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Executive Summary


The latest set of GDP figures paints a sombre picture of the local economy. We now expect the economy to contract
by 0.1% in 2016 (down from our previous forecast of 0.2% growth), before recovering at a slightly faster pace of 1%
in 2017 (previously 0.9%). The global backdrop has been similarly tumultuous. The outcome of the UK referendum
shocked global markets and has prompted the key rating agencies to downgrade their UK sovereign rating.



The large miscalculation in markets around the Brexit and ensuing market volatility has led to a significant softening
of expectations around a US Fed rate hike, and altered the outlook for interest rates globally. The European Central
Bank indicated that it was ready to provide further liquidity and BoE Governor Mark Carney suggested that UK
interest rates could be cut further.



The recent rally in the rand and supportive global risk appetite, coupled with the fading prospect for US rate hikes,
has necessitated a review of our expected inflation profile. Inflation is still forecast to gradually drift higher into the
end of the year, although we have revised our previous peak of 7.5% down substantially to a peak of about 6.8% by
year-end. We therefore expect the MPC to leave interest rates unchanged in July.



We cannot ignore the wave of money flowing into emerging markets. The global search for yield and ensuing yield
compression on a global scale is currently unprecedented. Peripheral European bond yields remain well supported
despite the heightened sense of political risk. We would not expect to see US yields below European yields unless
the US entered a severe recession. South Africa has not been unique in our ability to attract capital flows, which
have favoured emerging markets as a whole.



Momentum on the bonds is now remarkably overbought in the near term, and we would be loath to chase lower
yields from current levels without a period of short term consolidation. Market expectations around the domestic
hiking cycle are now exceptionally flat and are only pricing in a greater than 50% probability of another 25bps hike
from the SARB by the November meeting.



The rand is close to overbought at current levels, but based on our estimates of purchasing power parity the rand is
currently around 14.5% undervalued on a fundamental basis. The powerful developments over the last few weeks
necessitate a significantly less bearish estimation of the rand by year-end. We have revised our year-end view
significantly lower to the R15.30-R15.50/$ level, compared to our previous estimates of just above R16.00/$.



The pound is now at its weakest level against the US dollar since 1985 and has been the outlying underperformer
amongst global majors. The rand has been among the top 3 outperformers after the Brazilian real and Colombian
peso. The deferral of a Fed hike for the foreseeable future has however bought EM FX some time, and negates our
previously aggressive long dollar positioning for the short to medium term.



Gold has been a large beneficiary of the global risk-off trade, and a test of around $1,400/oz. is still on the cards.
Brent crude oil has remained buoyed. We look to a range of $35-$45/bbl. as our longer term estimation of oil prices.



The large scale structural shifts which appear to be underway globally , could necessitate a significant paradigm
shift.
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Key driving factors
Event

Risk factor

Global policy response

The deferral of the Fed hike is the key catalyst in the near term. The extent of global policy coordination and
stimulus measures will determine the longevity of the current market effect. China remains a wild card, and
developments there will need to be watched closely.

SA event risk

Over the longer term, political risk remains a key consideration, especially given the local government
elections in August. The focus of international investors will be on implementation of better policy rather than
platitudes and promises. For now, the EM reprieve has bought SA Inc. some time.

Source: Nedbank
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Economic Overview
Domestic economic trends
The latest set of GDP figures paints a sombre picture of the local economy. Real GDP contracted by a worse-than-expected 1.2% q-o-q on
seasonally adjusted annualised basis in the first quarter, down from 0.4% and 0.3% in the fourth and third quarters of 2015 respectively. The
weakness was widespread. The most damage was done by the massive 18.1% drop in value added by the mining and quarrying sector, hurt by
softer global demand, the slump in international commodity prices, high domestic cost structures and persistent legislative uncertainty. Value
added by drought-stricken agriculture, ‘electricity, gas and water’ and ‘transport, storage and communication’ also declined over the quarter.
Elsewhere the pace of economic activity either remained generally sluggish or slowed even further off last year’s lower base.

Long term trends in fixed investment activity

Quarterly trends in key drivers of domestic demand

Source: SARB Quarterly Bulletin

Source: SARB Quarterly Bulletin

The ‘domestic trade, accommodation and catering’ industries grew at a much slower pace of 1.3%, failing to hold on to some of the
momentum gained in the final quarter of last year. Local consumers scaled back purchases as household finances deteriorated under the
strain of mounting job losses, rising inflation and higher debt service costs. The South African Reserve Bank’s figures show that growth in real
personal disposable income slowed to only 0.3% q-o-q in the first quarter from an already modest 1.8% in the fourth quarter of last year.
Given slower income growth and the 75bps hike in interest rates, the ratio of debt service costs to disposable income rose to 9.7% from 9.5%.
The uncertainty created by the sharp escalation in political turmoil and social discontent since December last year probably also weighed on
households. Overall, household consumption expenditure declined by a seasonally adjusted annualised 1.3% q-o-q in the first quarter, after
growing by 2.1% and 2.4% in the fourth and third quarters of last year respectively. On the upside, higher volumes were recorded in wholesale
trade, and the recovery in inbound foreign tourism continued in early 2016.
Another worrying development is the loss of momentum in construction activity, which grew by only 0.5% in the first quarter. This too reflects
the underlying lack of confidence in the economy’s growth prospects. Total fixed capital formation fell by an alarming 6% in the first quarter,
as both general government (down 11.9%) and the private sector (down 6.8%) reduced capital expenditure sharply. The Reserve Bank
indicated that the reluctance to expand capacity was widespread within the private sector, with particularly sharp declines recorded in the
mining sector and private transport services. In contrast, public corporations accelerated capital outlays, growing by 2.5% over the quarter.
The Reserve Bank noted that the biggest contribution came from increased capital outlays by Eskom on its Medupi, Kusile and Ingula power
plants.
Only manufacturing and the broader ‘finance, real estate and business services’ industries managed slightly faster growth in real value added
in the first quarter. However, the growth rates were unimpressive. Manufacturing edged up by a marginal 0.6% off a very low base, while
‘finance, real estate and business services’ grew by a moderately faster 1.9%, compared with 1.7% in the final quarter of last year.
So far April’s economic statistics suggest that the very gradual recovery in manufacturing production continued and the rate of decline in
mining production at least moderated somewhat, but growth in retail sales lost further momentum in April and the slump in new vehicle
sales continued unabated in June. A broad, synchronised and consistent recovery over the next three quarters appears unlikely. On the
output side, agriculture is expected to remain depressed, given the lingering impact of the drought on many farming regions. Lacklustre global
demand, still low international commodity prices, high domestic production costs and limited economic infrastructure will continue to weigh
on mining and manufacturing, limiting the upside provided by a weaker rand. Consequently, restructuring will probably continue in these
sectors, resulting in cutbacks to capital expenditure and jobs among private firms.
Total fixed capital formation is now forecast to decline by around 2% in 2016 as a whole, with the main drag likely to come from reduced
capital expenditure by the private sector. At the same time, the slowdown in household spending is expected to intensify, given the stagnant
job market, softer income growth and rising cost pressures ranging from surging food inflation and higher fuel prices to rising debt service
costs. We expect growth in consumer spending of only 0.5% in 2016 as a whole, down from 1.7% in 2015.
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While consumption expenditure by general government may be propped up by election-related spending in the third quarter, overall
growth will probably be contained given the need to reduce the budget deficit and to stabilise government’s debt burden. On balance, the
more cautious and conservative attitude among domestic consumers is expected to outweigh any boost from the recovering tourism industry,
constraining growth in the services industries. Given the contraction in GDP in the first quarter, strong and sustained growth in each of the
next three quarters is required to produce even a marginally positive outcome for 2016 as a whole. Consequently, we now expect the
economy to contract by 0.1% in 2016 (down from our previous forecast of 0.2% growth), before recovering at a slightly faster pace of 1% in
2017 (previously 0.9%).
The key for South Africa, in our opinion, remains the lack of economic growth and government’s apparent inability to create a stable and
attractive policy and investment environment. Recent rising public discontent with service delivery has sparked waves of violent and
destructive protests across country, causing significant damage to public infrastructure. Added to this, unhappiness within the ranks of the
ANC about the party’s chosen candidates for the local government election in August also incited violent disputes in many parts of the
country, which escalated into widespread destruction of property and looting of private businesses with distinct xenophobic undertones in
some areas. More evidence of either corrupt dealings or anti-competitive behaviour by state-owned enterprises emerged. This all contributes
to a lingering sense of political and social risks domestically which remain on the horizon, and cloud the outlook over the longer term.

Global economic trends
The global backdrop has been similarly tumultuous. World markets have been thrown into turmoil, confidence has been dented and the
outlook for growth has altered significantly after the UK voted to leave the European Union (EU). Confidence has also been hurt by sporadic
terrorist attacks in the US and Turkey, which have brought to the fore the threat posed by extremism. An assault by a lone gunman in Orlando,
Florida claimed 49 lives, the highest number of casualties since 9/11. This while militants in Turkey killed 41 people and left more than 200
injured after coordinated attacks on Ataturk airport in Istanbul.
The outcome of the UK referendum shocked global markets, which had priced in a triumph of the “Remain” camp. The Chicago Board’s
Options Exchange Volatility Index (VIX), an indicator of risk aversion, surged by 49.3% in a single day and a surge of almost 97% peak to trough
- albeit from a very low level - as markets across the globe fell sharply. The British pound slumped by 12% within a few hours, to its lowest
level in 31 years. Risk assets including the euro, emerging market currencies, most commodity prices and equities fell sharply, while gold and
the Japanese yen firmed on the news. Spreads on five-year credit default swaps in the highly-indebted Eurozone rose to their highest level
since January 2015. European stocks were hard hit, with UK banking stocks plunging by more than 10% at opening as Barclays Plc., Lloyds Plc.
and Royal Bank of Scotland shed over 30% on the day the result was announced. The volatility prompted key European central banks to
announce their readiness to pump extra liquidity if the need arose.
The duration of the “Brexit” process is uncertain. Prime Minister David Cameroon will step down at the Conservative Party congress in
October 2016, leaving the new prime minister to negotiate the UK’s termination of its EU membership and secure new trade deals. The
“Brexit” process has been complicated by Scotland’s indication that a new referendum on independence could be held after Scottish people
voted firmly in favour of remaining in the EU, while EU leaders have stated that the nature of the future relationship with UK will be
determined only after the exit has been finalised. A prolonged “Brexit” process would result in lingering global uncertainty and could hurt
confidence and global growth prospects.
The uncertainty has prompted the key rating agencies to downgrade their UK sovereign rating. S&P Global Ratings, the last of the big three
rating agencies that had maintained the highest possible sovereign rating, stripped the UK of its AAA rating, downgrading it to AA, with a
negative outlook. It warned that the “Brexit” process would result in a less predictable, stable, and effective policy framework in the UK.
Moody’s affirmed its Aa1 rating, but changed the outlook to negative from stable, warning that the future trade relationship will be crucial for
the rating outlook. Fitch Ratings downgraded its rating to AA from AA+, with a negative outlook.
Increased uncertainty has dampened global economic growth prospects, and the firmer momentum visible in the major industrialised
economies in recent times is likely to be disrupted. In the US, high-frequency releases have pointed towards a slight pick-up of momentum
after the economy expanded by 1.1% in the first quarter of 2016. Retail sales growth has risen, while the residential real estate market has
shown further gains. However, a sharp drop in job gains in May and a significant downward revision of job growth for the previous two
months indicate that the growth momentum remains vulnerable. The unemployment rate has eased to 4.7% from 5% early in the year, but
this was mainly due to a lower labour participation rate, which suggests that jobseekers are finding it more difficult to find employment.
In the Eurozone, growth remained relatively firm in the first quarter after picking up in the final quarter of 2015, the labour market reflected
signs of improvement in the first five months of the year, while there were signs that the weaker euro was supporting exports. These gains
would be disrupted by a major dent to both business and consumer confidence. Growth prospects elsewhere will be highly dependent on the
impact of lower confidence on output activity.
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Global monetary policy trends
The increase in uncertainty and market volatility has altered the outlook for interest rates in industrialised economies for the remainder of
this year. Fed funds futures have virtually eradicated chances of a Fed rate hike later this year, indicating a below 10% probability of a 25bps
hike at the Fed’s December meeting. This is down from 50% in early June and 75% in late May (for more see Interest rate insights below).
The turmoil in markets following the “Brexit” vote prompted the Bank of England (BoE) to announce that it was ready to pump more than
£250 billion of liquidity if required, while the European Central Bank indicated that it was ready to provide further liquidity in both euros and
foreign currency. In a recent speech BoE Governor Mark Carney suggested that UK interest rates could be cut further if uncertainty remained
elevated. This raised expectations that the BoE will reduce its Bank rate, which is currently 0.5%, at its meeting on 4 August. Further monetary
policy easing would mean that the policy rate would most likely be dropped into negative territory, while the BoE could also purchase
government and private sector bonds as it expands the size of its asset purchase programme, which stands at £375 billion.
In most of the developing economies the focus has remained on the likely inflationary impact of higher global oil prices and volatile
currencies, although policy rates have not been tightened further. The uncertainty triggered by the “Brexit” vote is likely to result in an
extended pause in the rate tightening cycle.

Balance of payments implications
The current account deficit widened to 5% of GDP in the first quarter from 4.6% in the final quarter of last year. This was mainly due to a
larger deficit on the services account, which outweighed the impact of a slightly narrower trade deficit. The services deficit increased to 4.1%
of GDP from 3.6% in the fourth quarter, caused mainly by higher net dividends payments, which offset the positive impact of a 9% surge in
travel receipts due to the recovery in inbound tourism. The trade deficit narrowed slightly as the value of exports (up 1.4%) rose by more than
that of imports (up 0.8%). The improvement in exports mainly reflects the impact of higher prices for some merchandise, a modest recovery in
non-gold commodity prices, a strong rebound in gold prices combined with a much weaker rand. This largely offset the continued slide in both
merchandise and gold export volumes over the quarter. The rise in imports was also due to a combination of higher prices on certain foreign
goods, a weaker rand and higher import volumes of maize. This outweighed the impact of generally weaker domestic demand for imported
goods particularly crude oil.

South Africa’s current account deficit remains wide

Emerging Market currencies vs US dollar

Source: SARB Quarterly Bulletin

Source: Thomson Reuters

We still expect the trade deficit to narrow further during the remainder of 2016, due mainly to lower import volumes and prices brought
about by a combination of low international oil prices, weaker household spending and shrinking fixed investment. Export volumes and prices
are forecast to improve modestly, but much will depend on some recovery in commodity prices and local producers’ ability to capitalise on the
competitive boost provided by a weaker rand. This may prove difficult given softer global demand and the risk of output disruptions posed by
limited power capacity and persistent tensions with organised labour. Improved inbound tourism should support the services account. Despite
the worse-than-expected outcome in the first quarter, we still expect the current account deficit to narrow only marginally to around 3.6% of
GDP in 2016 as a whole, slightly better than 2015’s 4.3%.
In the first quarter the country felt the effects of increased risk aversion among global investors towards emerging markets generally, and
commodity-based economies particularly. However, more recently, a resumption of the global search for yield and commensurate carry-trade
appears to have built up momentum, resulting in significantly higher portfolio capital inflows into emerging markets and into South Africa
specifically. The volatility of these flows and South Africa’s reliance on foreign capital predisposes us to significant vulnerability to the ebb and
flow of global risk appetite, while the broader macro-fundamental prospects remain one of fading economic activity, persistent structural and
other imbalances, continued policy and political uncertainty, as well as the persistent risk of possible downgrades to the country’s sovereign
risk ratings (especially in the December round of ratings updates). This dictates that we remain ever vigilant despite recent tailwinds globally.
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Credit demand
Private sector credit growth eased further to 6.6% y-o-y in May from 7.1%, as corporate credit growth eased to 11.4% from 12.1%, while credit
to households remained subdued at 2.4%. Within asset based finance, annual growth in mortgage advances (which accounts for 40% of total
credit) slowed further for the fourth consecutive month in April, easing to 6%. Growth in instalment sales and leasing finance, which eased to
2.4% (its weakest since December 2010), continued to be affected by rising car prices on the back of a weaker rand as well as weak consumer
confidence. Loan growth is forecast to slow in line with the weaker economy. Companies and households are likely to be more hesitant to take
on debt as profits and job security come under pressure. Most financial institutions will probably also tighten lending conditions as interest
rates trend higher and the risk of bad debts increases.

Credit to corporates ticks lower recently

Food inflation eases from recent peaks

Source: SARB

Source: Statistics SA

Inflation
Consumer inflation once again surprised on the downside in May, easing to 6.1%, this was down from 6.2% in April and 6.3% in March. This
slight improvement was due to some moderation in the rate of price increases across a broad range of products and services. Food prices rose
by a smaller-than-expected 0.2% over the month, helping to contain food inflation to 10.8% y-o-y in May. Although still high, it is at least down
from 11.3% in April.
Inflation for non-durable goods moderated to 7.1% from 7.2%, while that for semi-durable goods eased to 4.7% from 4.8%. However, durable
goods inflation edged up further to 6% from 5.9%, probably reflecting the impact of the rand’s sharp depreciation late last year and continued
volatility this year. Services inflation was unchanged at 5.7% for the third consecutive month. Core inflation was steady 5.5% y-o-y in May.
The recent rally in the rand and supportive global risk appetite coupled with the fading prospect for US rate hikes has necessitated a review
of our expected inflation profile. Inflation is still forecast to gradually drift higher into the end of the year, although we have revised our
previous peak of 7.5% down substantially to a peak of about 6.8% by year-end.
Thereafter we see inflation easing and have revised our view of it dipping below 6% forward to around the middle of next year, albeit
remaining sticky around 6% into the end of 2017. This turnaround will be reinforced by the high base established early this year, an
anticipated recovery in agricultural production in 2017, and the inhibiting influence of persistently subdued domestic demand. The key risks to
our revised inflation outlook remain any further rand volatility, a sharper and longer-than-expected spike in food prices and a stronger-thananticipated recovery in global oil prices.
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Interest rate insights
Global
Other than expecting no Brexit, the largest miscalculation in markets around the Brexit was the fact that the negative feedback loop and a
threat of significantly lower growth in the region (and consequently a global growth drag) would elicit a coordinated push from global central
banks to stabilise the situation, and ensure that a wider financial markets contagion did not occur. This has led to a significant softening of
expectations around a US Fed rate hike which was, prior to the Brexit, the key event risk for the latter half of this year.

A rate hike from the Fed appears firmly off the table

US 10 year within sight of all time low
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The about turn in market expectations has shifted from a 70% probability of a rate hike by December (as was priced in at the end of May), to a
less than 10% probability priced in now. In fact, Fed funds futures are now pricing in a marginal probability of rate cuts from the Fed next year.
While we believe that expectations for cuts may be ebullient, we cannot ignore the fact that taking a Fed hike off the table this year has
profound implications for our estimations of emerging market currencies, and consequently, for monetary policy and fixed income
markets. We will discuss this in detail later in the document.
The Fed funds futures market isn’t the only market which has reacted in such a manner. The yield on the US 10 year government bond was
pushed to its lowest levels since 2012, and is now a marginal 5bps about that record low of around 1.38%. Similarly, gains have been seen
largely across the yield curve, but evidence of further flattening in the US yield curve is evidenced by the larger rally in the long end relative to
the short end. The US 30 year bond yield has rallied to touch record lows and this all remains symptomatic of safe haven demand, as well as a
world in which a dearth of yield has led to a developed market yield compression on an unprecedented global scale.. This has seen the ‘lower
for longer’ narrative return, which is very supportive of momentum in bond markets over the medium term.

US yield curve flattens as long end rallies hard

German/US 10 year spread remains close to record

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank
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Nowhere has the unprecedented global yield compression become more apparent than in the Eurozone. We have previously shown how the
additional stimulus measures from the ECB have resulted in a compression of sovereign yields to levels which, arguably, do not adequately
reflect the fundamental risks of the various sovereigns in the region. Peripheral European bond yields remain well supported despite the
heightened sense of political risk.
However, within Europe, the German bund is arguably the benchmark of high quality sovereign risk and as such, the yield on the bunds tends
to attract safe haven flows in times of distress. This has led the 10 year German bund yield into negative territory around 2 months ago and
this move has been sustained. It has however led to a record high spread between German bunds and the US 10 year Treasury yield.
The initial divergence was due to the fact that the market had expected rate hikes from the US, while Europe was expected to remain on an
accommodative footing for quite some time. Recent events will now take the US hike out of the equation, and as such, we will likely see this
spread correct from current levels of 155bps (close to a record) to more normalised, albeit still positive levels. While the spread had gone
negative during the 2008 financial crisis, we would not expect to see US yields below European yields unless the US entered a severe
recession necessitating significantly higher stimulus. We would only see this as a far tail risk event at this stage.

Global yield compression and a dovish Fed have spurred flows into emerging market assets

Source: IIF

The charts above illustrate the impact of a dovish Fed and Brexit on emerging market flows. The panel on the left shows that a lot of the
bullish sentiment preceded the Brexit and was largely led by Janet Yellen’s dovish stance at the last FOMC, which pushed rate expectations.
This led to a surge into emerging market assets during the early part of June which was predominantly concentrated on flows into debt capital
markets.
Subsequently, the late June Brexit was the proverbial ‘nail in the coffin’ for rate hikes this year, and led to participants who were still pricing in
a probability of hikes to capitulate as evidenced in our discussion around Fed funds futures above. The panel on the left illustrates that South
Africa has not been unique in our ability to attract capital flows and that the positive flows which commenced in the second quarter of this
year have been largely indiscriminate and have favoured emerging markets as a whole. In fact, Africa and the Middle East were late (but still
grateful) beneficiaries, mainly as flows to the region only escalated materially within the last month.

Domestic
The global yield compression and recently risk rally and surge into emerging market assets has had a profound impact on South African
markets. It has served to push the benchmark R186 government yield to the lowest levels we have seen since ‘Nenegate’ late last year. The
chart below indicates that the yield on the R186 has been consolidating since the December blow out and is now testing the bottom of the
current consolidation channel which comes through around 8.50%. At current levels, the R186 has rallied further than we anticipated in our
previous monthly insights and is in overbought territory.
More importantly though, the rising trend line (bearish for bonds) since 2015 has now been decisively broken, and the previous floor level
around 9% will become a short term ceiling level. Momentum on the bonds is now remarkably overbought in the near term. Therefore we
would be loath to chase lower yields from current levels without a period of short term consolidation toward the 9% handle, before
resuming the trend. The upper end of the falling consolidation channel is currently around 9.13% and will likely also act as support. The
sustainability of a globally led rally remains dependant on continued stimulus from central banks, with a lot of expectation and optimism
priced into current prices.
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R186 breaks 2015 bear trend to test pre-‘Nenegate’ levels

Source: Bloomberg, Nedbank

In contrast to the US yield curve which flattened predominantly from the ultra-long end, the South Africa yield curve in the wake of the Brexit
experienced a ‘kinked’ rally. Most of the buying activity was skewed toward the belly of the curve, and concentrated in the 5-10 year bucket
which rallied close to 40bps. While this may largely be driven by size of issuance and liquidity around that tenure, the longer end bonds were
also well supported, resulting in the entire curve shifting lower.
Not only has the trend and level of domestic yields changed, but the yield curve which has been flattening since the start of this year has
continued to do so. Last month, we indicated this flattening across the entire swap curve (as a proxy for the local market) as the short end is
impacted by monetary policy but the long end is dominated by global flows. This month, we would like to illustrate the changes in the short
end of the curve, illustrated by the FRA market.
The developments over the last few weeks have not just flattened rate hike expectations globally, but domestically as well. The FRA curve over
the next 2 years has flattened notably over the last month as market participants’ factor in a stronger rand and no Fed hike as dovish to the
local rate hiking cycle. Market expectations are now exceptionally flat and are only pricing in a greater than 50% probability of another
25bps hike from the SARB by the November meeting, implying no movement at both the July and September meetings.

R186 breaks 2015 bear trend to test pre-‘Nenegate’ levels

Short end of the yield curve has flattened considerably

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank
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Outlook
The Reserve Bank’s Monetary Policy Committee (MPC) continues to face difficult choices. Although recent inflation figures have been more
encouraging, inflation remains above the Reserve Bank’s upper 6% target and the more moderate outcomes of the past few months are
widely viewed to be a temporary pause in an upward trend. As discussed above, we have flattened our expected inflation profile
considerably in the wake of recent events, although the peak is still expected to be significantly above the upper 6% bound.
The upside risks to the inflation outlook also remain on the horizon, with food prices still approaching its peak, global oil prices consolidating
and starting to drift higher, the rand remaining a wild card and vulnerable given the country’s dependence on external funding, and the
general increase in global market volatility over the past two years.
However, the domestic economy has proven weaker in the first quarter than the Reserve Bank anticipated. Added to this, the risks to the
growth outlook remain firmly stacked on the downside. The economy’s depressed state, the stay of execution by rating agencies and the
strong probability that the pace of US interest rate normalisation will be extremely low post “Brexit” have combined to reduce the chances
of further monetary policy tightening in the short-term.
We therefore expect the MPC to leave interest rates unchanged in July. We remain vigilant for any further rand volatility as this is a key
driver of near term inflation expectations. As such, another 25bps hike later in the year, should the currency come under renewed pressure,
cannot be ruled out. We have revised our Prime forecast to end the year at 10.75% (down from our previous forecast of 11% by July) and repo
down to 7.25% (previously 7.50%). Thereafter further tightening will be very dependent on the rating agencies’ decisions in December, as well
as the global backdrop.
In the capital markets, we see the recent rally in fixed income markets as overbought in the short term, and would not be surprised to see a
retracement and consolidation before a continued, albeit range-bound, rally. For as long as the global backdrop remains favourable and
monetary policy easy, the global search for yield remains the key driving force.
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Currency insights
The rand remained highly volatile over the past month, but nonetheless ended the month considerably stronger. The rand has traded
between R14.5392 and R15.7355 against the US dollar in June. The local unit appreciated by 7.1% against the trade-weighted basket of
currencies, gaining 5% against the US dollar, 6.3% against the euro and 15.5% against the troubled British pound, but down 2.2% against the
yen.
The key drivers of the rand’s early recovery in June were the decisions by rating agencies S&P Global Ratings and Fitch to leave the country’s
sovereign risk ratings unchanged, and the neutral outcome of the US Federal Reserve’s FOMC meeting (which once again opted to leave
interest rates unchanged while indicating a significantly more dovish stance with the Brexit exacerbating the influence of a flat Fed hiking
cycle). Based on our estimates of purchasing power parity the rand is currently around 14.5% undervalued.

Domestic
USDZAR rally extends as global risk paradigm shifts

EURZAR negates ‘flag’; breaks back into consolidation channel

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

While we were hopeful of a rand consolidation last month, the extent of recent moves has surprised. The rand broke below resistance around
R15.25/$, and continued to surge into the mid R14’s which is currently testing the previous consolidation channel from above. A break back
into this channel is required to establish a continued downtrend. The rand is now also comfortably below the 50-, 100- and 200-day moving
averages, and a sustained push below all three would indicate a major trend reversal.
The powerful developments over the last few weeks have resulted in a structural shift in our world view, and if the prospect of a Fed hike this
year is in fact off the table, would necessitate a significantly less bearish estimation of the rand by year end. The May lows around R14.15/$
will present the next interim resistance should R14.50/$ break, and thereafter R13.75/$ along the previous ceiling level indicated.
Given the extent of recent moves, the rand is close to overbought at current levels. Similar to our bond view, while it may push a little
further, we would be loath to chase rand strength from current levels and would expect a consolidation back to around the R15.00/$ handle in
the near term. This level is quite critical, as a break back above sustains the break out of the current correction phase, and a move above
R15.50/$ would reopen a bearish rand trend. To the downside, a break below the R13.75/$ level would open up a complete trend reversal and
would prompt us to relook at our view of a range-bound and slightly weaker rand into the end of the year.
The EURZAR has also extended beyond our expected consolidation level of around R16.80/€ from last month. This largely negates the
negative ‘flag formation’ which was building, and the risk-on rally has led to a break back into the consolidation channel since the start of the
year. The bottom of this channel will be an interim target level around R15.40/€ in the near term, with interim rand resistance around
R16.00/€ more or less in line with the April lows. Like the USDZAR cross, EURZAR has done a lot of ‘leg work’ on the back of Brexit led euro
weakness and is overbought in the near term. As such, while R16.00/€ may be on the cards, we would not chase further rand strength from
current levels. We would expect a short term consolidation to our previous floor around R16.80-R17.00/€, which may become a short term
ceiling from which to consider short EURZAR positioning on the back of further long term euro weakness.
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GBPZAR sees a 3 std. deviation rally, breaks 2011 bear trend

Sterling the negative outlier, Rand among top 3 performers
Major currency movers - 1 month
British Pound

-7.53%

Argentine Peso

-7.44%

Swedish Krona

-1.30%

Chinese Renminbi

-1.20%

Hungarian Forint

-1.12%

Czech Koruna

Worst
performing
currencies
against the USD

-0.44%

Russian Ruble

5.05%

New Zealand Dollar

5.64%

Best
performing
currencies
against the USD

Japanese Yen
South African Rand

6.91%
7.69%

Colombian Peso

7.97%

Brazilian Real

11.96%
-10%

Source: Bloomberg, Nedbank

-5%

0%

5%

10%

15%

Source: Bloomberg, Nedbank

The GBPZAR has naturally been the most spectacular of the crosses, as sterling weakness has pushed GBPZAR to the lowest level since July
last year. Mostly notably, the sterling weakness has now led to a break below the long held 2011/2016 bear trend in the rand against the
pound, and is a greater than 3 standard deviation move. Until the dust settles on the pound, it is hard to say where this stops as the Brexit is
an unprecedented geopolitical development with likely long lasting consequences. Interestingly, a head and shoulders formation appears to
now have formed, and if correct, would open a longer term target as low as R15.67/£. This would not be our base case at this stage however,
and we see rand resistance around R18.80/£ as an immediate target. Only a break below this would open up the 2015 lows around R17.05/£.
To the topside, we see R20.00/£ (the previous floor) as a likely ceiling in the near term, with the 2011/2016 trend line marginally above that at
R20.67/£.
The extent of the GBPZAR rally has been further exacerbated by the fact that over the last month sterling has been the outlying
underperformer among global majors, while the rand has been among the top 3 outperformers after the Brazilian real and Colombian peso.
The rally in the rand has even outstripped the yen rally which we shall talk about further below. From this mix, it can be seen that the rand and
higher beta EM FX pairs (like the real and peso) have been the stand out beneficiaries of the complete shift in global risk perceptions and a
resumed global search for yield, albeit being close to overbought in the short term.

Global majors
The extent of volatility and paradigm shift in global markets is best evidenced by looking at the extremely long term sterling chart which
indicates that the pound is now at its weakest level against the US dollar since 1985! In these situations, it will be hard to call a bottom to the
current trend until further clarity is evident in terms of the UK’s path, as well as the process for an EU exit. In the event that a second Scottish
referendum is called, renewed pressure may emerge. For now, $1.30/£ remains support and if broken would open up a Fibonacci projected
level of between $1.20-$1.24/£ as an immediate target. To the topside, we would struggle to see sterling much above $1.38/£, unless a Brexit
officially does not occur. The situation remains extremely fluid and political risk is always hard to quantify.

Sterling at worst level since 1985

Dollar index remains supported amid safe haven demand

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank
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The dollar index has been supported amid the turmoil in global markets, and as such, despite the prospect of no Fed hike this year, remains
above the declining wedge established between February and May of this year. This wedge leaves a test of 100 index points open in the
medium term. To the downside, 93 index points will prove supportive along the double bottom in June. These dollar index support and
resistance levels would correlate with USDZAR around the R14.20 level to the downside, and R15.15 to the top side.
Should the dollar test the 100 index point level, it would postulate a move against most trade weighted peers. With the sterling volatility
skewing the picture in the near term, we would defer to an expectation for further stimulus from the ECB and BOJ at their July meetings. The
EURUSD has been building for a move weaker, after a break out of the 2015/2016 consolidation channel in May and sustaining this in June.
Our longer term targets for the euro remain $1.08/€ and $1.05/€, with an eventual move toward parity possible. To the top side, we would
not expect to see $1.13/€ (bottom of the previous channel) breached sustainably.

Euro still set up for longer term weakness

Yen applies pressure on BOJ to ease

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

Our yen view of a head and shoulders formation playing out since the break lower in February of this year, had postulated a target of ¥105/$,
th
which we expected to hold as support. However, this level was clearly broken during June as the yen surged (4 best performer among
expanded majors after the rand) to temporarily break below the ¥100/$ mark for the first time since 2013. While subsequently regaining some
composure, it continues to grind along the lower end of the 2015/2016 declining channel. At this stage, yen strength is largely premised on a
persistent unwind of the yen carry- trade which has been a feature over the last 18 months. Weak economic data from Japan, coupled with
pressure on exports as well as deflationary pressures, are all building a case for further monetary and fiscal stimulus from Japan, and will
likely be aimed at weakening the yen. The upper end of the current channel around ¥110-112 for the USDJPY will likely be an immediate
target, with ¥100/$ acting as resistance to the downside.

Outlook
The rand will probably remain volatile during the remainder of this year. The rand’s positive performance post the “Brexit” outcome has been
encouraging, but the softer global growth outlook, the strong probability of continued wild swings in global risk aversion, the poor local
economic outlook, the possibility of further political turmoil given the local government elections in August, and the persistent threat of
further possible downgrades to South Africa’s sovereign risk rating all remain negative risk factors.
On a technical basis, we cannot ignore the wave of money flowing into emerging markets as the global search for yield gathers steam in the
wake of recent developments. As such, while we remain fundamentally bearish on the rand from current levels, we have revised our year-end
view significantly stronger to R15.30-R15.50/$, compared to our previous estimates of just above R16.00/$. This still implies that the rand is
close to overbought in the near term, and while a test of R14.20/$ cannot be ruled out, we remain cautious at current levels.
Globally, the dollar may stay stronger than expected in the medium term as other central banks such as the BOJ and ECB prime the stimulus
pump once again. The deferral of a Fed hike for the foreseeable future has, however, bought EM FX some time and negates our previously
aggressive long dollar positioning for the short to medium term.
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Market insights
Commodities
Short term inverse head and shoulders leaves $1400/oz. open

Base metals still grinding along 2016 trend bottom

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

Gold has been a large beneficiary of the global risk-off trade, and our view of preferring gold as a hedge against geopolitical uncertainties was
proven appropriate. We saw bullion rally from around $1,200/oz. last month to peaks above $1,350/oz. in late June. While we’re sceptical of a
sustained break above $1,300/oz., the Brexit was the proverbial straw that broken the camel’s back, and now opens up a test of $1,400/oz. as
the next major level. A nascent expectation of further central bank stimulus has also provided some impetus for the ‘reflation’ trade on gold.
Gold is overbought in the short term, but appears to have built a short term inverse head and shoulders formation which leaves a test of
around $1,400/oz. still on the cards. This would also correlate with a 138.2% Fibonacci projection beyond the 2016 rally to $1,300/oz. A test
of $1,400/oz. would likely meet with some profit taking in the short to medium term.
However, base metals have not been as fortunate, and continue to grind higher at a pedestrian pace along the bottom of the 2016 trend line.
Since the start of the year, a softer than anticipated dollar as well as regular short profit taking has seen the LMEX index (base metals) pushed
about 9.5% higher. However, from the January lows, the rally has been more respectable at 16.5%. This has led to an uptick in South Africa’s
terms of trade. However, a sustained rally will be required in order to maintain recent trade balance gains, as well as buffer a struggling local
mining industry. Unfortunately, in the near term, the price action has pushed into overbought territory and we would be expecting a short
term correction. The longer term prognosis for base metals depends on the outlook for global growth which at this stage remains tentative
and sensitive to central bank action in the coming weeks.
Brent crude oil has remained buoyed, and has sustained levels of close
to $50/bbl. over the last 6 weeks as continued production losses from
Canadian wildfires, and Nigerian and Libyan unrest all prove to curtail
the supply outlook in the near term. Reports of lower US production
(lowest since September 2014) as well as lower stockpiles (lowest since
March 2016) have also proven supportive in the near term.

Brent crude remains supported

The overhang from the Canadian wildfire production losses is large and
estimated at around 1.2 million barrels per day. At this stage it is unclear
how much production will return as companies have aggressively cut
back on investment in the region. As such, despite remaining elevated,
momentum indicators are easing back to neutral territory and even in
the event of a price correction; $43/bbl. will act as support with only a
break below that opening up $36/bbl. again. Middle Eastern supply
remains stable, and as such, we look to a range of $35-$45/bbl. as our
longer term estimation of oil prices.

Source: Bloomberg, Nedbank
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Markets
Last month, we wrote about the high degree of complacency in capital markets as evidenced by the VIX (volatility) index being at remarkably
low levels. Little did we know that the Brexit (which we didn’t expect to occur) would prove the catalyst for a shakeup. This led to the VIX
surging from levels of around 13% last month, to a peak of close to 26%. This was an almost 97% surge (peak to trough) before retracing
equally as quickly to current levels of around 14.7%.
This is remarkable, and symptomatic of a concerted (and apparent coordinated) effort among global central banks and policy makers to
ensure that recent developments do not conflate into a widespread global financial and economic crisis. At this stage, the recovery in risk
appetite has been premised on promises rather than hard action, but we suspect that stimulus will be forthcoming in order to stave off any
further adverse market reaction.

VIX surges and retraces equally quickly as policy makers step in

Markets bounce back with most above pre-Brexit levels

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

Most markets have bounced back strongly. The prospect of no Fed hike post the Brexit has been a large catalyst of this move. Most markets,
most notably the FTSE 100, now trade above pre-Brexit levels. However, a year to date assessment still indicates the relative weakness of the
European market to the US, and the spectre of any further secession movements within the region will continue to constrain investment and
the growth outlook in the near to medium term, weighing on equity prices. Local markets remain marginally below pre-Brexit levels, although
the market has been remarkably range-bound for the last 18 months.
For now, emerging markets have been given a reprieve. The relative performance of emerging markets to developed markets (MSCI World
vs. MSCI EM) has seen EMs outperform for 2016, against our expectations, given the macro-fundamental backdrop. This ratio is now testing
support around current levels and if the 2013/2016 channel is broken would necessitate a change in the long term trend. We do not foresee a
shift in the short term and would expect support to hold as the ratio is currently significantly oversold (DM oversold). However, there appears
to be a head and shoulders formation developing, and given the large scale structural shifts which appear to be underway globally, we
would remain cautious as a break lower would necessitate a significant paradigm shift.

Emerging markets have been given a reprieve

Outlook
The 180 degree turn in Fed expectations following the Brexit is acting as
a significant risk catalyst. We must remain vigilant as the current period
presents significant flux which may necessitate a fundamentally
different view of the market should recent trends persist.
We are testing many key long term trend lines, which if broken, would
posit a structural shift to our longer term views.
In the context of heightened political and policy risks, only time will
inform which way markets will break.

Source: Bloomberg, Nedbank
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Annexures
Table 1: Nedbank’s SARB MPC checklist
Factor

Excerpts from SARB’s MPC address (19 May 2016)

Relevant trends and developments

“Global growth remains hesitant following a disappointing first
quarter in the US and the UK in particular… Divergent prospects are
evident in the emerging markets. Russia and Brazil remain in
recession, but there are signs of some stabilisation in China...”
“Global inflation pressures remain benign, with low energy prices still
having an impact, although this effect is likely to dissipate with the
recent upward trend in oil prices…asynchronous monetary policies
persist. While policies are generally accommodative amid subdued
growth, particularly in many advanced economies, a number of
emerging markets have maintained a tightening bias in response to
inflation pressures.”
“… the price of Brent crude oil [has remained] firmly above the
US$40 per barrel level since the second week of April. Demand has
surprised on the upside, and, despite an increase in supply from Iran,
output has declined in a number of countries. This upward price
trend may, however, be contained by high levels of inventories.”
“Food prices remain a significant risk to the inflation outlook in the
face of persistent drought and exchange rate weakness…Although for
some time the MPC had been expecting an acceleration in food price
inflation, the recent increases have surprised on the upside, and
more aggressive food price increases are now forecast for the near
term. The Bank now expects food price inflation to peak at around 12
per cent in the final quarter of this year. However, should food prices
stabilise or decline later in the year, there is the potential for
downside base effects next year. Futures prices suggest that both
maize and wheat prices are expected to remain elevated for the rest
of the year, reinforced by a sizeable increase in the domestic wheat
import tariff.”

Global growth remains uneven, with developed economies performing
better than emerging economies.

“Although the capital flow environment for emerging markets has
improved recently, this has not applied to equity flows. South Africa’s
experience has mirrored this, but with stronger equity outflows.”
“The rand exchange rate has remained volatile, and following a few
weeks of relative strength, has resumed a weakening path and
continues to pose an upside risk to the inflation outlook.”
“Wage growth appears to be moderating, with growth in nominal
remuneration per worker in the formal non-agricultural sector
declining to below 6 per cent in the fourth quarter of 2015, mainly
due to lower private sector remuneration growth.”
“The downward revisions [in inflation] are due in part to the higher
interest rate assumption, a slightly less depreciated exchange rate
assumption, a wider output gap and a lower electricity price
assumption.”
“The domestic economic growth outlook remains weak, with the
Bank’s GDP growth forecast for 2016 revised down from 0.8 per cent
to 0.6 per cent. While a recovery is still expected in the next two
years, the forecasts for both these years have been revised down by
0.1 percentage point to 1.3 per cent and 1.7 per cent.”
“The constrained outlook for household consumption expenditure is
indicative of the absence of demand pressures in the economy. This
is also confirmed in the weak wealth effects and the continued slow
pace of credit extension to households. Although some improvement
has been seen in this regard, growth remains negative in real terms,
and is mainly related to mortgage advances and general loans,
particularly unsecured lending. Growth in credit extension to
corporates remains strong, but moderated in March.”
N/A

The country remains extremely vulnerable to capital outflows in the
current global and domestic environment.

International economy
Growth

Inflation and interest rates

Oil

Food

Inflation in advanced economies remains subdued, while that of
emerging economies shows signs of upward pressure due to currency
weakness.

Oil prices are moving sideways to marginally softer in recent weeks.

Global food prices remain subdued; however there is some upward
pressure on local food prices, but this is not as brisk as was previously
forecasted.

Domestic economy
Balance of payments

Exchange rate (rand)

Labour markets (unit labour
costs)

Administered prices

Domestic demand and supply

Monetary conditions

Fiscal policy

Indicators of inflationary
expectations

“The latest inflation forecast of the Bank shows a moderate nearterm deterioration compared with the previous forecast, but there is
some improvement in the medium-term outlook. The breach of the
upper end of the target range, while still protracted, is now slightly
shorter, with inflation expected to fall within the range during the
third quarter of 2017. Inflation is now expected to average 6.7 per
cent in 2016 compared with 6.6 per cent previously. In 2017 and
2018 inflation is expected to average 6.2 per cent and 5.4 per cent,
marginally down from the previous forecast.”

Source: Nedbank Economic Unit, SARB
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The rand has remained volatile, but has recently strengthened

High wage demands continue to pose a threat to inflation and growth
with the current wage negotiations a core focus.

Eskom applied for a 16.6% tariff increase in 2016, Nersa granted only
9.4%.

Nedbank expects growth to be a disappointing -0.1% this year, from
1.3% in 2015.

Credit growth remains subdued.

The 2016 budget delivers a quicker reduction in the deficit through a
mixture of higher revenue and tighter expenditure controls. The
consolidated budget deficit is expected to decline to 3.2% from 3.9% of
gross domestic product in 2016/17, with 2015/16’s outcome in line with
the February 2015 budget but marginally higher than 3.8% forecast at
the time of the Medium Term Budget Policy Statement (MTBPS) in
October 2015. The deficit is then forecast to fall to 2.4% by 2018/19,
significantly lower than the 3.0% projected in the MTBPS.
While inflation has slowed to 6.3%, 6.2% and 6.1% in March, April and
May respectively from the 7% recorded in February, the slowdown is
temporary and inflation is set to increase and come in at around 6.8% in
December.

Table 2: Influences on the rand
Factors

Effect

Recent
trends and developments

Likely longer-term developments

External or international
US dollar

Weak dollar normally implies firmer
trade-weighted rand.

The dollar has gained ground against the The dollar should strengthen in the wake
euro as a result of market jitters after
of the Brexit vote.
the UK voted to leave the EU.

Commodity prices

Strong commodity prices are rand
supportive.

Commodity prices have remained
In the long term, current gluts are likely
subdued, but recently oil and precious to dissipate. However, a resumption of
metal prices have moved off their lows. the commodity super-cycle looks
unlikely in the foreseeable future.

Interest rates

Higher = rand positive, but
depends on circumstances.

The US Fed started interest rate
The pace of US interest rate hikes will be
normalisation on 16 December 2015, but slower than markets were originally
has since not raised rates any further
anticipating given softer global trends
and their latest meeting in June pointed and uncertainty after the Brexit vote.
to signs of possible monetary policy
tightening only later in the year or even
only in 2017.

Emerging market
perceptions

Positive = good for rand.

There are signs of weakness in key
The global economy is still under
emerging market economies, especially pressure and will probably periodically
China.
disappoint, with emerging markets hurt
by negative perceptions emanating from
the commodities slump and a weaker
China. China remains key, with
continued concerns over growth
prospects.

Predominantly domestic
Growth perceptions

Rand strength if perceptions of relative Nedbank Group Economic Unit projects Poor policy decisions are likely to
growth are positive
growth to come in at a disappointing - continue weighing on domestic growth.
0.1% this year from 1.3% last year.

Current account

Large unsustainable deficit would be
rand negative.

The current account deficit widened to Will remain wide as imports remain high;
5,0% of GDP in the first quarter, higher sustainability depends on consumer/
than the market consensus of 4,3% and investment mix, commodity price cycle,
our forecast of 3,9 %. The fourth quarter
policy and external perceptions. We
deficit was revised to 4,6% of GDP from
expect the deficit to narrow to 3,6%
5,1%.
from 4,3% in 2015.

Policy and policy
perceptions

Policies are rand-positive if they
promote financial stability and
economic growth.

The 2016 budget delivers a quicker
Fiscal policy is mostly on track but under
reduction in the deficit through a
threat from ambitiously-large projects.
mixture of higher revenue and tighter Other policies will probably continue to
expenditure controls. The consolidated
send mixed and confusing messages to
budget deficit is expected to decline to
investors.
3.2% from 3.9% of gross domestic
product in 2016/17, with 2015/16’s
outcome in line with the February 2015
budget but marginally higher than 3.8%
forecast at the time of the Medium Term
Budget Policy Statement (MTBPS) in
October 2015. The deficit is then
forecast to fall to 2.4% by 2018/19,
significantly lower than the 3.0%
projected in the MTBPS. It is unclear
whether the current political turmoil will
lead to better or worse perceptions once
the dust has settled.

Exchange controls

Relaxing potentially negative for rand
in short term; positive in long term as
foreign investment picks up.

Some relaxation for individuals was
announced in the 2015 National Budget,
nothing was announced in the 2016
Budget. Institutional investors will have
to bring back capital in the short term as
they have exceeded regulatory limits
due to the weaker rand.

Exchange control relaxation has in the
past been used as a tool to take upward
pressure off the rand but this is no
longer necessary. Gradual move to
prudential limits will continue.

Abnormal flows

Inflows/outflows related to FDI
transactions

Inflows are limited in the current
climate.

Uncertain. Inflows should pick up if
political and policy environment
becomes clearer and the global climate
settles, but these are still elusive.

Rand under- or overvalued?

If overvalued then will depreciate in
long term and vice versa.

Undervalued on a purchasing power
parity basis.

Reversion to longer-term PPP possible,
but unlikely while US rates trend higher,
emerging markets remain under
pressure and domestic factors negative.

Source: Nedbank Economic Unit
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Economic data releases and MPC meeting dates
Economic data releases
Date

Time

07/04
07/04

Indicator

Period

Previous

Non-Farm Payrolls QoQ

1Q

0.50%

Non-Farm Payrolls YoY

1Q

0.10%

07/05

09:00

BER Consumer Confidence

2Q

-9.00

07/05

09:15

Standard Bank South Africa PMI

Jun

50.20

07/06

11:30

SACCI Business Confidence

Jun

79.30

07/07

08:00

Gross Reserves

Jun

$46.08b

07/07

08:00

Net Reserves

Jun

$40.48b

07/07

13:00

Electricity Consumption YoY

May

-1.40%

07/07

13:00

Electricity Production YoY

May

0.80%

07/12

13:00

Manufacturing Prod SA MoM

May

0.80%

07/12

13:00

Manufacturing Prod NSA YoY

May

2.90%

07/13

13:00

Retail Sales Constant YoY

May

1.50%

07/13

13:00

Retail Sales MoM

May

-1.70%

07/14

11:30

Mining Production MoM

May

2.70%

07/14

11:30

Gold Production YoY

May

-1.90%

07/14

11:30

Platinum Production YoY

May

-4.40%

07/14

11:30

Mining Production YoY

May

-6.90%

07/20

10:00

CPI YoY

Jun

6.10%

07/20

10:00

CPI Core MoM

Jun

0.20%

07/20

10:00

CPI Core YoY

Jun

5.50%

07/20

10:00

CPI MoM

Jun

0.20%

07/21

SARB Announce Interest Rate

7.00%

07/26

09:00

Leading Indicator

May

90.90

07/28

11:30

PPI MoM

Jun

0.30%

07/28

11:30

PPI YoY

Jun

6.50%

07/29

08:00

Money Supply M3 YoY

Jun

7.79%

07/29

08:00

Private Sector Credit YoY

Jun

6.60%

07/29

14:00

South Africa Budget

Jun

-22.84b

07/29

14:00

Trade Balance Rand

Jun

18.7b

Source: Bloomberg

SARB MPC meeting dates - 2016
19 - 21 July 2016
20 - 22 September 2016
22 - 24 November 2016
SARB Governor Kganyago typically addresses the market on the third day of the MPC meeting from 15:00 to announce the repo rate decision, which was kept at
7.00% (previously 6.75%) following the May 2016 MPC meeting.
Source: SARB
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Nedbank Group Economic Unit Facts and forecasts
Facts and forecasts (annual) of key economic variables
2016F

2017F

2018F

2019F

2020F

GDP growth %

-0.1

1.0

1.5

2.0

2.8

Current account as a % of GDP

-3.6

-4.1

-3.8

-3.4

-3.1

Dollar

1 251.8

1 275.9

1 288.7

1 301.6

1 314.6

Rand

19125

19967

20900

21953

23059

USDZAR

15.28

15.65

16.22

16.87

17.54

EURUSD

1.10

1.06

1.03

1.01

1.01

USDJPY

108.3

104.8

105.0

105.0

105.0

GBPUSD

0.77

0.41

0.40

0.39

0.39

EURZAR

16.79

16.53

16.76

17.07

17.67

ZARJPY

7.1

6.7

6.5

6.2

6.0

GBPZAR

11.74

6.44

6.53

6.66

6.89

Three-month JIBAR

7.47

6.42

6.14

6.97

7.42

Prime

10.75

10.00

9.50

10.25

10.75

Long bond

9.55

8.96

8.58

7.95

7.97

6.5

6.0

5.6

6.0

5.6

Calendar year

Gold price (average per ounce)

Exchange rates (average)

Interest rates % (end of period)

Inflation % (CPI, average)
CPI
Source: Nedbank Group Economic Unit

While every care is taken to ensure the accuracy of the information and views contained in this document, no responsibility can be
assumed for any action based on this information. Kindly refer to the disclaimer at the back of this report for further information.
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Facts and forecasts (quarterly) of key economic variables
2016

2017

Q1

Q2

Q3

Q4

Q1

Q2

Q3

Q4

Three-month Jibar

7.23

7.30

7.47

7.47

7.57

7.32

6.72

6.42

Prime

10.50

10.50

10.75

10.75

11.00

11.00

10.50

10.00

Long bond (10-yr)

9.03

9.10

9.60

9.55

9.75

9.47

9.22

8.96

6.3

6.4

6.7

6.8

6.5

5.8

5.9

5.9

Exchange rates (end of period)
USDZAR

14.91

14.74

15.04

15.64

15.61

15.64

15.56

15.87

EURUSD

1.133

1.100

1.089

1.078

1.068

1.057

1.047

1.041

USDJPY

112.4

102.8

103.3

103.8

104.3

104.3

105.4

105.9

GBPUSD

1.43

1.34

0.41

0.41

0.41

0.41

0.41

0.412

EURZAR

16.89

16.22

16.38

16.86

16.66

16.53

16.28

16.53

ZARJPY

7.54

6.97

6.87

6.64

6.69

6.67

6.77

6.67

GBPZAR

21.39

19.82

6.23

6.45

6.40

6.41

6.45

6.54

Dollar

1230

1315

1309

1296

1270

1263

1289

1276

Rand

18333

19387

19676

20259

19814

19754

20048

20245

Interest rates % (end of period)

Inflation % (end of period)
CPI (new)

Gold price (average per ounce)

Source: Nedbank Group Economic Unit

While every care is taken to ensure the accuracy of the information and views contained in this document, no responsibility can be
assumed for any action based on this information. Kindly refer to the disclaimer at the back of this report for further information.
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Disclaimer
The information furnished in this report, brochure, document, material, or communication (“the Commentary”), has been prepared by Nedbank Limited (acting
through its Nedbank Corporate and Investment Banking division), a registered bank in the Republic of South Africa, with registration number: 1951/000009/06
and having its registered office at 135 Rivonia Road, Sandton, Johannesburg (“Nedbank”). The information contained herein may include facts relating to current
events or prevailing market conditions as at the date of this Commentary, which conditions may change and Nedbank shall be under no obligation to notify the
recipient thereof or modify or amend this Commentary. The information included herein has been obtained from various sources believed by Nedbank to be
reliable and expressed in good faith, however, Nedbank does not guarantee the accuracy and/or completeness thereof and accepts no liability in relation
thereto.
Nedbank does not expressly, or by implication represent, recommend or propose that any securities and/or financial or investment products or services referred
to in this Commentary are appropriate and or/or suitable for the recipient’s particular investment objectives or financial situation. This Commentary should not
be construed as “advice” as contemplated in the Financial Advisory and Intermediary Services Act, 37 of 2002 in relation to the specified products. The recipient
must obtain its own advice prior to making any decision or taking any action whatsoever.
This Commentary is neither an offer to sell nor a solicitation of an offer to buy any of the products mentioned herein. Any offer to purchase or sell would be
subject to Nedbank’s internal approvals and agreement between the recipient and Nedbank. Any prices or levels contained herein are preliminary and indicative
only and do not represent bids or offers and may not be considered to be binding on Nedbank. All risks associated with any products mentioned herein may not
be disclosed to any third party and the recipient is obliged to ascertain all such risks prior to investing or transacting in the product or services. Products may
involve a high degree of risk including but not limited to a low or no investment return, capital loss, counterparty risk, or issuer default, adverse or unanticipated
financial markets fluctuations, inflation and currency exchange. As a result of these risks, the value of the product may fluctuate. Nedbank cannot predict actual
results, performance or actual returns and no guarantee, assurance or warranties are given in this regard. Any information relating to past financial performance
is not an indication of future performance.
Nedbank does not warrant or guarantee merchantability, non-infringement or third party rights or fitness for a particular purpose. Nedbank, its affiliates and
individuals associated with them may have positions or may deal in securities or financial products or investments identical or similar to the products.
This Commentary is available to persons in the Republic of South Africa, financial services providers as defined in the FAIS Act, as well as to other investment
and financial professionals who have experience in financial and investment matters.
All rights reserved. Any unauthorized use or disclosure of this material is prohibited. This material may not be reproduced without the prior written consent of
Nedbank, and should the information be so distributed and/or used by any recipients and/or unauthorized third party, Nedbank disclaims any liability for any
loss of whatsoever nature that may be suffered by any party by relying on the information contained in this Commentary.
Certain information and views contained in this Commentary are proprietary to Nedbank and are protected under the Berne Convention and in terms of the
Copyright Act 98 of 1978 as amended. Any unlawful or attempted illegal copyright or use of this information or views may result in criminal or civil legal liability.
All trademarks, service marks and logos used in this Commentary are trademarks or service marks or registered trademarks or service marks of Nedbank or its
affiliates.
Nedbank Limited is a licensed Financial Services Provider and a Registered Credit Provider (FSP License Number 9363 and National Credit Provider License
Number NCRCP 16).
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