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9ȄŜŎǳǘƛǾŜ {ǳƳƳŀǊȅ 

< Recent statistics suggest that the domestic economy barely grew in the third quarter. At this stage GDP is projected 

to expand by about 0.2% over the third quarter, which takes our GDP growth forecast for calendar 2016 to a slightly 

higher 0.3%. Our forecasts for 2017 and 2018 remain unchanged at 1% and 1.5% respectively.  

< The MTBPS offered a sobering compromise. Given that tax revenue is projected to fall substantially short of the 

2016 Budget projections, higher taxes and more spending cuts will be required to reduce the budget deficit and 

contain the rise in public debt to a pace relatively close to the one proposed in February 2016. Treasury hopes to 

raise an additional R13 billion and R15 billion in 2017/18 and 2018/19 respectively through even higher taxes than 

those already proposed in the 2016 Budget, while the expenditure ceiling will be reduced by a further R10 billion 

and R16 billion respectively in 2017/18 and 2018/19. 

< We still expect inflation to peak at about 6.2% around November this year, before ending the year at 6%. Inflation is 

then forecast to ease to below 6% in early нлмтΣ ƘƻǾŜǊƛƴƎ Ƨǳǎǘ ǿƛǘƘƛƴ ǘƘŜ wŜǎŜǊǾŜ .ŀƴƪΩǎ ǘŀǊƎŜǘ Ǌange for the rest of 

the year. The rand remains the key risk to the outlook. !ǎǎǳƳƛƴƎ ƴƻ ƳŀƧƻǊ ŎƘŀƴƎŜǎ ǘƻ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǎƻǾŜǊŜƛƎƴ Ǌƛǎƪ 

ratings later this year, a slightly weaker rand is forecast for 2017, but the impact on inflation will be offset by lower 

food prices as the drought recedes, subdued domestic demand and base considerations.  

< Global monetary policies are likely to remain loose. We anticipate a further rate cut from the BoE, sometime in 

1Q17, when Brexit proceedings begin. The ECB is likely to extend the time-frame of its stimulus programme which 

was originally expected to end in March 2017. We believe this may be extended towards 2017 year-end as the 

economy is still struggling with low inflation and growth levels. While the Fed may raise interest rates in December, 

they are likely to indicate the pace of rate hikes/policy normalisation will be very slow, keeping policy fairly 

accommodative in the medium-term in order to support the current recovery. Domestically, if our view of no ratings 

downgrade transpires and assuming an easing of political risks, it is quite conceivable, that we may be at the top, or 

close to the top of the current hiking cycle.   

< The rand appreciated further in October 2016, even as the US dollar strengthened, on growing market confidence 

that the US Federal Reserve will raise interest rates in December and despite some temporary jitters over the tough 

measures contained in the 2016 MTBPS. The rand appreciated by a further 2.4% against the trade-weighted basket 

of currencies in October 2016, taking ǘƘŜ ǊŀƴŘΩǎ ŀǇǇǊŜŎƛŀǘƛƻƴ ŦƻǊ ǘƘŜ ȅŜŀǊ ǘo date to a significant 13.2%. Much of this 

improvement appears to be driven mainly by generally stronger global risk appetites for emerging market assets 

(specifically bonds and FX) among global investors in response to ultra-low interest rates in many advanced 

countries. Based on our estimates of purchasing power parity the rand is currently about 6% undervalued. 

< The possibility of higher US interest rates in the near term may hamper US equity market performances, as the 

previous low-interest rate environment has been a key driver of financial markets and asset prices in the past. Along 

with deterioration in US equity indices, SA and EM equity markets have been hampered by foreign investor risk 

aversion toward equities, especially in the second half of the year, which may persist into year-end. 

Key driving factors 

Event Risk factor 

Global political developments The US election remains a wildcard with polls still too close to call. A Trump victory is construed as negative for 
risk appetite and the dollar in the long-term with a Clinton victory likely to sustain the status quo and a 
relatively dovish Fed. Italian referendum and the Brexit negotiations remain on the agenda. 

SA event risk Over the longer term, political risk remains a key consideration. The focus of international investors will be on 
the implementation of a better policy rather than on platitudes and promises. The MTBPS was pragmatic in 
our view and we remain of the opinion that a hard currency downgrade from S&P is not a foregone conclusion 
for this year (see SA Credit Ratings overview published 6 October 2016), barring political tail risks.  

Source: Nedbank 
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9ŎƻƴƻƳƛŎ hǾŜǊǾƛŜǿ 

Domestic economic trends 

Recent statistics suggest that the domestic economy barely grew in the third quarter. Over the three months to August compared with the 
previous three months, manufacturing production rose by a seasonally adjusted annualised rate of only 0.6%, wholesale sales contracted by a 
sharp 4.2%, retail sales declined by 2.2% and electricity available for distribution dropped by 2.4%. The only exception over this period was 
mining, where output rose by a seasonally adjusted annualised 14.5%.  
 
Over the three months to September, total new vehicle sales, after adjusting for seasonal factors, declined by an annualised 12.5% q-o-q. At 
this stage GDP is projected to expand by about 0.2% over the third quarter, which takes our GDP growth forecast for calendar 2016 to a 
slightly higher 0.3%. Our forecasts for 2017 and 2018 remain unchanged at 1% and 1.5% respectively.  
 

National Treasury released its Medium-Term Budget Policy Statement 
(MTBPS) on 26 October 2016. Treasury revised its growth forecasts 
down to 0.5%, 1.3%, 2% and 2.2% in 2016, 2017, 2018 and 2019 
respectively. ¢ƘŜ ŜŎƻƴƻƳȅΩǎ ǇƻƻǊ ǇŜǊŦƻǊƳŀƴŎŜ ǎƻ ŦŀǊ ǘƘƛǎ ȅŜŀǊΣ ǘƘŜ 
subdued growth prospects for the next three years and the recent 
ŎƻƴŎŜǎǎƛƻƴǎ ƳŀŘŜ ǘƻ ǎǘǳŘŜƴǘǎ ƛƴ ǊŜǎǇƻƴǎŜ ǘƻ ǘƘŜ ΨCŜŜǎ aǳǎǘ CŀƭƭΩ 
protests at most universities, ƘŀǾŜ ŦǊǳǎǘǊŀǘŜŘ bŀǘƛƻƴŀƭ ¢ǊŜŀǎǳǊȅΩǎ ŜŦŦƻǊǘǎ 
to restore fiscal sustainability and thereby allay the concerns of credit 
rating agencies. 
 
The MTBPS offered a sobering compromise. Given that tax revenue is 
projected to fall substantially short of the 2016 Budget projections, 
higher taxes and more spending cuts will be required to reduce the 
budget deficit and contain the rise in public debt to a pace relatively 
close to the one proposed in February 2016. Treasury hopes to raise an 
additional R13 billion and R15 billion in 2017/18 and 2018/19 
respectively through even higher taxes than those already proposed in 
the 2016 Budget, while the expenditure ceiling will be reduced by a 
further R10 billion and R16 billion respectively in 2017/18 and 2018/19.  
 

Within these limits, increased allocations for tertiary education require further moderation in government employment, improved efficiencies 
and cuts to the operating budgets of all departments and provinces. Post-school education and training becomes the fastest growing item in 
the budget after debt service costs.  
 
All these measures should help reduce the consolidated budget deficit from an estimated 3.4% of GDP in this fiscal year to 3.1% in 2017/18, 
2.7% in 2018/19 and 2.5% in 2019/20. These, in turn, should contain the rise in gross government debt from a projected 51.3% of GDP in this 
fiscal year to around 52.3% in 2019/20. Both the revised budget deficit targets and the debt projections are higher than those proposed in the 
2016 Budget, but not dramatically so. ¢ǊŜŀǎǳǊȅ ŀŘƳƛǘǎ ǘƘŀǘ ǘƘŜ a¢.t{Ωǎ ǇǊƻǇƻǎŀƭǎ ǿƛƭƭ ƘŀǾŜ ŀ ΨŘŀƳǇŜƴƛƴƎΩ ŜŦŦŜŎǘ ƻƴ ŜŎƻƴƻƳƛŎ ŀŎǘivity, but 
ŀǊƎǳŜǎ ǘƘŀǘ ŀ ǊŀǘƛƴƎ ŘƻǿƴƎǊŀŘŜ ǿƻǳƭŘ Řƻ ŜǾŜƴ ƳƻǊŜ ƘŀǊƳ ōȅ ƘǳǊǘƛƴƎ ŀƭǊŜŀŘȅ ŦǊŀƎƛƭŜ ŎƻƴŦƛŘŜƴŎŜΣ ǇǊƻƳǇǘƛƴƎ ΨƭŀǊƎŜΩ ŎŀǇƛǘŀƭ ƻǳǘŦƭows and forcing 
interest rates higher.  
 
Fitch and S&P Global responded to the MTBPS by commending the commitment to fiscal consolidation, but both agencies expressed concerns 
ŀōƻǳǘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƭƻǿ ƎǊƻǿǘƘ ǊŀǘŜ ŀƴŘ ǘƘŜ ƭŀŎƪ ƻŦ ǎǘǊǳŎǘǳǊŀƭ ǊŜŦƻǊƳǎΦ CƛǘŎƘ ƴƻǘŜŘ ǘƘŀǘ ƎƻǾŜǊƴƳŜƴǘ ƳŜŀǎǳǊŜǎ ǘƻ ōƻƻǎǘ ƎǊƻǿǘƘ ΨŎƻƴǎǘƛǘǳǘŜŘ 
ŦƛƴŜ ǘǳƴƛƴƎ ǊŀǘƘŜǊ ǘƘŀƴ ƳŜŀƴƛƴƎŦǳƭ ǊŜŦƻǊƳΩΦ While the MTBPS commits to establishing policy certainty, streamlining regulation and improving 
labour market stability, it presents policy reform as a work in progress with few new specifics on the changes or initiatives being considered.  
 
In the meantime, more evidence emerged of the damage done by poorly thought-through regulation. The Tourism Business Council of SA 
ǊŜƭŜŀǎŜŘ ŦƛƎǳǊŜǎ ǘǊŀŎƪƛƴƎ ǘƘŜ ŘŀƳŀƎŜ ŎŀǳǎŜŘ ōȅ ǘƘŜ ŎƻƴŦǳǎƛƻƴ ƻǾŜǊ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘ ƻŦ IƻƳŜ !ŦŦŀƛǊǎΩ Ǿƛǎŀ ǊŜǉǳƛǊŜƳŜƴǘǎ ŦƻǊ ŦŀƳƛƭies travelling 
with children and the disruptions caused by the introduction of the new biometric system at OR Tambo International Airport. The Council 
found that due to the unabridged birth certificate regulation 13,246 foreign visitors were denied boarding flights to SA from June 2015 to July 
2016. Taking into consideration that a tourist spends an average of R13,000 a day, the regulation has cost South Africa at least R7.5 billion in 
revenue. Added to this, visitors have expressed frustration with long delays caused by the biometric ǎȅǎǘŜƳΣ ǿƘƛŎƘ ŎŀǇǘǳǊŜǎ ǘǊŀǾŜƭƭŜǊǎΩ 
fingerprints at ports of entry, with many travel agents now advising clients not to travel to South Africa. In response, the Council investigated 
the impact at OR Tambo International Airport and found that in October 2016 alone visitors queued at immigration at peak times for anything 
from 90 minutes to 4 hours, 800 passengers missed connecting flights due to delays, 24 domestic and 9 international flights were delayed, and 
yet passport control counters were staffed at only 40% strength on average.  
 
  

Trends in key economic indicators 

 

 

Source: Stats SA 
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In October, domestic politics took another worrisome turn in our view. The National Prosecuting Authority (NPA) formally charged Minister 
Gordhan with one charge of fraud and one of theft. .ƻǘƘ ŎƘŀǊƎŜǎ ǊŜƭŀǘŜ ǘƻ Ƙƛǎ ƎǊŀƴǘƛƴƎ ƻŦ ŦƻǊƳŜǊ {!w{ ƻŦŦƛŎƛŀƭ LǾŀƴ tƛƭƭŀȅΩǎ ŜŀǊƭȅ ǊŜǘƛǊŜƳŜƴǘ ƛƴ 
2010 at a cost of R1.1 million and his rehiring as Deputy Commissioner on a fixed-term contract, which allegedly constituted a contravention of 
the Public Finance Management Act. Minister Gordhan, along with former SARS Commissioner Oupa Magashula and former deputy 
Commissioner Ivan Pillay were due to appear in court on 2 November 2016, but at a press conference on 31 October 2016, the charges were 
dropped.  
This reinforced a high degree of suspicion  from some quarters  that feel it is likely that politics rather than law enforcement are behind the 
case against the Finance Minister. Furthermore, video and audio footage emerged of a bizarre hostage drama that unfolded at SARS 
headquarters on 18 October 2016 when SARS Deputy Director of Law, Vlok Symington, was held against his will by four HAWKS officers and 
ƻƴŜ ƻŦ {!w{ /ƻƳƳƛǎǎƛƻƴŜǊ aƻȅŀƴŜΩǎ ōƻŘȅƎǳŀǊŘǎ ŀǎ ǘƘŜȅ ǘǊƛŜŘ ǘƻ ǊŜǘǊƛŜǾŜ ŎƻǊǊŜǎǇƻƴŘŜƴŎŜ ƳƛǎǘŀƪŜƴƭȅ ŜƳŀƛƭŜŘ ǘƻ {ȅƳƛƴƎǘƻƴ ƛƴ ǿƘƛŎƘ {!w{Ωǎ 
own legal advisers refused to participate in the case against Gordhan on ethical grounds. 

Other political and legal developments have been equally unsettling, in 
our opinion. Finance Minister Gordhan approached the court for a 
declaration to confirm that he was not permitted to intervene in the 
ŘƛǎǇǳǘŜ ōŜǘǿŜŜƴ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ŦƻǳǊ Ƴŀin commercial banks and various 
Gupta-owned companies. This follows the appointment of a ministerial 
task team led by Minerals Resources Minister Zwane, and including 
Finance Minister Gordhan, to investigate the reasons behind the closure 
of the Gupta compŀƴƛŜǎΩ ŀŎŎƻǳƴǘǎ ōȅ Ƴƻǎǘ ōŀƴƪǎΦ Through the court 
application, the Minister revealed that the banks suspended banking 
services to these companies due to 72 suspicious transactions that the 
banks were legally obligated to report to the Financial Intelligence 
Centre (FIC), under the Financial Intelligence Centre Act (FICA) adopted 
in 2001. In the process, the Minister essentially provided the banks with 
legal justification to break client confidentiality, compelling the Gupta 
firms to explain the 72 transactions to an appropriate court.  
 
The Gupta family is also the subject of the previous Public Protector, 
¢Ƙǳƭƛ aŀŘƻƴǎŜƭŀΩǎ Ŧƛƴŀƭ ǊŜǇƻǊǘ ƻƴ ΨǎǘŀǘŜ ŎŀǇǘǳǊŜΩΣ ǿƘƛŎƘ ƛƴǾŜǎǘƛƎŀǘŜǎ ǘƘŜ 
ŦŀƳƛƭȅΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǿƛǘƘ tǊŜǎƛŘŜƴǘ ½ǳƳŀΣ ǘƘŜƛǊ ƛƴŦƭǳŜƴŎŜ ƻƴ ƻǘƘŜǊ 
government officials and their alleged interference in the operations of 
the state. The report was due for release on 14 October 2016, her final 

day in office, but President Zuma applied for an urgent interdict preventing the release of the report. The President argues that he was not 
ƎƛǾŜƴ ŜƴƻǳƎƘ ǘƛƳŜ ǘƻ ŀƴǎǿŜǊ ǘƘŜ tǳōƭƛŎ tǊƻǘŜŎǘƻǊΩǎ ǉǳŜǎǘƛƻƴǎΦ His application is set to be heard in court on 1 November 2016. However, the 
President recently applied for a postponement of the interdict proceeding, given confusion as to whether the state capture report in its 
current form was the final version and the need for even more time to respond to the application brought to court by former ANC MP Vytjie 
Mentor. These rapidly unfolding events are, in our opinion, fast eroding confidence in government among the public, business and the broader 
investment community. It is also very likely that the major rating agencies may wonder how politically-sensitive and difficult structural reforms 
needed to boost growth and investor confidence will be implemented in such a divided and unstable political environment. 

 
Global economic trends 
 
The International Monetary Fund (IMF) released its October edition of 
the World Economic Outlook. The IMF expects the world economy to 
grow by a softer 3.1% in 2016, before recovering at a moderate pace 
of 3.4% in 2017 and 3.6% in 2018.  
 
Subdued growth is forecast for advanced economies. The IMF argues 
ǘƘŀǘ ǘƘŜ ¦YΩǎ ŘŜǇŀǊǘǳǊŜ ŦǊƻƳ ǘƘŜ 9¦Σ ŀƎŜƛƴƎ ǇƻǇǳƭŀǘƛƻƴǎΣ ǘƘŜ ǇƻƻǊƭȅ 
understood and protracted slowdown in productivity growth and the 
growing calls for protectionist and inward-looking policies, will hurt 
growth prospects in developed countries over the longer term.  
 
¢ƘŜ ƻǳǘƭƻƻƪ ŦƻǊ ŜƳŜǊƎƛƴƎ ŜŎƻƴƻƳƛŜǎ ƛǎ ΨǳƴŜǾŜƴΩ, but still forecast to 
improve gradually over the next three years. The greatest challenge for 
most developing economies remains adjusting to the adverse impact of 
/ƘƛƴŀΩǎ ƎǊŀŘǳŀƭ ǎƭƻǿŘƻǿƴ ŀƴŘ ǊŜōŀƭŀƴŎƛƴƎ ƻƴ Ǝƭƻōŀƭ ŎƻƳƳƻŘƛǘȅ ǇǊƛŎŜǎΦ 
¢ƘŜ LaC ōŜƭƛŜǾŜǎ ǘƘŀǘ ǘƘŜ ΨŀŎǳǘŜΩ ǇƘŀǎŜ ƻŦ ǘƘŜ ŎƻƳƳƻŘƛǘȅ ǇǊƛŎŜ ΨǎƘƻŎƪΩ 
is probably over for most commodity exporters, but fiscal 
vulnerabilities, slow progress with much-needed structural reforms, 
domestic strife, political discord and geopolitical tensions will probably 
continue to undermine the growth outlook for many developing 
economies. 
 
  

SA Foreign currency long term ratings scale ς Ratings agencies 
remain vigilant amid heightened political risks 

 

 

Source: Nedbank, Fitch, S&tΣ aƻƻŘȅΩǎ 

IMF revises global growth lƻǿŜǊ ƻƴ Ψ.ǊŜȄƛǘΩ Ǌƛǎƪǎ ŀƴŘ ŀƎƛƴƎ 
working populations globally 

 

Source: IMF WEO October 2016 
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The US economy fared much better than expected in the third quarter, growing by an annualised 2.9% q-o-q, up from 1.4% and 0.8% in the 
second and first quarters respectively. This acceleration was mainly the result of a much stronger net export position, aggressive restocking of 
inventories as well as moderate growth in government spending and investment. Consumer spending grew at a slower pace, while fixed 
investment trends appeared to firm up after a slump in 2Q. Recent indicators suggest that consumer confidence faltered in October 2016, 
weighed down by concerns over the outcome of the general election on 8 November 2016 and the slower pace of job creation over the third 
quarter, which, coupled with a slight increase in the labour force, pushed the unemployment rate up marginally to 5% in September 2016. 
IƻǿŜǾŜǊΣ ƛƴŘǳǎǘǊƛŀƭ ŀŎǘƛǾƛǘȅ ŀƴŘ ōǳǎƛƴŜǎǎ ŎƻƴŦƛŘŜƴŎŜ ŀǇǇŜŀǊ ǘƻ ōŜ ǊŜŎƻǾŜǊƛƴƎ ŀǎ Ƴƻǎǘ ǇǳǊŎƘŀǎƛƴƎ ƳŀƴŀƎŜǊǎΩ ƛƴŘƛŎŜǎ ƛƳǇǊƻǾŜŘ ƴƻticeably in 
September and rose even further above the key 50 threshold in October 2016.  
 
Conditions in Eurozone also improved over the third quarter. LƴŘǳǎǘǊƛŀƭ ǇǊƻŘǳŎǘƛƻƴ ǊŜōƻǳƴŘŜŘ ƛƴ !ǳƎǳǎǘ ŀƴŘ ǘƘŜ ǇǳǊŎƘŀǎƛƴƎ ƳŀƴŀƎŜǊǎΩ 
indices (PMIs) for manufacturing and services suggest that trading conditions improved further in September and October. In contrast, 
consumers remain relatively pessimistic about future prospects, impeding growth in retail sales. However, ǘƘŜ ƎƭƻƻƳ ŎŀǳǎŜŘ ōȅ ǘƘŜ ¦YΩǎ 
decision to leave the EU is starting to recede.  
 
The UK economy held up relatively well in the third quarter, despite the shock outcome of the EU referendum. GDP expanded by 0.5% q-o-
q, only slightly softer than the 0.7% growth recorded in the second quarter. The main boost came from a resilient services sector, which largely 
offset declines in value added by manufacturing, construction and agriculture. Compared with the same quarter a year ago, the economy grew 
by 2.3% in the third quarter, compared with 2.1% and 1.9% in the second and first quarters respectively.  
 
In Japan, the pace of activity remained sluggish, although both business and consumer confidence improved slightly towards the end of the 
third quarter. Industrial production recovered somewhat in August, but machinery orders were down and car production declined. However, 
the PMI readings for manufacturing suggest that activity picked up more convincingly in September and October. Consumers remained 
reluctant to spend as the slide in retail sales continued in August. Deflationary pressures also weighed on the economy. Consumer prices 
declined for the seventh consecutive month in September as CPI remains in deflation.  
 
Although conditions in most emerging economies remained challenging, there were signs of improvement in some countries over the third 
quarter. The Chinese economy grew at the same pace of 6.7% y-o-y in the third quarter as in the second and first quarters. The economy was 
supported by stronger growth in government spending and fixed investment, which was driven almost exclusively by a 21.1% surge in capital 
expenditure by state firms. Consumer spending also held up relatively well, but the slowdown in industrial activity continued, hurt by falling 
exports. In the first three quarters of this year, the services sector grew by 7.6% and the industrial sector expanded by a slower 6.1%. In India 
more evidence emerged of some loss of momentum. Industrial production declined over July and August, while PMI readings suggest that 
business conditions deteriorated moderately in both the manufacturing and services sectors in September. In Russia conditions are slowly 
improving. Although the economy remains in recession, the rate of decline is at least moderating. Real GDP contracted by 0.6% q-o-q in the 
third quarter, after shrinking by 1.3% and 1.2% in the second and first quarters respectively. In September, inflation moderated to a 2½-year 
low of 6.4% and the unemployment rate was steady at 5.2%. In Brazil the weakness persisted throughout the third quarter. Industrial 
production declined further in August and the PMI for manufacturing remained stuck in negative territory for the 12th consecutive month in 
September. Factories reported the sharpest rate of decline in new export orders since May 2009. Households continue to battle tough 
conditions, but signs emerged that the worst may be over. The unemployment rate was steady although still high at 11.8% in September. 
Inflation moderated further to 8.5% y-o-y in September, down from an earlier peak of 10.7% in January. Consequently, the central bank cut 
interest rates by 25 basis points for the first time in four years to 14% in October. While retail sales declined for the 17th consecutive month in 
August, the rate of decline over the past three months has been noticeably less severe.  

 
Global monetary policy trends 
 
Global monetary policies remain highly accommodative. The minutes of the Federal Open Market Committee (FOMC) meeting held in 
September, indicated that seven of the 10 members voted to leave interest rates unchanged, while three members favoured an increase in 
the target range for the federal funds rate to 0.5% to 0.75%. The markets expect the Federal Reserve to hike interest rates in December.  
 
The European Central Bank (ECB) left its monetary policy unchanged in October. Interest rates on main refinancing operations, the marginal 
lending facility and the deposit facility remain at 0%, 0.25% and -0.4% respectively. The ECB will also continue monthly asset purchases of 
ϵул billion until March 2017 or beyond, if needed. The Governing Council once again stressed that interest rates were likely to remain at 
present or even lower levels for an extended period of time and well past the horizon of the asset purchase programme. The Bank expects 
inflation to rise during the remainder of 2016 and throughout 2017 and 2018. Headline inflation in Eurozone rose 0.4% y-o-y in September, 
being its highest level since October 2015.  
 
The Bank of England also maintained its current policy stance, with the bank rate at 0.25%, government bond purchases at £435 billion and 
corporate bond purchases at up to £10 billion. The Bank of Japan left its policy unchanged after introducing a complex yield-curve control 
framework in September. The short-term rate remains at -0.1% and the target for the 10-year Japanese government bond yield at 0%.  
Most other central banks leaned towards either maintaining the status quo or easing policy rates further. In October Indonesia, Brazil, India, 
Uganda and the Ukraine cut their base lending rates, while Hungary, Sweden, Norway, Russia and Turkey left interest rates unchanged.  
So far this year, a total of 40 central banks have eased their monetary policies, while 19 have tightened.  
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South African Balance of Payments Implications 
 
The trade account switched from a deficit amounting to R8.89 billion in August, to a R6.70 billion surplus in September. This brought the 
cumulative deficit for the first nine months of the year to R9.95 billion, compared with R37.19 billion over the same period in 2015. The switch 
to a cumulative deficit compared with surpluses in recent months, was a result of the downward revision of gold exports between February 
and July this year. 
 
We still expect a current account deficit of around 3.4% of GDP in 2016, down from the 4.3% recorded in 2015. This is likely to flow mainly 
from a larger trade surplus as exports outpace imports, hurt by weak consumer demand and shrinking fixed investment. However, import 
volumes and prices are forecast to rebound in 2017, as domestic spending gradually recovers and global oil prices drift higher.  
 
In contrast, the upside for exports will, in our opinion, remain contained by the lack of fixed investment in the major exporting industries over 
the past two years and persistent capacity constraints in general economic infrastructure. The current account deficit is, therefore, forecast to 
widen to above 4% of GDP in 2017. 
 
Capital inflows will probably remain volatile. Global risk appetites is expected to improve in 2017, as US interest rates are unlikely to rise by 
much and yields on other low-risk assets are likely to remain low or negative. The obstacles for South Africa remain the threat of further 
ŘƻǿƴƎǊŀŘŜǎ ǘƻ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǎƻǾŜǊŜƛƎƴ Ǌƛǎƪ ǊŀǘƛƴƎΣ ǘƘŜ ƛƴŎǊŜŀǎƛƴƎƭȅ ǳƴǎŜǘǘƭŜŘ ǇƻƭƛǘƛŎŀƭ ƭŀƴŘǎŎŀǇŜ ŀƴŘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǊŜƭŀǘƛǾŜƭȅ ǇƻƻǊ ƎǊƻǿǘƘ 
outlook for next two years 
 

 

Credit demand 

Growth in money supply (M3) edged up to 5.6% y-o-y in September in line with market expectations, from 5.5% in the previous month. Over 
the month, M3 increased by 0.3%, driven by net government and private sector claims as well as net other assets and liabilities. Private sector 
credit extension (PSCE) growth accelerated to 7.2% y-o-y, beating the consensus forecast of 6.0% from 6.2% in August, pushed up mainly by 
the volatile investments and bills category, which rose by 4.7% over the month. Credit growth to companies remained firm while that to 
households were weak. Loan growth is forecast to slow further during the remainder of this year, given the strain on company profits and 
household incomes. Some improvement is expected in 2017 as financial conditions stabilise and the economy starts to recover. 
 

Inflation 

Consumer inflation edged up to 6.1% in September, after easing to 5.9% in August, from 6% in July. The upward pressure came from food 
inflation, which remains at a high 11.3% y-o-y and the higher costs of housing and utilities. Inflation for durable goods and non-durable goods 
accelerated to 7.3% and 6.7% respectively from 6.9% and 6.1% the month before. In contrast, inflation for semi-durable goods and services 
moderated slightly to 5.5% and 5.6% respectively from 5.6% and 5.7% in August. 
We still expect inflation to peak at about 6.2% around November this year, before ending the year at 6%. Inflation is then forecast to ease 
to below 6% in early 2017Σ ƘƻǾŜǊƛƴƎ Ƨǳǎǘ ǿƛǘƘƛƴ ǘƘŜ wŜǎŜǊǾŜ .ŀƴƪΩǎ ǘŀǊƎŜǘ ǊŀƴƎŜ ŦƻǊ ǘƘŜ ǊŜǎǘ ƻŦ ǘƘŜ ȅŜŀǊΦ The rand remains the key risk to the 
outlook. !ǎǎǳƳƛƴƎ ƴƻ ƳŀƧƻǊ ŎƘŀƴƎŜǎ ǘƻ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǎƻǾŜǊŜƛƎƴ Ǌƛǎƪ ǊŀǘƛƴƎǎ ƭŀǘŜǊ ǘƘƛǎ ȅŜŀǊΣ ŀ slightly weaker rand is forecast for 2017, but the 
impact on inflation will be offset by lower food prices as the drought recedes, subdued domestic demand and base considerations.  
 

  

SA is close to, if not at the top of the current hiking cycle 

 

 

 

Source: Nedbank Group Economic Unit 

Food inflation remains a key upward driver and upside risk 
should drought conditions persist 
 

 

Source: Stats SA 
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LƴǘŜǊŜǎǘ ǊŀǘŜ ƛƴǎƛƎƘǘǎ 

Mounting political uncertainty and associated Ǌƛǎƪǎ ŀǊŜ ƭƛƪŜƭȅ ǘƻ ǿŜƛƎƘ ƻƴ ǘƘŜ wŜǎŜǊǾŜ .ŀƴƪΩǎ aƻƴŜǘŀǊȅ tƻƭƛŎȅ /ƻƳƳƛǘǘŜŜ όat/ύ ƛƴ ǘƘŜ Ŧƛƴŀƭ 
policy meeting of this year. The MPC is likely to err of the side of caution, most probably leaving interest rates unchanged in November, 
ahead of the rating updates before considering a hike in January to counter the impact of any negative ratings or political outcomes. We 
maintain that the possibility of more rate hikes over the short-term cannot be completely ruled out, given the highly fluid political 
ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ƛǘǎ ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǎƻǾŜǊŜƛƎƴ Ǌƛǎƪ ǊŀǘƛƴƎǎΦ If our view of no ratings downgrade transpires, and assuming an 
easing of political risks, it is quite conceivable, that we may be at the top or close to the top of the current hiking cycle.   
 
Decent rainfall in parts of the country has increased the prospects of a better field crop in the upcoming season and, therefore, the chances of 
lower food prices in 2017. The rand has held up remarkably well despite the political turmoil of October. ¢ƘŜ ǊŀƴŘΩǎ ǊŜǎƛƭƛŜƴŎŜ ǊŜƭŀǘŜǎ ǘƻ 
growing expectations among global investors, that interest rates in most major developed economies would remain low to negative for longer, 
given subdued global growth prospects and considerable downside risks to the outlook.  
 

Global 

Developed market inflation metrics have risen across the board. Headline CPI has not only risen in the UK, US and Eurozone, but has also 
firmed in China and remained unchanged in Japan. This was predominantly due to supply-push inflation as a result of the higher energy and 
oil price. However, inflation remains well below central bank targets and may remain depressed in most regions, unless stimulus spurs 
consumer spending and the associated demand-pull inflation. 
 
Inflationary pressures are evident in the UK, as the BoE raised its inflation forecast; to reach the 2% targeted level next year, rather than its 
previous forecast of 2018. However, this is predominantly as a result of a weaker sterling exchange rate (supply-side pressures), rather than 
from demand-side factors. Nonetheless, growth will likely be hampered on the back of subdued economic, business and consumer activity 
once the Brexit proceedings begin early next year. As a result, continued loose monetary policy is expected from the BoE over the medium- 
term, with a further cut in the policy rate, should economic data deteriorate ahead of the Brexit. 
 
Higher inflation and improving macroeconomic indicators in the US should continue to build the case for a Fed rate hike in December. The 
Fed has continued to stress its data-dependency and recent positive economic data out of the US, has fuelled higher market expectations of a 
December rate hike. The labour market is very close to full employment, while inflationary pressures are starting to rise, strengthening the 
ŎŀǎŜ ŦƻǊ ŀ CŜŘ ǊŀǘŜ ƘƛƪŜ ǎƻƻƴΦ 9ŎƻƴƻƳƛŎ Řŀǘŀ ƻǾŜǊ ǘƘŜ ƴŜȄǘ ŦƻǳǊ ǿŜŜƪǎ ǿƛƭƭ ōŜ ƪŜȅ ƛƴ ŀƛŘƛƴƎ ǘƘŜ CŜŘΩǎ ŘŜŎƛǎƛƻƴ ƻŦ ǿƘŜǘƘŜǊ ǘƻ raise interest rates 
this year or not. 
 
Fed policymakers engaged in tough debate in September, over leaving interest rates at ultra-low levels. While some policymakers indicated 
that the labour market will overheat threatening to raise inflation faster than expected, which would warrant faster rate hikes, other 
policymakers argued that more slack is present in the labour market and leaving rates low would bring in discouraged workers into 
employment.  
 
The decision to keep rates unchanged was a close call and most policymakers indicated that they would favour a rate hike soon. Fed Chair 
Yellen argued that the labour market recovery still has room to run and the Fed would not want to stifle a recovery by raising rates too early. 
The minutes noted that economic data since the previous meeting was softer, lending further impetus for a hold. However, policymakers 
agreed that the case for a rate hike has risen recently, even while some expressed concern over recent slack in the labour market and 
inflation below 2%.  
 

Inflation firms up in the developed world 

 

Source Bloomberg, Nedbank 

Fed and market consensus converge recently 

 

Source: Bloomberg, Nedbank 
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Hints of a tapering in ECB stimulus caused some concerns in the market in early October. While ECB tapering is unlikely to materialise over the 
medium-term and monetary policy is likely to be kept loose for most of 2017, ECB policymakers are facing a supply problem on their bond-
buying programme ς ōƻƴŘ ȅƛŜƭŘǎ ƘŀǾŜ ŦŀƭƭŜƴ ǎƻ ƭƻǿ ǘƘŀǘ ŀ ƭŀǊƎŜ ǇƻǊǘƛƻƴ ƻŦ ŘŜōǘ ƛǎ ƛƴŜƭƛƎƛōƭŜ ŦƻǊ ǇǳǊŎƘŀǎŜ ƻƴ ǘƘŜ 9/.Ωǎ ōƻƴŘ-buying 
programme.  
 
.ƭƻƻƳōŜǊƎ ŜǎǘƛƳŀǘŜǎ ǘƘŀǘ ϵмΦп ǘǊƛƭƭƛƻƴ ƻŦ 9ǳǊƻȊƻƴŜ ōƻƴŘǎ ƘŀǾŜ ŀ ȅƛŜƭŘ ōŜƭƻǿ -0.4% (which ƛǎ ǘƘŜ 9ǳǊƻȊƻƴŜΩǎ ŘŜǇƻǎƛǘ ǊŀǘŜύ and are ineligible for 
purchase by the ECB. This rule is self-inflicted ς the ECB created these rules to mitigate risks. Although Eurozone bond yields have risen 
recently, this will likely be temporary, with core and peripheral yields falling further in coming months. ECB President, Mario Draghi, has 
indicated that the Governing Council is willing to use all tools within its mandate to maintain monetary easing and they are now considering 
how to improve the QE implementation. This QE review is expected to persist until December. Draghi has continued to stress that member 
states need to implement structural reform while monetary policy is loose in order to boost the effectiveness of monetary easing and gain the 
full benefit of QE.  
 
Nervousness by investors on the back of this review and headlines surrounding tapering has resulted in bond yields rising marginally, though 
not enough to increase the availability of bonds the ECB can purchase. When the ECB does decide to wind down asset purchases, it will likely 
Řƻ ǎƻ ƛƴ ϵмл ōƛƭƭƛƻƴ ƛƴŎǊŜƳŜƴǘǎΣ ƭƛƪŜ ǘƘŜ CŜŘ ŘƛŘ ƛƴ нлмпΦ IƻǿŜǾŜǊΣ ǘƘƛǎ ŘƻŜǎ ƴƻǘ necessarily mean that the ECB is going to taper next year. 
Monetary policy will be highly dependent on economic data and inflation in the Eurozone and likely to be kept ultra-loose until both metrics 
rises towards ECB targets. We believe the ECB will probably extend the timing of the QE programme (to December 2017) and this may be 
announced in December 2016, after its QE review is concluded. 
 

 

Domestic 
 
Local FRA rates over the next 24 months have converged close to the 7.5% mark ς the FRA market is essentially pricing in no change in the 
repo rate over the next two years. The SARB may be close to a peak in the current hiking cycle, given that the inflation profile was revised 
lower, and the SARB is seeing headline inflation sustainably below the 6% upper band over the medium-term. At this stage, political risks and 
the commensurate reaction of the rand are likely to be the deciding factor in whether we have reached the top of the current hiking cycle 
locally or not.  

 

Eurozone bond yields decline across the curve, 30% of the curve is 
negative-yielding 

 

Source Bloomberg, Nedbank 

Nervous investors sell Eurozone bonds on the back of recent 
ΨǘŀǇŜǊΩ ǊǳƳƻǳǊǎ 

 

Source: Bloomberg, Nedbank 

Domestic market prices in flat interest rate profile over the next 
two years 

 

Source Bloomberg, Nedbank 

ALBI index yield rises recently, may sustain break above support 
level 

 

Source: Bloomberg, Nedbank 
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The ALBI index yield has been reflective of foreign sentiment most recently, rising by 17 basis points and testing the medium-term declining 
support line from January 2016. Key Fibonacci levels to watch are the 9% and 9.11% levels, which correspond to the 50% and 61.8% Fibonacci 
projection from the June 2015 peak. This is the third time the yield is testing this support line ς technically, the more times a level is tested, 
the greater the probability of a break of the level. Given medium-term event risks in the form of a credit ratings review, global central bank 
action, local social and political event risk and a vulnerable rand exchange rate, the ALBI yield may break higher towards abovementioned 
support levels. Resistance on the downside is at 8.6% and 8.4% over the near and medium-term. 
 

Relative to our EM CDS index ς an equally-weighted basket of five-
year emerging market CDS spreads (excluding India) ς the SA CDS 
spread has performed significantly worse than the EM basket. Over 
the past 10 weeks, the EM risk premium has risen, on average, by 9 
basis points. SA, by contrast, has surged by 22 basis points. Given the 
upcoming credit ratings review, the on-going political event risks, 
social unrest by students and the nuclear deal currently being 
discussed, these issues will likely keep our CDS spread elevated and 
well in excess of the EM average.  
 
The Brazilian, Turkish and SA CDS spreads have all converged recently 
ς ŀ ǊŀǊŜ ƻŎŎǳǊǊŜƴŎŜΣ ŀǎ .ǊŀȊƛƭΩǎ Ǌƛǎƪ ǇǊŜƳƛǳƳ ǿŀǎ ƎŜƴŜǊŀƭƭȅ ƘƛƎƘŜǊ ǘƘŀƴ 
{!ΩǎΣ ǿƘƛƭŜ ǘƘŜ {! /5{ ŜƛǘƘŜǊ ǘǊŀŘŜŘ ƛƴ ƭƛƴŜΣ ƻǊ ŀǘ ŀ ǇǊŜƳƛǳƳ to, 
Turkish CDS spreads. Better economic and political prospects for Brazil 
has seen their CDS spreads falling sharply, while in Turkey, continued 
risk aversion ahead of a possible Fed rate hike in December has been 
raising spreads. Higher bond yields and credit spreads are likely to add 
upside pressure to government debt service costs, while limiting 
foreign investment into local bonds and equities due to foreign risk 
aversion.  

Outlook 

Global monetary policies are likely to remain loose. We anticipate a further rate cut from the BoE, sometime in 1Q17, when Brexit 
proceedings begin. The ECB is likely to extend the time-frame of its stimulus programme which was originally expected to end in March 2017. 
We believe this may be extended towards 2017 year-end as the economy is still struggling with low inflation and growth levels. While the Fed 
may raise interest rates in December, they are likely to indicate that the pace of rate hikes/policy normalisation will be very slow, keeping 
policy fairly accommodative in the medium-term, in order to support the current recovery. 
 
We maintain that the possibility of more rate hikes over the short-term cannot be completely ruled out, given the highly fluid political 
ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ƛǘǎ ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǎƻǾŜǊŜƛƎƴ Ǌƛǎƪ ǊŀǘƛƴƎǎΦ Various local event risks are key swing factors for local interest rates, 
while food inflation remains highly dependent on the drought easing. The SARB may be close to the peak of the current hiking cycle, should 
inflation remain sustainably below the 6% mark. If our view of no ratings downgrade transpires and assuming an easing of political risks, it is 
quite conceivable, that we may be at the top or close to the top of the current hiking cycle.   
 
 

  

EM CDS spreads converge, but remain above EM average 

 

Source: Bloomberg, Nedbank 
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/ǳǊǊŜƴŎȅ ƛƴǎƛƎƘǘǎ  

The rand appreciated further in October, even as the US dollar strengthened on growing market confidence that the US Federal Reserve will 
raise interest rates in December and despite some temporary jitters over the tough measures contained in the 2016 MTBPS. The rand 
appreciated by a further 2.4% against the trade-ǿŜƛƎƘǘŜŘ ōŀǎƪŜǘ ƻŦ ŎǳǊǊŜƴŎƛŜǎ ƛƴ hŎǘƻōŜǊΣ ǘŀƪƛƴƎ ǘƘŜ ǊŀƴŘΩǎ ŀǇǇǊŜŎƛŀǘƛƻƴ ŦƻǊ ǘƘŜ ȅŜŀǊ ǘƻ 
date to a significant 13.2%. Much of this improvement appears to be driven mainly by generally stronger global risk appetites for emerging 
market assets among global investors, in response to ultra-low interest rates in many advanced countries.  Based on our estimates of 
purchasing power parity, the rand is currently about 6% undervalued. 
 
 

Domestic  
 
As discussed earlier in the document, price action on the rand has continued to be subjected to the vagaries of political risk which remains 
impossible to quantify. Recent favourable developments around the finance minister have resulted in a renewed sense of optimism around 
the local unit. As such, the rand has sustained its stay below its 200-day moving average and has recently used this level as a support rather 
than a resistance. The sustained move below the 2014/2016 pivot line also appears to be supporting a more range bound performance from 
the rand in coming months, assuming the absence of political risks resurfacing. At present, the consolidation channel since the January lows on 
the rand appears intact.  
 
For as long as favourable conditions persist, (we see no downgrade from S&P this year, see SA Credit Ratings overview published 6 October 
2016) the rand will look to retest R13.25/$ again. This will be the third test of levels below R13.50/$ in the last three months and as 
technical theory holds, the more times a level is tested, the higher the probability of a break. A break below R13.20/$ would open a move 
toward R12.85/$ in the short-term, corresponding with levels close to the 61.8% Fibonacci retracement of the 2011/2016 trend. To the upside, 
R14.15/$ and R14.75/$ act as immediate rand support, corresponding with the upper end of the consolidation channel. Only a sustained break 
back above this channel support would indicate a change in the consolidation trend since the start of this year.  

 

 
The GBPZAR has been one of the most spectacular crosses to watch this year, ƎƛǾŜƴ ǘƘŜ ǎǘŜǊƭƛƴƎΩǎ ǿƻǊǎǘ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ŘŜŎŀŘŜǎ, coupled 
with a strong retracement in the rand. This cross has broken below the R17.00/£ resistance which we indicated last month and this opens a 
move toward the R15.35/£ level, which corresponds with the 123.6% extension of the 2016 bear trend and the 38.2% retracement of the 
2011/2016 trend. We would see fairly strong resistance to further rand gains beyond this level. To the upside, R17.10/£ and R18.90/£ remain 
targeted support levels. We would expect this cross to head lower in the medium to longer term given a bearish view on the pound. 
 
 
  

USDZAR sustains 2016 consolidation, attempts to break lower 
again 

 

Source: Bloomberg, Nedbank 

GBPZAR remains one of the most spectacular cross rates 
globally this year 

 

Source: Bloomberg, Nedbank 

https://www.nedbank.co.za/content/dam/nedbank-crp/reports/NCIBStrategicResearch/SACredit%20RatingsOverview_161006.pdf

















