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Executive Summary


The South African economy fared better in the second quarter and, after shrinking by 1.2% in the first quarter, grew
by a stronger than expected 3.3% q-o-q (seasonally adjusted and annualised). The quarterly growth rate was heavily
inflated by the very low base established in the first quarter, with the main boost coming from stronger growth in
manufacturing, a rebound in mining, and slightly faster growth in finance, real estate and business services.
Because we expect the economy to drift along at a sluggish pace, based on fragile domestic confidence, moderate
global growth and a very gradual recovery in international commodity prices, we have left our GDP growth forecasts
unchanged at around 0.2% for 2016 and 1% for 2017.



Consumer inflation drifted into the Reserve Bank’s inflation target range in August, registering 5.9% from 6% in July.
Lower fuel prices offset the impact of further increases in food prices. We have adjusted our inflation forecast to
reflect the much softer picture. In the short term, inflation, which has been hurt by food inflation and some rand
weakness, is forecast to edge higher off last year’s low base. We see it peaking towards 6.2% around
October/November and to end the year at around 6%, averaging 6.2% over 2016 as a whole. Inflation is then
forecast to fall below 6% early in 2017, before hovering just within the Reserve Bank’s target range for the rest of
the year. The rand remains the key risk to our outlook. At this stage, a slightly weaker rand is forecast for 2017 but
the resulting inflationary consequences will be offset by lower food prices as the drought recedes, subdued
domestic demand and base considerations.



Under these circumstances, it seems premature to rule out the possibility of more rate hikes during the remainder
of this year and early in 2017. We still expect one more hike of 25 basis points in January 2017. The rand’s nearterm course will be the deciding factor.



While global monetary policies remained skewed towards a loose stance, the US is contemplating a rate hike, which
will be very much data-dependent until the New Year. The UK is contemplating a rate cut which will be dependent
on the economic data before their November policy meeting. Japan and the Eurozone are likely to keep monetary
policies ultra-loose and expand their stimulus offerings in the New Year. Local interest rates are close to their peak
in this hiking cycle, with the debate now being on whether or not the SARB will initiate one last hike and, if so,
whether it will materialise this year or early next year.



In September, the rand appreciated by 5.9% against the trade-weighted basket of currencies and this took the
rand’s appreciation for the year to date to a significant 13.5%. Based on our estimates of purchasing power parity,,
the rand is currently undervalued by about 7.5%. However, the outlook for the rand remains highly uncertain. Over
next few months the rand may benefit from foreign inflows as a result of a major M&A transaction and the
willingness of global investors to take risks despite the global environment of negative yields on low-risk assets. This
outlook correlates with our technical analysis which suggests that we may see a slight extension of rand gains in the
short term.



The global outlook remains clouded by overarching central bank action as well as by geopolitical risks which are
even harder to quantify. EM equities have been kept upbeat by risk-on demand which is likely to wane should the
Fed initiate a rate hike this year. DM equities may remain relatively downbeat on the back of divergent monetary
policies and the political risks evident in the US and UK. The trajectory of the dollar is also a determining factor for
dollar-based equity market performances globally of which EM equities have been key outperformers this year.
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Key driving factors
Event

Risk factor

Global policy response

Global monetary policy remains mixed and uncertain. The extent of global policy co-ordination and stimulus
measures will determine the length of the current market effect.

SA event risk

Over the longer term, political risk remains a key consideration. The focus of international investors will be on
the implementation of better policy rather than on platitudes and promises. For now, the EM reprieve has
bought SA some time although the political risk premium remains high, along with event risks from MTBPS and
credit ratings reviews.

Source: Nedbank
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Economic Overview
Domestic economic trends
The South African economy fared better in the second quarter. After shrinking by 1.2% in the first quarter, it grew by a stronger than
expected 3.3% q-o-q in Q2 (seasonally adjusted and annualised). The quarterly growth rate was heavily inflated by the very low base that had
been established in the first quarter, with the main boost coming from stronger growth in manufacturing, a rebound in mining, and slightly
faster growth in finance, real estate and business services.
Mining and manufacturing benefitted from a weak rand, steadier conditions in China and firmer international commodity prices. Consumer
spending also improved off the low base in the first quarter - but only modestly. It was supported by some growth in household income, which
edged up by 0.7% q-o-q. Although anaemic, it was better than the 0.3% growth recorded in the first quarter. This helped sustain the moderate
growth in value that was added by domestic trade, catering and accommodation services.
Elsewhere, activity either continued to plod along at a pedestrian pace or weakened even further. The drought continued to weigh on
agriculture, hurting field crops and horticulture, although the rate of decline moderated to 0.8% over the quarter. The drought also led to
water restrictions in many parts of the country. While power generating capacity remained constrained, the demand for electricity continued
to shrink. Finally, the stagnation in construction continued unabated, it reflecting the slide in fixed investment activity, which declined for the
third consecutive quarter.
Capital expenditure by the private sector fell by a further 3% after plunging by over 13% in the first quarter of this year and 4% in the final
quarter of last year. Business confidence has been hurt by weak domestic and global demand, infrastructure constraints, surging production
costs, conflicting messages from government and inconsistent economic policies, as well as by an increasingly unfavourable legislative
environment. The public sector’s infrastructure expansion programme which aimed to remove at least one of these obstacles was slow to
deliver, with huge cost overruns and long delays on most major electricity and transport projects. According to the latest figures, no progress
has been made on this front in the second quarter. In the first half of this year capital outlays by public corporations were 2.6% lower than in
the first half of last year. Although 5.8% higher than in the first half of last year capital spending by general government also contracted over
the last three quarters. The slump in fixed investment implies that the economy is not adding enough new capacity to support faster economic
growth and higher employment in the years to come.
Despite the improvement in the second quarter, underlying activity remains very weak. GDP expanded by only 0.3% y-o-y in the first half of
the year. High-frequency data pointed to a renewed loss of momentum in July. On an annual basis, the rate of decline in mining production
deepened. The recovery in manufacturing production almost evaporated. Growth in retail sales slowed down and new vehicle sales declined
further, although at a slower pace. Some relapse in GDP is expected in the third quarter.

Quarterly GDP growth rates

Fixed investment trends remain very weak

Source: Stats SA

Source: Stats SA

Much will depend on whether the country’s political leaders can adequately resolve some major concerns around corruption, transparency
and accountability and also whether October’s Medium Term Budget Policy Statement (MTBPS) manages to illustrate tangible progress in
reducing the budget deficit, restricting government spending, reforming state-owned enterprises (SOEs) and addressing policy uncertainty.
These factors will have a major impact on the outcome of SA’s credit risk rating updates later this year. Recent developments on this front
have been mixed in our view. While there has been progress at some public corporations, SOE executives continue to understate major
problems with delivery, to rationalise discrepancies around procurement deals and to resist the reforms initiated by National Treasury.
Some creditors have become nervous with Futuregrowth (the country’s biggest private fixed-income fund manager) announcing that, owing to
concerns over governance, it would no longer extend new funding to Eskom, Transnet, the South African National Roads Agency (Sanral), the
Land Bank, the Development Bank of Southern Africa (DBSA) and the Industrial Development Corporation (IDC). Based on worries about
increased liquidity and funding risks, Credit rating agency Moody’s placed five SOEs – Eskom, Sanral, the IDC, the Land Bank and the DBSA - on
review for downgrade.
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How these events unfold will determine how the economy will fare in the final months of this year and also set the tone for next year. Because
we expect the economy to drift along at a sluggish pace based on fragile domestic confidence, moderate global growth and a very gradual
recovery in international commodity prices, we have left our GDP growth forecasts unchanged at around 0.2% for 2016 and 1% for 2017.
Moody’s rating agency now expects the economy to grow by a weaker 0.2% this year (down from its previous forecast of 0.5%) before
recovering at a modest pace of 1.1% and 2% in 2017 and 2018 respectively. The Reserve Bank is a little more upbeat and has adjusted its
growth forecasts for 2016, 2017 and 2018 to a slightly firmer 0.4% (from 0% previously), 1.2% (from 1.1%) and 1.6% (from 1.5%) respectively.

Global economic trends
Most statistics suggest that the world economy grew at a softer pace in July and August, although signs of some improvement emerged in
September. The news flow out of the US was slightly more negative. Even though the underlying economic and financial environment
remained supportive, consumers were less confident in the third quarter than they were in the second quarter. Fewer jobs were created in
August but at the end of September, the unemployment rate was steady at 4.9% for the third consecutive month and jobless claims remained
below 300 000 for the eighty-second week. It is the longest spell below this level since 1970 and suggests that the pace of job creation
probably picked up. Wage growth also appears to be gaining moderate traction but higher housing and medical costs pushed consumer
inflation up to a four-month high of 1.1% in August. The housing market remained robust. In July, new home sales surged to the highest level
since October 2007 while existing home sales were slightly softer - although relatively firm in both July and August. Nonetheless, over July and
August growth in retail sales slowed noticeably to a rate of less than 2% y-o-y. Conditions in the industrial sector also remained patchy for
much of the third quarter. Industrial production relapsed in August. The lower output of manufacturing and utilities offset the impact of
stronger mining production driven by some recovery in oil and gas extraction. Most forward-looking purchasing managers’ indices suggested
that trading conditions worsened in August and September, with companies reporting a drop in new orders - particularly from key export
markets.
In the Eurozone the gradual recovery continued with no sign of any noticeable acceleration in July or August. Industrial production
contracted in July after two months of modest growth, dragged down by sharply lower production of energy and capital goods. The forwardlooking manufacturing PMI suggests that conditions remained sluggish in August, but improved noticeably in September. In contrast, retail
sales rebounded in July as consumer confidence gradually recovered following the UK’s shock decision to leave the European Union.
Households were also supported by steady labour market conditions, with the unemployment rate unchanged at 10.1% for the 4th
consecutive month in July. The services PMI suggests that, although the sector continued to expand in the third quarter, the trading
environment was tougher than in the second quarter. It was characterised by slower growth in new orders and fading business confidence.
While core inflation eased slightly to 0.8% y-o-y, consumer inflation was unchanged in August at a very low 0.2% y-o-y.
Economic activity in the UK accelerated significantly in August as households remained relatively upbeat. Companies slowly started to make
peace with the outcome of the EU referendum, realising that the true cost of Brexit would mostly be realised over the longer term.
Consequently, boosted by a strong surge in mining output, industrial production regained some traction. The manufacturing PMI also
rebounded dramatically in August and, as companies experienced a strong rebound in new orders, surged to above the key 50 threshold
(which separates expansion from contraction). Households remained defiant after the outcome of the EU referendum, with retail sales up
over 6% y-o-y in both July and August. Consumers benefited from buoyant labour market conditions, with the unemployment rate steady at a
record low of 4.9% and wages still growing at a rate of over 2% y-o-y for the three months to July. The housing market was softer in August.
Inflation was unchanged at a higher 0.6% in August, still reflecting the impact of a weaker pound. After plunging to an 89 month low in July,
the services PMI also surged to over the key 50 level in August.
Japan started the third quarter on a weak note. Industrial production plunged in July, shrinking at a much faster pace than the norm over the
previous three months. The manufacturing PMI suggests that there was no relief in August but conditions improved considerably in
September. The PMI rose above the key 50 threshold for the first time in six month as new export orders increased, while input costs declined
further - even though most firms hired more personnel. Retail sales also fell further in July, but the rate of decline at least moderated as
consumer confidence improved, the unemployment rate eased to its lowest level since May 1995 at 3% and wage growth continued at a
relatively firm pace of over 1% on an annual basis.
Conditions differed considerably among emerging economies. In China, economic activity held up relatively well early in the third quarter.
Both retail sales and industrial production grew at a slightly faster pace in July. The manufacturing PMI for private industrial companies
remained in expansionary territory in August even though conditions were slightly softer, while that of large state-owned enterprises
improved to above the key 50 threshold in August. Most manufacturing firms reported growth in new orders but noted that export demand
remained sluggish. The manufacturing sector also continued to shed jobs albeit at a slower pace. Softer conditions prevailed in India. Industrial
production fell further in July but the manufacturing PMI suggests that the trading environment improved in August, with output and new
orders picking up and cost pressures moderating. Encouragingly, the Russian economy is slowly moving towards firmer ground. GDP shrank for
the fifth consecutive quarter in the third quarter but the rate of decline moderated significantly to only 0.6% q-o-q after contracting at a rate
of 1.3% and 1.2% in the second and first quarters respectively. Boosted by the firmer export demand for crude oil, industrial production
increased while wholesale and retail sales declined at a slower pace. In contrast to this, Brazil’s economic woes intensified early in the third
quarter. Both retail sales and industrial production fell at a faster pace in July while trading conditions in both manufacturing and services
worsened in August. After several months of moderation, consumer inflation rose to almost 9% in August, while the unemployment rate
edged up to 11.6% in the three months to July. In Nigeria, conditions remained challenging, with GDP shrinking by 2.1% y-o-y in the second
quarter after contracting by 0.4% in the first quarter. Lower oil production and prices were mainly to blame, with value added by the sector
plunging by 17.5% y-o-y in the second quarter. Severe drought conditions and the slow recovery in commodity prices continued to weigh on
the rest of Sub-Saharan Africa.
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Global monetary policy trends
Global monetary policies remained highly accommodative. However, there were some surprises in September. The Bank of Japan (BoJ)
introduced a new policy framework, officially named ‘Quantitative and Qualitative Monetary Easing (QQE) with Yield Curve Control’. This
framework is discussed in further detail in the Interest Rate Insights section.
In contrast to this, the US Federal Reserve moved closer to hiking interest rates later this year. While the target rate was left unchanged in
September, more policymakers voted for a rate hike - even though the statement was slightly dovish on account of recent data
disappointments in the US.
The Bank of England’s Monetary Policy Committee (MPC) voted unanimously to keep the bank rate at 0.25% and to continue with its
extended bond buying programme consisting of an additional £10 billion worth of investment grade corporate bonds and £60 billion worth of
government bonds. The MPC noted that the UK economy had proved to be more resilient than the Bank had anticipated and it expected
inflation to rise to around the 2% target in the first half of 2017. The European Central Bank (ECB) also left its monetary policy unchanged in
September, leaving the main refinancing rate at 0%, the deposit rate at -0.4% and asset purchases at €80 billion a month. The bank noted that
the monthly asset purchase programme is ‘intended to run until the end of March 2017, or beyond, if necessary, and in any case until it sees a
sustained adjustment in the path of inflation consistent with its inflation aim.’ ECB President, Mario Draghi, said that the bank would evaluate
the various options available to avoid ‘scarcity problems’ in its asset purchase programme. The ECB also released an updated set of economic
projections, forecasting economic growth of 1.6% in 2016 and 1.7% in both 2017 and 2018. Inflation is estimated to accelerate to 1.6% in
2018, which is still short of the ECB’s target of around 2%.
Most other central banks either left key interest rates unchanged or eased to counter economic weakness. In September, Indonesia, Kenya,
Russia and the Ukraine cut their base lending rates.
So far this year, a total of 38 central banks have eased their monetary policies, while 18 have tightened them.

South African Balance of Payments Implications
There was some good news on the current account in the second quarter, with the deficit narrowing to 3.1% of GDP after deteriorating from
4.6% in the final quarter of last year to 5.3% in the first quarter. This narrowing was the result of a trade surplus as exports grew much faster
than imports and an improvement in the terms of trade (the ratio of export to import prices) as well as a slightly smaller services deficit.
The SA trade balance deteriorated quite sharply in August, with a deficit of R8.6 billion recorded from the R5.04 billion surplus in July being
worse than the consensus of +R1.6 billion. Exports fell by 5.5% m/m, compared to the 9% decline in July, while imports rose by 9.2%,
compared to -2.4% m/m in July. The year-to-date surplus now stands at R7.4 billion, compared with R17.4 billion reported last month. This is,
nevertheless, down from the deficit of R35.1 billion in the same period last year.
A much smaller surplus was recorded on the financial account of the balance of payments in the second quarter. The surplus dropped to only
R5.1 billion or 0.5% of GDP from R31.7 billion or 3% of GDP in the first quarter. The deterioration was mainly because of large net outflows of
‘other’ investments and much smaller net inflows of direct investments. Buoyed by renewed foreign interest in the local bond market, net
inflows of portfolio investments increased.
We remain less bearish than the consensus on the current account deficit and see it as being around 3.4% of GDP in 2016, down from our
previous estimate of 3.6% and better than the 4.3% recorded in 2015. Capital inflows will probably remain volatile but, even so, they should
continue to cover the bulk of the shortfall on the current account. However, capital inflows to emerging markets should hold up relatively well
if the pace of US interest rate normalisation remains moderate and yields on other low-risk assets remain low to negative. South Africa will
remain highly sensitive to swings in global risk appetites as well as domestic political developments and the threat of further downgrades to
the country’s sovereign risk ratings.

Interest rate forecast

Emerging Market currencies vs. US dollar

Source: Nedbank Group Economic Unit

Source: Thomson Reuters
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Credit demand
Growth in money supply (M3) picked up to 5.5% y/y, which is higher than the consensus forecast of 5.0%, from 4.4% in July. On a monthly
basis, M3 increased by 0,8%, driven by net foreign assets and net government and private sector claims. Private sector credit extension (PSCE)
growth fell to 6.2% y/y, which is lower than the market’s forecast of 6.6%, from 6.8% in July. Growth in credit to households remained
unchanged at its weak level and that of corporates moderated further.
Based on weak economic growth and low confidence, loan growth is forecast to slow down further. As profits and job security come under
pressure, companies and households are likely to remain reluctant to borrow. Most financial institutions will probably also tighten lending
conditions as interest rates trend higher and the risk of bad debts increases.

Inflation
Consumer inflation drifted into the Reserve Bank’s inflation targeting range in August, registering at 5.9% from 6% in July. Lower fuel prices
offset the impact of further increases in food prices. Food inflation edged up from 11.5% in July to 11.6% in August. However, inflation for nondurable goods eased from 6.7% to 6.1%. The impact of a firmer rand was also visible in durable goods inflation, which eased from 7.1% in July
to 6.9%. In contrast to this, semi-durable goods inflation accelerated from 5% to 5.6%, while services inflation was unchanged at 5.7%. Core
inflation was also steady at 5.7% in August.
We have adjusted our inflation forecast to reflect a much softer picture. Hurt by food inflation and some rand weakness in the short term,
inflation is forecast to edge higher off last year’s low base, towards a peak of 6.2% around October/November and end the year at around 6%,
averaging 6.2% over 2016 as a whole. Inflation is then forecast to fall below 6% early in 2017, before hovering just within the Reserve Bank’s
target range for the rest of the year. The rand remains the key risk to our outlook. At this stage, a slightly weaker rand is forecast for 2017 but
the resulting inflationary consequences will be offset by lower food prices as the drought recedes, as well as subdued domestic demand and
base considerations.
The Reserve Bank also adjusted its forecast to reflect a significant improvement in the inflation outlook over the next 12 to 18 months. The
Bank now expects headline inflation to peak at a considerably lower 6.7% in the fourth quarter of this year compared with the 7.1% predicted
at the time of the July policy meeting. In 2016 as a whole, inflation is forecast to average 6.4% (down from the previous estimate of 6.6%).
Thereafter, inflation is forecast to return to the target band earlier than previously anticipated - around the second quarter of 2017 - averaging
5.8% over the year as a whole (down from the 6% predicted before). The forecast for 2018 was left unchanged at 5.5%. The softer forecast is
the result of an improved rand outlook and downward adjustments to the Bank’s assumptions on the petrol price, power tariffs as well as
municipal rates and taxes over the next three years.
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Interest rate insights
At the September meeting, the Reserve Bank’s Monetary Policy Committee (MPC) unanimously voted to leave the repo rate unchanged at 7%
for the third consecutive time. The decision was based on the better inflation outcomes of recent months and a further improvement in the
Bank’s inflation outlook set against the background of a ‘constrained’ economy where low confidence, weak fixed investment and limited
infrastructure continue to undermine the growth outlook. The MPC was also reassured by the rand’s recent pullback as global risk appetites
returned based on growing expectations that US interest rates were only likely to increase in December and monetary policies in most other
advanced countries would remain highly accommodative for some time to come. The MPC stressed that the recent resilience of the rand may
prove to be ‘temporary’ but that the upside risks to the inflation outlook were, nonetheless, judged to have ‘moderated somewhat’ since the
last meeting.
Governor Kganyago also adopted a more dovish tone and abandoned his earlier refrain that monetary policy was in a ‘tightening cycle’, opting
rather to signal a holding pattern. Contrary to recent reports in the media, the governor stopped well short of indicating an end to the rate
hikes, noting that the factors supporting the rand may reverse quickly and sharply. The rand could weaken again if the domestic political
landscape takes a sinister turn or October’s mini-budget disappoints. Furthermore, if one or more major international rating agencies decide
to downgrade the country’s sovereign risk rating to below investment grade or if the dynamics of the world economy dampen global risk
appetites, depreciation may ensue. It is, therefore, premature to rule out the possibility of more rate hikes during remainder of the year and
early in 2017. We still expect one more hike of 25 basis points in January 2017 but the near-term course of the rand will be the deciding factor.

Global
Global monetary policies among developed economies remained mixed in August. While the ECB and BOE left interest rates unchanged but
pledged ultra loose monetary policy for an extended period of time, the US Federal Reserve moved closer to hiking interest rates later this
year. Both the BOE and ECB have not ruled out further rate cuts this year. However, while the Eurozone inflation rate remains very low, UK
inflation holds the promise of rising on the back of a weaker currency over the medium term.
The FOMC left the target range of the federal funds rate unchanged for the sixth time in September but more members (three out of ten)
voted in favour of raising the target range. In a brief statement the FOMC indicated that economic activity has ‘picked up’ and job gains have
been ‘solid, on average’, with consumer spending ‘growing strongly’ but business investment remains ‘soft’. The committee argued that the
near-term risks for the economic outlook appeared ‘roughly balanced’. However, inflation was still below the 2% target and was expected to
remain below target in the near term. The FOMC concluded that the case for an increase in rates has strengthened but decided to wait for
more evidence of progress toward its objectives.

Probability of Fed hike declines after Fed’s September meeting

Source Bloomberg, Nedbank
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BOJ introduces yield curve control to steepen curve and support There were some surprises in September. The Bank of Japan (BoJ) led
the way by introducing a new policy framework, officially named
inflation

‘Quantitative and Qualitative Monetary Easing (QQE) with Yield
Curve Control’. The unexpected move is another effort by the central
bank to illustrate its determination to escape decades of lingering
deflation. The new framework has two elements:

The first is ‘yield curve control’ where the BoJ sets the shortterm policy rate by applying its -0.1% rate to the current account
balances held by financial institutions at the central bank as well as
long-term interest rates by purchasing sufficient government debt to
ensure that the ten-year bond yield is targeted at 0% (a promise to
buy or sell bonds to keep the yield constant). Long-term interest rates
are, therefore, kept constant even if the BoJ reduces short-term
interest rates further. This allows the yield curve to steepen, and
encourages risk taking. It offers an incentive for banks to lend and
makes it easier for banks to earn profits without raising the absolute
Source Bloomberg, Nedbank
level of interest rates and undermining the stimulus to the economy.
The BoJ indicated that it will continue to purchase government bonds
‘more or less in line with the current pace’ of ¥80 trillion a year. Some critics found this puzzling, pointing out that retaining the
¥80 trillion quantity target was contrary to pegging a long-term yield target where the central bank sets a target price and stands ready to
buy or sell bonds to keep the price constant. Only one of these two targets can be maintained.

The second is an ‘inflation-overshooting commitment’ in which the BoJ vows to overshoot its 2% inflation target on purpose. By doing so
the BoJ undertakes what Paul Krugman called a ‘commitment to be irresponsible’ and Mario Draghi coined the phrase ‘whatever it takes’.
The BoJ hopes to raise inflation expectations, which, if achieved, should lower real interest rates. In theory this should encourage
borrowing for investment purposes and consumption, stimulating economic growth in the process. This would work only if the pledge
were credible. Some argue that the BoJ’s slow progress in erasing deflation has damaged its credibility too much for the public to take
promises of higher inflation seriously.
At a press conference following the decision BoJ Governor, Haruhiko Kuroda, also stressed that the central bank would not hesitate to ease
policy further. The markets initially responded positively to the new approach but scepticism crept in once the markets had time to digest the
details. Given its poor track record in fighting deflation some analysts felt the BoJ lacked credibility while others were disappointed by the
decision not to cut interest rates or expand asset purchases, concluding that that monetary policy had effectively reached its limit.

Domestic
Given the upcoming credit rating reviews by Moody’s in November and Fitch and Standard and Poors (S&P) in December, Moody’s recently
published a credit opinion on SA. Key on its radar is the local political situation and growth outlook, along with unemployment, structural
reform and public debt. While the probability of a Moody’s downgrade next month stands at 30%, should the Medium Term Budget Policy
Statement diverge vastly from February’s main budget targets and any political tensions surface, the risk of a downgrade will rise.
Fitch and S&P have SA’s foreign currency rating at one notch above
EM CDS spreads rises recently
investment grade, while Moody’s holds a rating of the sovereign at
two notches above investment grade.
Moody’s views SA’s strengths to be our deep and liquid financial
markets, the independence of the judiciary and the Reserve Bank, low
foreign currency debt, our resilient and diversified economy with
rising ties with the rest of Africa. Arguably these factors have kept SA
within investment grade in the recent past, even while some emerging
market peers have been downgraded because of politics, poor fiscal
management, sharp economic slowdowns or a breakdown in the
above-mentioned structures. (Hungary, Brazil and Turkey are key
examples).

Source Bloomberg, Nedbank

SA’s CDS spread (the cost of insurance against a sovereign default)
ranks among the riskier of our EM peers and has risen over the past
month on account of credit ratings statements. Local socio-economic
tensions have also provided some upside to the spread. In Mexico,
higher CDS spreads are as a result of US national elections, which
could see Mexican trade, inflation and growth deteriorate sharply if
NAFTA is adjusted or eliminated.

While we may avert a downgrade from Moody’s this year, S&P remains the key risk, with only MTBPS currently standing in the way of a
downgrade in December. Other event risks may spring up, which would prove negative for ratings if they are concentrated in politicking
and social unrest.
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SARB CPI profile kinked – lower CPI expected over long-run

FRA curve reflects market expectations of an end to the current
hiking cycle

Source: SARB, Nedbank

Source: Bloomberg, Nedbank

The SARB has acknowledged some improvement in the economy since the last credit rating reviews in June but, in order to ensure ratings
agencies are satisfied with the debt levels and growth trajectory, much still needs to be done on the fiscal side. The SARB has again left its
inflation profile kinked – CPI is expected to remain elevated in the near term before easing off in 2017 and 2018. Even though the forecast has
been revised lower in the short end, it still remains too close to the upper target band of 6%. Should the rand weaken, ratings downgrades
materialise, or should food and fuel inflation escalate, these forecasts will need to be rationalised higher.
The Forward Rate Agreement (FRA) curve has flattened for the year to date. The most recent move came after a slightly less hawkish SARB
in September, with the long end FRA falling 40 basis points since the previous MPC meeting. Market participants are increasingly pricing in
an end to the current hiking cycle, with the possibility of just one more hike either in November 2016 or January 2017 before a flatter interest
rate profile is seen. The argument for a rate cut, however, is still a long way off but it may surface in 2017/H2 if inflation shows a material
and sustained downturn.

Foreign holdings of local SAGB’s rises for the YTD

ALBI total returns are a key outperformer among local asset
benchmarks

Source: National Treasury, Nedbank

Source: Bloomberg, Nedbank

Owing to the relative attractiveness of SA’s risk premium on account of rising interest rates, foreign holdings of bonds have risen sharply
for the year to date. Non-residents held almost 30% of SA government bonds at the start of the year. This percentage escalated to 35.3% in
June. The IMF estimates that between 20%-30% of these foreign holdings are ‘ratings sensitive’. However, since these are predominantly randdenominated holdings, and our local currency credit rating still remains two notches above investment grade, even if we get a downgrade to
our foreign currency rating, the outflows may be limited. Non-residents have seen the fruits of their investment on the All Bond Index (ALBI).
Given a stronger rand recently and sharp inflows into the bond market for the year to date, ALBI total returns in dollar terms are up 29%.
This is compared with the Top 40 (USD) total return of 13% and the STEFI (cash) index of 5.4%. For as long as the rand remains relatively strong
and inflows into the bond market persist, the ALBI total returns may continue to outperform equities and cash.

Outlook
While global monetary policies remained skewed towards a loose stance, the US is contemplating a rate hike, which will be very much
data-dependent until the New Year. The UK is contemplating a rate cut which will be dependent on the economic data before their
November policy meeting. Japan and the Eurozone are likely to keep monetary policies ultra-loose and expand their stimulus offerings in
the New Year.
Local interest rates are close to their peak in this hiking cycle, with the debate now being on whether or not the SARB will initiate one last
hike and, if so, whether it will materialise this year or early next year.
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Currency insights
The rand strengthened in September. It was supported by the expectation of no change in US interest rates and speculation around the impact
of a major merger transaction on rand purchases as well as the better-than-expected outcomes on economic growth and the current account
deficit over the second quarter. The rand appreciated by 5.9% against the trade-weighted basket of currencies in September, taking the
appreciation of the rand for the year to date to a significant 13.5%. Based on our estimates of purchasing power parity the rand is currently
undervalued by about 7.5%.

Domestic
The USDZAR enjoyed a strong reprieve during 2016 and has exhibited a bull channel since the start of the year (similar to the commodity FX
index discussed later). The upper and lower bounds of this channel on USDZAR come through at around R14.96 and R13.12 respectively.
Importantly, the rand has also sustained its stay below the 200 day moving average which indicates that the long-term depreciating trend
since 2011 has matured and a medium to long-term consolidation phase is underway.
As a caveat to this, political risk remains difficult to quantify and could easily open up new upside in the event of any adverse developments. In
the short term, we watch R13.20/$ to the downside as the lower bound below which R12.85/$ would be the next target. To the upside, if
R14.00/$ is broken sustainably, we would see R14.50 to R14.70/$ opening up, correlating with the 100 day moving average and the August
and September peaks. These levels are marginally on the inside of the bull channel discussed, with only a break out of this channel signalling a
possible trend change.

USDZAR remains below 200d SMA and within strengthening
channel

EURZAR tests 2 standard deviation resistance

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

Unlike the USDZAR which has gone below the lower two standard deviation level, the EURZAR only tested this level (currently around
R15.20/€) during August with R14.80/€ acting as further downside resistance. To the topside, R16.15/€ currently corresponds with the upper
end of the 2016 bull channel which we would expect to hold in the near term. The mean of the current trend comes through at around
R17.05/€ currently.
The GBPZAR (below) has been a beneficiary of sterling’s woes. After getting close to the R17.00/£ level in August, the cross has headed
higher and appears to be establishing a horizontal range between around R19.00/£ and R17.00/£. Given our bearish assessment of sterling, we
do not see this cross heading sustainably higher unless there is a resumption of political risks domestically.
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GBPZAR has been a beneficiary of sterling’s woes

Source: Bloomberg, Nedbank

Commodity FX index maintains 2016 bull channel

Source: Bloomberg, Nedbank

The pause in the dollar rally has been a saving grace not only for EM FX but for commodities as well. An equally-weighted basket of
commodity FX pairs (both EM and DM) shows that since January the bull channel has remained intact. This is very similar to the channel
exhibited by the USDZAR since the start of the year (discussed above). Resistance to the current strengthening leg comes through at around 35% from the current level and correlates with our view of a possible short-term extension of rand strength.
When looking at the product of all these cross rates (the trade-weighted rand) on a y/y basis, we can see that the relatively stronger rand over
the course of this year has largely led to a lower inflation outlook and has alleviated the SARB’s stagflation dilemma in the short term. The
lower pass through from the rand to inflation has also assisted somewhat. This is an important factor and, should relative rand strength
persist, it may catalyse the end of the hiking cycle domestically (for more see Interest Rate insights). The chart below highlights the correlation
between the rand exchange rate and headline inflation.

Trade weighted rand a key driver of inflation metrics

Rand undervaluation since 2013 persists

Source: Bloomberg, Nedbank

Source: Nedbank

It is our view that the rand is currently experiencing a sustained period of under valuation relative to purchasing power parity. This is
evident from 2013 to present. In our current estimation, the rand is undervalued by 7.5% compared with 11% last month. Unfortunately, ‘fair
value’ in terms of the rand is an academic construct and it rarely holds with the rand oscillating between periods of over or under valuation
(shown in the grey bars in the chart above). A sustained narrative shift on South Africa is required in order to sustain a move stronger and
possibly through fair value.
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Global majors
The dollar has largely been a hostage to developments at the Fed. The dollar remains close to the very long-term average of around 100
index points with only a further Fed hike likely to open up further upside. However, given the expectation for a continuation of a very flat
hiking cycle over an extended period of time (as has been evident thus far) the extent of the dollar rally is likely to be considerably more
muted than in the 1980s or early 2000s. Regardless of this, a dollar rally will continue to pose a risk to emerging market FX and assets.

Dollar index remains close to long-term average, awaits the Fed

EURUSD forms symmetrical wedge, waiting for directional break

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

The EURUSD has been consolidating within a symmetrical wedge for most of 2016 while the expectation around the Fed hiking profile
softened. The upper and lower bounds of this wedge are close to converging and are currently around $1.13/€ to the top side and $1.10/€ to
the downside. Symmetrical wedges usually resolve in the direction of the sustained break. As such, a break to the top side would open up
$1.20/€ (not our base case) while a break to the downside would open up a move to below $1.05/€. We maintain a longer term bearish view
of the euro.
Despite a range bound greenback, the pound has been beleaguered by the continuing uncertainty associated with the Brexit and the
associated economic and political risks. Its recent performance has been the worst quarterly run since the 1980s and now consists of five
consecutive quarters of decline. Sterling has been supported around the $1.30/£ level since the June referendum but Prime Minister Theresa
May still needs to officially invoke the exit clauses from the EU which may catalyse a new round of weakness in early 2017. A break below
$1.30/£ would open up a move to the 1980s low around $1.20/£. To the top side, the range between $1.35-$1.38 remains resistance.

Sterling continues with worst quarterly run since 1980’s

Yen bucks remains strong against the USD in the short term

Source: Bloomberg, Nedbank

Source: Bloomberg, Nedbank

Bucking the trend of range bound or weaker performance against the dollar, the yen has continued to strengthen against the US dollar
since mid-2015, exhibiting a rally of around 25%. This strengthening has been despite Japanese policymakers' attempts to provide stimulus
measures to support the Japanese economy. Arguably, the stimulus measures have been deficient relative to the expectations of the market
which have led the yen to maintain its current composure. At present, the yen seems to be forming a base around ¥100/$ with ¥105/$ as an
immediate target before ¥108/$. A sustainable break below the ¥100/$ would open up ¥93/$. The market remains sceptical of the BOJ’s
ability to provide further stimuli but the new QE with yield control (discussed in Interest Rate insights section) will be watched closely. We still
see a weaker yen in the longer term.
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Leaders and laggards

As at 30 September 2016

Spot against USD

Date/Period

Best performer

Worst performer

1-week

RUB +1.06%

ZAR -1.98%

1-month

ZAR +3.74%

MXN -4.09%

3-month

ZAR +4.93%

MXN -5.80%

6-month

JPY +11.53%

MXN -11.89%

12-month

BRL +21.10%

ARS -38.70%

YTD

BRL +21.62%

ARS -15.84%

Source: Bloomberg, Nedbank

The volatility in the performance of the rand is because international
investors want to hold South African assets which are higher yielding
assets in a liquid emerging market. At the same time, however, the
investor community remains sceptical around the political risks and
associated credit ratings threats and financial ramifications.
As such, the rand oscillates between being among the worst performers
(expanded majors) last month to being among the best performers this
month. The Mexican peso is currently struggling against the backdrop of
a possible risk to its free trade status with the US in the context of an
uncertain US presidential race.
Recent performers also include the Russian ruble on the back of higher
oil prices. The Brazilian real is the stand out EM performer on a year to
date basis. The political reform in Brazil implies that it is closer to
structural reform on a substantive basis relative to its EM peers.

Outlook
The outlook for the rand remains highly uncertain. Over next few months the rand may benefit from foreign inflows related to a major M&A
transaction and the willingness of global investors to take risks in view of the global environment of negative yields on low-risk assets. This
correlates with our technical analysis which suggests that we may see a slight extension of rand gains in the short term.
Over the medium term, however, we expect a weaker trend later in the year given the strong probability of further political turmoil and
persistent worries about further possible downgrades to South Africa’s sovereign risk rating. An early and appropriate political resolution to
the current crisis in South Africa would obviously lead to a strong pullback in the rand.
Global majors remain a dollar story and are tied to the likelihood of a Fed rate hike. A stronger dollar remains a risk to EM FX and assets.
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Market insights
Markets
Global equity market performances have been mixed in September, with EM equities outperforming in relation to DM equities. Risk-on
demand for EM equities has persisted, supporting the MSCI EM index in September and for the year to date as well. Positive post-election
sentiment in Brazil and expectations of continued policy reform by the new government has resulted in the Bovespa surging this year, rising by
73% in dollar terms. This has also been reflected in the stronger real, which has appreciated by 22% against the dollar for the year to date and
is the best performing currency (among majors) this year.

EM equities are key outperformers, led by sharp currency appreciation for the YTD

Source: Bloomberg, Nedbank

Russian equities have rallied sharply this year, mainly as a result of the risk rally gripping EMs, while the narrower GDP contraction forecast for
this year (IMF: -1.2% forecast for 2016 vs. -3.7% in 2015), and recovery expected next year have also played a role in stemming investor fears.
Russia’s MICEX is up 32% this year, followed by SA, China and India whose equity markets have also rallied. Risk-on demand has persisted,
supporting EM equities, bonds and currencies on average. Mexican equities have come under pressure recently, given the country’s close ties
with the US and its dependence on NAFTA to support its trade ties with the US. The US presidential elections will keep Mexican equities
volatile and investors are likely to tread cautiously in the region until its conclusion.
The MSCI EM index has been a key outperformer, rising by 15% for the year to date, while the S&P 500 Index is only 4% higher this year.
European equities have performed dismally in dollar terms on the back of weak currencies and ongoing uncertainty regarding the Brexit.
Relative risk aversion towards developed market equities may persist for as long as monetary and political uncertainty remains a feature.

Dow Transport index may break higher over the medium term

While most DM equity indices have disappointed this year, the Dow
Transport Index (DTI) has recovered from its lows of 6600 points in
January, rising to current levels – almost 20% higher. Since April, the
index has formed a reverse head-and-shoulders pattern, which is
generally a bullish signal for a break higher. The projected rally should
equate to the distance between the top of the head and bottom of the
neckline – in this case, a 920-point rally. This will take the index to 9000points and a possible test of the 2014-2015 highs - slightly higher.
Support and resistance levels are 7100 and 8300 in the interim.

Source: Bloomberg, Nedbank
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Commodities
The market was generally surprised by the outcome of the International Energy Forum and the ‘in principle’ deal reached by OPEC in Algiers
during September. At present, OPEC has over 3.4 million barrels of unused capacity with a large portion of this concentrated in ‘underproducing ‘countries such as Iran, Iraq, Libya and Nigeria. Because of this, Nigeria and Libya have been excluded from proposed production
cuts. The wildcard remains getting approval from Iran and finalising which country bears the brunt of production cut backs (likely to be the
Saudis). At present, OPEC’s total production (not shown) remains at a record level of 33.7 million barrels, surpassing levels last seen in 1977.

OPEC production concentrated among key players, at record

OPEC spare capacity concentrated among ‘under producers’

OPEC Production Profile - bpd (000's) August 2016
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Source: OPEC, Bloomberg, Nedbank

Price action on Brent supportive of a move higher

Source: OPEC, Bloomberg, Nedbank

When assessing the price action on Brent we see that, despite the
context of global over supply and sluggish demand, prices have
remained relatively more elevated and range bound compared with the
lows posted early this year.
Momentum indicators (not shown), show a reversal in further price
gains with resistance at around $52/bbl. being critical to a break toward
$65/bbl. as a short to medium term target. On the downside, the
current range exhibits support of around $42/bbl. Of further concern,
remains the pennant (flag) formation which implies further upside in
line with an assumption of a workable deal from OPEC’s November
meeting.

Source: Bloomberg, Nedbank

As an oil importer, SA needs energy prices to remain lower for longer to
alleviate inflationary pressures. The longer term impact will also need to
assess the reaction from US shale producers as higher prices will reincentivise US players to re-enter the market and may act as a possible
‘choke off’ to higher prices on a sustained basis.

Despite the rally in oil markets since January as well as relatively better base metals, the ratio of gold to both of these indicators continues to
rise. This is a good indicator of fear vs. growth. A rising ratio implies that the ‘fear premium’ is high and the demand for safe haven gold is
outstripping demand for growth assets like oil and copper. The concern is that the indicator has remained extremely stretched for such an
extended period of time. It is symptomatic of the global growth malaise as well as the persistence of geopolitical and socio-economic risks
on a global scale. Risks remain elevated with an impending US election and financial stresses in the Eurozone and European banking system as
well as ongoing uncertainty around key emerging markets. This backdrop supports bullion over other assets with gold testing a 2015/2016
trend line (not shown).
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Gold/Oil and Gold/Copper fear vs. growth indicator remains
elevated

Source: Bloomberg, Nedbank

SA food inflation may persist if rains fail to materialise

Source: Bloomberg, Nedbank

Global corn prices have started to lift their heads only since the start of September after trading to their lowest in seven years. The recent
drought led to a need for significant imports of product but import prices (and associated parity prices) were elevated owing to a weaker rand,
negating any benefit to South Africa from lower global prices in aggregate.
While rand maize prices were significantly off their peaks in January, the inflationary impact is yet to peak in Q4 this year. The lagging maize
price and food inflation are illustrated on the chart above. Of concern is the fact that rainfall conditions have not yet improved and, if low
rainfall persists, we may see a sustained elevation of food price inflation with a resultant revision higher in the overall inflation trajectory.
This remains a tail risk to our current view.

Outlook
The global outlook remains clouded by overarching central bank action as well as by geopolitical risks which are even harder to quantify. EM
equities have been kept upbeat by risk-on demand, which is likely to wane if the Fed initiates a rate hike this year. DM equities may remain
relatively downbeat on the back of the divergent monetary policies and political risks evident in the US and UK. The trajectory of the dollar is
also a determining factor for dollar-based equity market performances globally, of which EM equities have been key outperformers this year.
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Annexures
Table 1: Nedbank’s SARB MPC checklist
Factor

SARB’s recent interpretation (MPC 22/09/16)

Recent tendency

“The global growth outlook remains subdued, amid slowing growth
in the advanced economies and a general downward revision to
forecasts…prospects for the US economy remain relatively
favourable…the short-term impacts of Brexit on the UK economy
have not been as negative as initially feared, growth forecasts have
been revised down as concerns remain regarding the longer-term
investment outlook. The euro area recovery remains steady but
subdued. The Japanese economy remains caught in a deflation and
low-growth bind, following a weak second quarter…The Chinese
economy appears to have stabilised following concerns about a
slowdown earlier in the year but concerns regarding the financial
sector persist.”
“Given the broadly benign global inflation environment, apart from in
some emerging markets, monetary policies have generally remained
accommodative, with further loosening or a loosening bias in a
number of the advanced economies. A notable exception is the
United States where the bias remains for a resumption of interest
rate normalisation, but the timing remains uncertain.”
“International oil prices have fluctuated between US$40-US$50 per
barrel for the past six months, amid uncertainty relating to a possible
supply freeze by OPEC.”
“Global food price inflation has increased, mainly due to acceleration
in the price of sugar.”

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

“…the rand has been positively impacted on by…a significant
narrowing of the current account deficit, following a sizeable trade
account surplus in the second quarter. Although this may reflect, in
part, a delayed adjustment to the depreciated rand exchange rate,
the trade surplus is not expected to be sustained at similar levels in
the coming months.”
“The marked appreciation of the rand during the past few days
appears to be driven by expectations of unchanged US monetary
policy, as well as by speculation regarding possible purchases of rand
related to a major M&A transaction. The rand, however, remains
vulnerable to future changes in the US monetary policy stance and
domestic political developments as well as the risk of a possible
ratings downgrade later in the year.”
“Average wage growth and wage settlement rates have
declined slightly, but there are risks of increases in excess of
inflation and productivity gains.”

The recent risk on phase has helped inflows but the country
remains extremely vulnerable to sentiment changes.

International economy
Growth

Inflation
rates

and

interest

Oil

Food

Inflation in advanced economies remains subdued, while some emerging
economies still show signs of upward pressure.

Oil prices are still range bound and have not increased above $50
per barrel since June.
Local food prices have been driven up by higher global food prices
as well as the drought.

Domestic economy
Balance of Payments

Exchange rate (rand)

Labour markets
labour costs)

(unit

The rand has remained volatile, but has recently strengthened

High wage demands continue to pose a threat to inflation and
growth.

Administered prices

“The downward revisions [in inflation] are due in part to a lower Eskom applied for an 16,6% tariff increase in 2016, Nersa granted
starting point, lower administered price inflation assumptions only 9,4%.
(including petrol, electricity and rates and taxes inflation), as
well as a less-depreciated exchange rate assumption.”

Domestic demand and
supply

“…the Bank’s forecast for economic growth for 2016 has been Nedbank expects growth to be a disappointing 0,2% this year, from
revised upward from zero percent to 0,4 percent. The forecasts 1,3% in 2015.
for the next two years have been increased marginally by 0,1
percentage points, to 1,2 percent and 1,6 percent respectively.
Estimates of potential output growth are unchanged, implying
the persistence of below-potential growth.”
“Credit extension to households continues to contract in real Credit growth remains subdued.
terms, likely to have been driven by both supply and demand
side considerations.”
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 from 3,9% to
3,2% of gross domestic product in 2016/17, with the outcome in
2015/16 in line with the February 2015 budget but marginally
higher than the 3,8% forecast at the time of the Medium Term
Budget Policy Statement (MTBPS) in October 2015. The deficit
was then forecast to fall to 2,4% by 2018/19, significantly lower
than the 3,0% projected in the MTBPS.
“Inflation is expected to peak at 6,7 percent in the fourth quarter While inflation is expected to rise marginally in the coming months,
of this year, compared with 7,1 percent previously, with an the profile is slightly flatter because of a firming rand.
earlier sustained return to within the target range now forecast
to occur during the second quarter of 2017. Inflation is expected
to average 6,4 percent in 2016 and 5,8 percent in 2017,
compared with 6,6 percent and 6,0 percent previously. The
forecast for 2018 is unchanged at an average of 5,5 percent.”

Monetary conditions

Fiscal policy

Indicators of inflationary
expectations

Source: Nedbank Economic Unit, SARB
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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 tradeweighted rand.

Commodity prices

Strong commodity prices are rand supportive. Commodity prices have remained subdued,
but have moved off their lows.

Interest rates

Higher = positive, but depends on
circumstances.

The US Fed started interest rate normalisation The pace of US interest rate hikes will be
on 16 December 2015 but has since not raised slower than markets originally anticipated
rates any further. The market is expecting
given softer global trends.
tightening in December or early in 2017.

Emerging market perceptions

Positive = good for rand.

There are signs of weakness in key emerging
market economies, especially China.

The dollar has traded sideways to weaker
The dollar should strengthen in the wake of
against the euro as monetary policy tightening the Brexit vote.
in the US is pushed out further.
In the long term, current supply gluts are likely
to dissipate. However, a resumption of the
commodity supercycle looks unlikely in the
foreseeable future.

The global economy is still under pressure and
will probably periodically disappoint, with
emerging markets hurt by negative
perceptions emanating from the commodities
slump and a weaker China.

Predominantly domestic
Growth perceptions

Current account

Rand strength if perceptions of relative growth Nedbank GEU projects growth to come in at a Poor policy decisions are likely to continue to
disappointing 0,2% this year from 1,3% last
are positive
weigh on domestic growth.
year.
The current account deficit fell to 3,1% of GDP Will remain wide as imports remain high;
Large unsustainable deficit would be rand
in the second quarter, down from a revised
negative.
sustainability depends on consumer/
5,3% (previously 5,0%) in the first quarter.
investment mix, commodity price cycle, policy
and external perceptions. We expect the
deficit to narrow to 3,6% from 4,3% in 2015.
The 2016 budget delivers a quicker reduction Fiscal policy is mostly on track but under
in the deficit through a mixture of higher
threat from grandiose projects. Other policies
revenue and tighter expenditure controls. The will continue to send mixed and confusing
consolidated budget deficit is expected to
messages to investors.
decline from 3,9% to 3,2% of gross domestic
product in 2016/17, with the outcome in
2015/16 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 was 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.

Policy and policy perceptions

Rand positive, if promotes financial stability
and economic growth.

Exchange controls

Relaxing potentially negative for rand in short Some relaxation for individuals was
term, positive in long term as foreign
announced in the 2015 National Budget,
investment picks up.
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

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

Rand under- or overvalued?

If overvalued then will depreciate in long term Undervalued on a purchasing power parity
and vice versa.
basis.

Inflows have been supported by a risk on
environment on the back of a delay in US
monetary tightening.

Some reversion to longer-term PPP possible,
but significant risk factors remain in the final
quarter of the year.

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

Time

Indicator

03-Oct

11:00

03-Oct

Period

Previous

Barclays Manufacturing PMI

Sep

46.3

Naamsa Vehicle Sales YoY

Sep

-9.50%

05-Oct

09:15

Standard Bank South Africa PMI

Sep

49.8

06-Oct

11:30

SACCI Business Confidence

Sep

92.9

06-Oct

13:00

Electricity Consumption YoY

Aug

-0.60%

06-Oct

13:00

Electricity Production YoY

Aug

2.00%

07-Oct

08:00

Gross Reserves

Sep

$45.71b

07-Oct

08:00

Net Reserves

Sep

$40.80b

07-Oct

13:00

Non-Farm Payrolls QoQ

2Q

-0.20%

11-Oct

13:00

Manufacturing Prod SA MoM

Aug

-1.50%

11-Oct

13:00

Manufacturing Prod NSA YoY

Aug

0.40%

13-Oct

11:30

Mining Production MoM

Aug

-2.40%

13-Oct

11:30

Gold Production YoY

Aug

2.00%

13-Oct

11:30

Platinum Production YoY

Aug

-9.60%

13-Oct

11:30

Mining Production YoY

Aug

-5.40%

19-Oct

10:00

CPI YoY

Sep

5.90%

19-Oct

10:00

CPI Core MoM

Sep

0.20%

19-Oct

10:00

CPI Core YoY

Sep

5.70%

19-Oct

10:00

CPI MoM

Sep

-0.10%

19-Oct

13:00

Retail Sales Constant YoY

Aug

0.80%

19-Oct

13:00

Retail Sales MoM

Aug

-0.40%

25-Oct

09:00

Leading Indicator

Aug

91.6

27-Oct

11:30

PPI MoM

Sep

-0.10%

27-Oct

11:30

PPI YoY

Sep

7.20%

28-Oct

14:00

South Africa Budget

Sep

--

31-Oct

08:00

Money Supply M3 YoY

Sep

5.48%

31-Oct

08:00

Private Sector Credit YoY

Sep

6.15%

31-Oct

14:00

Trade Balance Rand

Sep

--

Source: Bloomberg, Stats SA, South African Reserve Bank

SARB MPC meeting dates - 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% following the September 2016 MPC meeting.
Source: SARB
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Nedbank Group Economic Unit Facts and forecasts
Facts and forecasts (annual) of key economic variables
Calendar year

2016F

2017F

2018F

2019F

2020F

GDP growth %

0.2

1.0

1.5

2.0

2.8

Current account as a % of GDP

-3.4

-3.7

-3.4

-2.6

-2.2

Dollar

1 254.7

1 277.0

1 289.8

1 302.7

1 315.7

Rand

18815

19340

19370

20346

21371

USDZAR

15.00

15.14

15.02

15.62

16.24

EURUSD

1.11

1.09

1.06

1.04

1.04

USDJPY

107.8

103.0

103.2

103.2

103.2

GBPUSD

1.37

1.32

1.29

1.26

1.25

EURZAR

16.68

16.46

15.97

16.27

16.84

ZARJPY

7.2

6.8

6.9

6.6

6.4

GBPZAR

20.56

19.93

19.33

19.69

20.38

Three-month JIBAR

7.26

6.25

6.20

7.09

7.48

Prime

10.50

9.75

9.50

10.25

10.75

Long bond

8.60

8.55

8.58

7.95

7.97

6.2

5.7

5.6

6.0

5.6

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

7.36

7.28

7.26

7.41

7.13

6.53

6.25

Prime

10.50

10.50

10.50

10.50

10.75

10.75

10.25

9.75

Long bond (10-yr)

9.03

8.78

8.50

8.60

9.15

9.05

8.90

8.55

6.3

6.3

6.1

6.0

5.7

5.5

5.8

5.9

Exchange rates (end of period)
USDZAR

14.91

14.96

14.21

15.35

15.32

15.17

14.86

15.16

EURUSD

1.133

1.110

1.121

1.110

1.099

1.088

1.077

1.072

USDJPY

112.4

102.6

101.5

102.0

102.6

102.6

103.6

104.1

GBPUSD

1.43

1.34

1.30

1.32

1.31

1.31

1.32

1.328

EURZAR

16.89

16.60

15.93

17.04

16.83

16.50

16.01

16.25

ZARJPY

7.54

6.85

7.14

6.65

6.69

6.76

6.97

6.87

GBPZAR

21.39

20.06

18.51

20.19

20.05

19.85

19.65

20.14

Dollar

1230

1316

1310

1297

1271

1264

1290

1277

Rand

18333

19696

18618

19906

19469

19178

19170

19358

Interest rates % (end of period)

Inflation % (end of period)
CPI (new)

Gold price (average per ounce)

Source: Nedbank Group Economic Unit
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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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