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SOUTH AFRICA ECONOMIC REVIEW 

 Moody’s credit rating agency warned that SA’s low economic growth rate is weighing on the 

country’s credit worthiness by shrinking its tax base. Moody’s currently rates SA’s sovereign 

bonds two notches above junk status but has the country on a “negative outlook” for a 

potential downgrade. The announcement raises the likelihood that Moody’s will follow 

through with a rating downgrade unless Finance Minister Pravin Gordhan’s state budget on 

24th February provides concrete measures to narrow the deficit without further harming the 

economy’s growth profile. (See Bottom Line). 

 In his quarterly Systems Update Eskom CEO Brian Molefe reported solid progress in the last 

quarter 2015 with planned outages down -10% compared to the previous year, falling to 

13.8% of generating capacity, the lowest since July 2014. Although the first unit of the new 

1,300 megawatt Ingula power station will only be in commercial operation by March 2017 

rather than 2016 Molefe indicated Eskom would be able to avoid load shedding even during 

the coming winter months. Analysts were quick to point out that the absence of load 

shedding has as much to do with slowing electricity demand due to the weak economy and 

reduced mining activity and metal smelting. Moreover, businesses and households are 

easing pressure on Eskom by increasingly moving off the grid.  

 The Markit composite purchasing managers’ index, measuring conditions in both 

manufacturing and services sectors, improved slightly from 49.1 in December to 49.6 in 

January beating the 49.0 consensus. However, the PMI remained in contractionary sub-50 

territory for the eighth straight month. According to Markit: “While the weak rand helped 

exports to stabilize, it also exerted some upward pressure on input costs, resulting in the 

steepest increase in overall costs for five months.” On the other hand new sales orders, 

output and employment all showed some improvement relative to the December readings.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Mining production: Due Thursday 11th February. According to consensus forecast the 

stagnation in mining production is expected to continue from -0.80% year-on-year in 

November to -1.0% in December constrained by subdued global trade and the ensuing 

collapse in commodity prices. 



 

 

 Manufacturing production: Due Thursday 11th February. According to consensus forecast the 

contraction in manufacturing production is expected to deepen from -1.0% year-on-year in 

November to -1.5% in December due to weakening domestic and global demand. 

 State-of-the-nation address: Due Thursday 11th February. President Zuma may use the 

state-of-the-nation address as an opportunity to address ebbing business confidence and 

potentially announce bold measures to boost the economy’s long-term growth potential. 

(See Bottom Line). 

 

GLOBAL 

 This week is marked by the Lunar New Year coinciding with public holidays across China and 

much of the Far East. Equity markets will be closed this week in China, South Korea and 

Taiwan. The Lunar New Year will usher in the Year of the Monkey which traditionally is 

associated with shrewdness. However, this year holds great dangers for the world economy 

and businesses according to China’s soothsayers. Many analysts view China’s currency 

devaluation as providing the greatest threat to global financial market stability. Yuan 

devaluation will export deflation to the rest of the world prompting further destabilizing 

rounds of competitive currency devaluations.  

 

 

NORTH AMERICA 

 Non-farm payrolls increased in January by 151,000 below the 190,000 consensus forecast 

and far lower than the previous months’ figures of 262,000 in December, 280,000 in 

November and 295,000 in October. At face value the slightly disappointing employment 

reading adds to the growing likelihood that the Federal Reserve will delay its next interest 

rate hike. However, the unemployment rate fell further from 5.0% to 4.9% the lowest since 

2008. In addition, growth in average hourly earnings improved from 0.0% month-on-month 

in November to 0.5% the fastest increase since January 2015. The average weekly hours 

worked also increased from 34.5 to 34.6 signaling a tightening labour market.   

 US worker productivity, measured as the output of goods and services per hour worked, fell 

in the fourth quarter (Q4) last year by -3.0% quarter-on-quarter annualized considerably 

worse than the -2.0% consensus forecast. Non-farm business output increased just 0.1% 

while hours worked climbed 3.3%. Unit labour costs increased 4.5%, which will have a 

negative impact on companies’ profit margins. Productivity has grown by less than 1% over 

the past five years well below the long-term average of 2.1%. In January Federal Reserve 



 

 

Vice Chairman Stanley Fischer described the slowdown in productivity growth “a prominent 

and deeply concerning feature of the past four years.”  

 The Institute for Supply Management (ISM) non-manufacturing index fell from 55.8 in 

December to 53.5 in January. Although still above the expansionary 50-level the decline in 

the services ISM may signal that weakness in the manufacturing sector is spreading to the 

services sector of the economy. Among the sub-indices the business activity index fell 

sharply from 59.5 to 53.9, the employment index from 56.3 to 52.1, and the prices paid 

index from 51.0 to 46.4 indicating declining inflationary pressure. The forward-looking new 

orders index fell from 58.9 to 56.5 and the new export orders index from 53.5 to a 

contractionary 45.4. While disappointing the data remains consistent with GDP growth of 

around 2.0%.  

 Sales of light vehicles increased in January by 1.4% month-on-month to an annualized rate 

of 17.46 million units beating the 17.3 million consensus forecast. Auto sales increased by 

0.9% and light trucks by 1.8% partly reversing December’s -5.2% and -4.3% declines. The 

data should dispel fears that December’s slowdown was the start of a rapid drop in 

consumer durable goods spending. Consumer spending remains robust and while 

contributing three-quarters of economic output should fuel GDP growth of around 2-2.5% in 

the first quarter. 

 

CHINA 

 China’s foreign exchange reserves fell in January by a further -$99.4 billion following the 

steep -$107.9 billion decline in December, reducing reserves to R3.23 trillion well below 

the $4 trillion levels in mid-2014. Capital outflows have been substantial since the Peoples’ 

Bank of China unexpectedly devalued the yuan last August sparking fears of a deeper than 

expected economic slowdown and the likelihood of further devaluations. Some economists 

have suggested the best way to prevent further hemorrhaging of China’s reserves would be 

for the authorities to implement a sharp once-off devaluation of the yuan. However, 

China’s leaders have ruled out this possibility. Many analysts have identified yuan 

devaluation as the greatest risk facing financial markets. Yuan devaluation would export 

deflation and spark destabilizing competitive currency devaluations across China’s trading 

partners.  

 

JAPAN 

 Wages increased in December by just 0.1% year-on-year, which although up from 

November’s 0.0% is well below the 0.7% consensus forecast. Real wages fell in December by 



 

 

-0.1% on the year and for 2015 as a whole by -0.9% the third straight annual decline 

following falls in 2014 and 2013 of -2.8% and -0.9%. Higher wages are a key pre-requisite for 

bringing about an end to Japan’s decade-long deflationary spiral. The upcoming spring 

wage negotiations will be closely scrutinized by the Bank of Japan (BOJ), which is targeting 

a return to 2% inflation by 2017. Although the survey by the Institute for Labour 

Administration signals aggregate wage hikes of 2.12% in 2016 any disappointment in this 

regard may prompt the BOJ to administer further monetary easing at its end-April policy 

meeting.  

 

 The government’s Economy Watchers Survey index fell from 48.7 in December to 46.6 in 

January marking the sixth straight reading below the key 50 level which separates 

expansion from contraction. Among the sub-indices the household index fell from 47.7 to 

45.6 and the business index from 48.9 to 45.9. The employment index also fell from 55.1 to 

54.8 although well above the expansionary 50-level, signaling a tight labour market. While 

discouraging overall the forward-looking expectations index increased from 48.2 to 49.5. 

The government’s assessment stated that “a modest recovery trend continues” although 

noted China’s slowdown as being a key risk.  

 

EUROPE 

 Eurozone retail sales increased in December by 0.3% month-on-month marking the first gain 

since August. However, on a year-on-year basis retail sales growth declined from 1.6% to 

1.4% its slowest pace since November 2013. After increasing in the third quarter (Q3) by 

0.7% quarter-on-quarter retail sales shrank on a quarterly basis by -0.1% in Q4, indicating a 

distinct loss in momentum. Among the Eurozone’s largest economies France showed the 

strongest retail sales growth at 1.3% on the month offsetting November’s decline in the 

wake of the terror attacks. The slowdown in retail sales is mirrored by the revised Eurozone 

composite purchasing managers’ index which fell from 54.3 in December to 53.6 in January, 

indicating a broadening decline in economic impetus. The data supports the likelihood that 

the ECB will boost its monetary stimulus in March.  

 

 The Eurozone unemployment rate fell from 10.5% in November to 10.4% in December 

beating the consensus forecast for no change. Among the four largest Eurozone economies 

Germany’s unemployment rate held at the 4.5% record low, while French and Italian 

unemployment also remained unchanged at 10.2% and 11.4%. Spain’s unemployment 

maintained its recent decline improving from 21.0% to 20.8%. Overall, the Eurozone 

unemployment rate still remains too high to bring about wage cost pressure and restore 

inflation to the ECB’s 2% target. Growth in average hourly labour costs lost momentum from 

1.6% year-on-year in the third quarter (Q3) to 1.1% in Q4.   

 



 

 

UNITED KINGDOM 

 The composite purchasing managers’ index (PMI) measuring conditions across 

manufacturing and service sectors increased to 56.0 the highest in six months and well 

above the key 50-level which demarcates expansion from contraction. The impetus came 

from the services index which gained from 55.5 to 55.6. While manufacturing has been 

weak due to deteriorating global demand, the services sector has been the main driver of 

economic growth accounting for more than three-quarters of the UK economy. However, 

even the services sector is showing signs of losing momentum. The forward-looking business 

expectations index fell from 67.8 to 67.5 a three-year low attributed to concerns over the 

upcoming EU referendum.  

 

 The publication by the European Council (EC) of a draft deal on the UK’s EU negotiations 

brings closer the EU referendum date. The expected referendum date is the 23rd June, 

which must be confirmed with no more than 16 weeks’ notice. Failing this date the next 

most likely option would be September. Although the government has until the end of 2017 

to hold the referendum it wants to conclude it as soon as practicable in order to remove 

business and consumer uncertainty. The EC draft deal falls short of some of the major 

reforms which had been hoped for leaving EU referendum opinion polls evenly balanced 

between the “in” and “out” camps. However, EC President Donald Tusk indicated room for 

further compromise. A UK vote to leave the EU would have a sharp adverse effect on the 

economy in the months immediately following the referendum. The risk of an “out” vote 

largely explains the recent weakness in sterling in spite of buoyant economic indicators.   

 

 As expected the Bank of England (BOE) kept its benchmark interest rate unchanged at 0.5% 

with little indication of an imminent rate increase. The decision of the BOE Monetary Policy 

Committee was unanimous with the sole dissenter in January’s meeting joining the 

consensus view. The BOE reduced its GDP growth forecasts from 2.5% to 2.2% in 2016 and 

from 2.7% to 2.4% in 2017. Inflation is only expected to reach 0.9% in the fourth quarter 

lower than the previous 1.3% forecast. There is little chance of a rate hike in the first half 

of the year especially with the growing likelihood of the EU referendum being held in June. 

However, the financial market’s forecast that the first rate hike won’t occur before 2018 

also seems improbable. The last quarter this year seems more likely as the starting point 

for the rate hiking cycle.  

 

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of Australia (RBA) kept its benchmark interest rate unchanged at 2.0%. 

The rate has been held at the record low since being cut in May 2015. While the RBA cited 



 

 

several improvements in the domestic economy including increased business confidence, 

employment growth and business credit extension, the fallout from declining commodities 

remains a concern. The RBA noted a continued moderation in the pace of growth in China, 

Australia’s largest trading partner. Inflation remains well anchored at the lower end of the 

RBA’s target range which could facilitate a further cut in the benchmark interest rate if 

necessary.  

 

 Having cut its benchmark interest rate by a cumulative 125 basis points in 2015 the Reserve 

Bank of India (RBI) kept the repo rate unchanged at 6.75% at its policy meeting last week. 

The RBI left its GDP forecasts for Financial Year (FY) 2016 and 2017 unchanged at 7.4% and 

7.6%. While GDP growth remains buoyant, enjoying the fastest pace among the world’s 

economies, there is scope for further interest rate cuts with the RBI forecasting moderate 

inflation of 5% by end FY 2017. However, the central bank is likely to wait for the state 

budget on 29th February before implementing any further rate cuts. The RBI will be on the 

lookout for any inflationary spillover from government’s expected enhancement to its 

infrastructure spending programme.  

 

 Indonesia grew its GDP in the fourth quarter (Q4) by 5.4% year-on-year up from 4.7% in Q3 

and Q2 and considerably above the 4.8% consensus forecast. The improved growth rate is 

attributed to solid public investment expenditure and increased monetary stimulus. Public 

infrastructure spending has been boosted since the merger of the housing ministry and 

public works ministry adding to greater efficiency in government capital spending. The 

outlook for Indonesia’s economy has brightened helped by an improved current account 

balance, a stabilization in the rupiah, and improved inflation readings. With inflation 

expected to return to the central bank’s 3-5% target range further interest rate cuts are 

likely during the first half of the year.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  - 2.49 

JSE Fini 15  - 5.54 

JSE Indi 25  - 3.84 

JSE Resi 20  + 4.25 

R/$   - 4.07 

R/€   - 7.02 



 

 

R/£   - 3.06 

S&P 500  - 9.32 

Nikkei   - 10.66 

Hang Seng  - 11.98 

FTSE 100  - 8.86 

DAX   - 16.42 

CAC 40   - 12.31 

MSCI Emerging  - 7.56 

MSCI World  - 9.88 

Gold   + 12.18 

Platinum  + 3.82 

Brent Crude  - 9.82 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. Although the rate of the rand’s depreciation is accelerating there is little sign 

so far of panic selling or capitulation. This stage needs to be reached before a reversal in 

the rand’s move can occur. 

 

 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 2.0% and 2.2%. 

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.  

 

 Brent crude’s break below the key $30 support level suggests a continuation of the 

weakening long-term trend to a downside target of $25. Copper is regarded a reliable lead 

indicator for industrial commodity prices and barometer of global economic growth. It has 

broken below the key $4,500 support level 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 remains below the 24-month moving average at 50,600. The recent 

consolidation pattern between 47,000 and 49,000 is likely to be resolved with a break to 

the downside to an initial target of 45,000 and an ultimate target of 43,000.  

 

BOTTOM LINE 

 Last week the World Bank and Moody’s credit rating agency joined the litany of doomsayers 

cautioning against SA’s deteriorating economic prospects. Moody’s warned that weak 

economic growth and lower tax revenues would lead to a credit rating downgrade. The 

World Bank, in its economic update on SA warned that “The economy is flirting with 



 

 

stagnation if not recession,” adding that “a downgrade to sub-investment grade would 

trigger higher borrowing costs, capital outflows, and risk a recession with knock-on 

implications for poverty reduction and possibly social stability in the longer-term.”  

 

 The government acknowledges the severity of the current crisis and that an economic 

recession and credit rating downgrade could be imminent realities. At the ANC National 

Executive Committee lekgotla ANC Secretary General Gwede Mantashe admitted that 

“everything” must be done to avoid an economic recession. There is a growing urgency to 

build better communication and lines of cooperation between the government and private 

sector. In the past fortnight Finance Minister Pravin Gordhan and senior National Treasury 

colleagues have met with a large group of 60 senior business executives to discuss ways for 

averting a sovereign credit rating downgrade. This week business leaders have been invited 

to meet with President Zuma at the “Presidential Investor Working Luncheon and World 

Economic Review” ahead of his state of the nation address on Thursday. 

 

 The improved communication between government and the private sector is having a 

beneficial effect on the bond market. Foreign investors are responding favourably. After 

being consistent net sellers of SA sovereign bonds since the start of the year foreign 

investors turned net buyers in the week ended Tuesday 2nd February with a net inflow of 

+R3.1 billion. Outflows at the start of the year were largely reversed by the end of January 

with a net monthly outflow of just –R0.3 billion. This is a great improvement on the net 

outflows of –R8.2 billion in December and –R6.1 billion in November.  

 

 Although investors are warming to government’s charm offensive and conciliatory approach 

to the private sector the risk of a credit rating downgrade remains very real and will likely 

only be averted through bold reforms. In an environment of weakening global trade and 

declining demand for commodities SA will, in the words of the World Bank, need “bold 

reforms” in order to restore confidence and encourage investment and “lift the long-term 

growth trajectory.” 

 

 Bold reforms would dramatically reduce the likelihood of a credit rating downgrade and 

provide the catalyst for a stabilization in the rand exchange rate. The 11th February when 

President Zuma presents the state of the nation address and the 24th February when 

Finance Minister Pravin Gordhan’s presents the state budget potentially provide key 

opportunities for the government to announce bold economic reforms. It is rumoured that 

the state budget will break with tradition and include significant expenditure cuts in 

addition to the usual revenue increases. This would be extremely good news and welcomed 

by financial markets.  

 



 

 

 Although the state of the nation address traditionally steers clear of new economic policy 

announcements this week’s address may hint at bold reforms. Such reforms could include 

improved infrastructure investment structures, a reduction in regulatory red-tape, 

enhanced labour market flexibility, better standards of education, or even suggestions of 

privatisation. Last week Finance Minister Gordhan argued for the sale of a stake in Eskom 

suggesting private shareholders should be able to buy up to 49% of the state-owned 

enterprise. A privatization programme would be a sure way of keeping the credit rating 

agencies at bay.  
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