P still needs convincing that the economy will recover and that the Treasury will be able 

to implement its budget reduction targets. S&P said it “could lower the ratings this year or 

next if policy measures do not turn the economy around.” S&P is looking for bold policy 

measures including labour reforms, mining sector reforms, and reforms of state-owned 

enterprises.  

 

 S&P was explicit in voicing its concerns over political uncertainty: “Rising political tensions 

are accentuating vulnerabilities in the country’s sovereign credit profiles.” S&P went on: 

“Political tensions have increased in SA since the removal of former Finance Minister 

Nhlanhla Nene; the Constitutional Court ruling against President Jacob Zuma; and periodic 

disputes between key government institutions and within the ruling ANC. We believe that 

these political factors, if they continue to fester, could weigh more on investor confidence 

than inconclusive labour or mining sector reform.” 

 

 S&P’s assessment suggests that for the country to avoid losing its investment-grade rating in 

December, much will depend on unimpeded policy implementation by “market-friendly” 

factions within government. Much will also depend on the outcome and the ANC’s response 

to the local elections on 3rd August.  

 

 The rand’s short-term boost from S&P’s positive credit rating decision provides investors 

with an excellent opportunity to diversify out of SA-based assets. Pressure on the rand is 

likely to resume amid continued policy uncertainty, political tensions, and lackluster 

economic growth.  

 

 Besides the rating decision the rand has gained some reprieve, alongside other emerging 

market currencies, from weak US employment data which pushed back the likelihood of a 

June US rate hike. Even though a US rate hike may have been delayed the Fed is keen to 

normalize interest rates. One or two rate hikes before year-end are inevitable, which will 

place emerging market currencies, including the rand, under renewed pressure. 
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