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 The economic outlook remains uncertain, clouded by political turmoil, the threat of further sovereign credit rating downgrades and the resultant impact on confidence. Given that economic activity held up and 
even improved in some sectors in 3Q17, we have tweaked our GDP growth forecast for 2017 up slightly to 0.8% (from 0.7% previously) but left it unchanged at 1.2% and 1.9% for 2018 and 2019 respectively. 
This modest recovery is likely to be driven by higher production and exports in the mining and manufacturing sectors, buoyed by stronger global demand and firmer international commodity prices, with the 
added support from a modest upturn in consumer spending (enabled by easing inflation and slightly lower interest rates). However, given the many political and policy uncertainties the cyclical recovery is 
unlikely to translate into a meaningful recovery in fixed investment or employment. 

 The rand dropped sharply towards month-end as the MTBPS’s poor fiscal outlook convinced most investors that further ratings downgrades to the country’s rand-denominated debt are inevitable. In October 
2017 the rand depreciated by 4.6% against the trade-weighted basket of currencies, bringing the depreciation for the year to date to 9.7%. Local politics will probably keep the rand volatile, and while there is 
some probability for rand strength if there is a favourable political outcome in December, we do not believe this will be enough to catapult the currency onto a stronger trend. Hence, the rand is skewed towards 
further weakness rather than further strength.

 As a result of recent developments, which have resulted in significant exchange rate depreciation, we are sceptical as to whether the SARB can maintain a loose monetary policy stance in an environment in 
which (i) monetary policy is forward looking 12 months and inflation risks lie firmly to the upside over the next 12 months; (ii) the upside risks to the inflation outlook overshadow the downside risks like food 
price disinflation over the next 12 months; and (iii) global central bank monetary policy tightening may result in more selective EM-directed flows and may tighten liquidity into EMs. Hence we believe the 
window to provide monetary stimulus is slowly closing, if it hasn’t already. 
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REVENUE COLLECTION CONSTRAINED BY THE LOW GROWTH TRAP; EXPENDITURE RESTRAINT FALLS WELL SHORT OF 
EXPECTATIONS; DEFICIT AND DEBT LEVELS LIKELY TO GROW SHARPLY

FOCUS OF THE MONTH: 2017 MTBPS

 The Medium Term Budget Policy Statement (MTBPS) presented a candid assessment of the difficult economic environment that SA faces. The GDP growth profile at the 2017 MTBPS was lowered sharply in 
the outer years, significantly worse than even our most bearish estimate. Real GDP growth is now expected at 0.9%, 1.1%, 1.6% and 2% over the next four fiscal years from 2017/18 (vs 1.3%, 2.1% and 2.3% 
forecast in February 2017). Similar adjustments to calendar year growth estimates reflect a constrained growth environment. This is fuelled by the confidence recession and investment recession that the 
country currently find itself in.

 The MTBPS shows a revenue shortfall of R50.8 billion in 2017/18, relative to February 2017 estimates. This will be the largest undercollection since the 2009 recession. This is very much close to the most 
bearish of consensus estimates on the revenue front. However, what is more worrying to us is the fact that revenue projections out to 2019/20 have been lowered by a cumulative R209.5 billion. Expenditure 
will overshoot budget by around 0.2% or R3.5 billion this fiscal year and is then budgeted to grow mildly above inflation over the remaining period. This stands in stark contrast to a history of undershooting on 
expenditure targets, and is also in contrast to our own expectation of the same in the current year. Minister Gigaba stressed that the government remains committed to operating within the expenditure ceiling 
over the medium-term. However, given the significant underperformance of revenues over the period, we remain wary as to whether the hard ceiling will be maintained. 

 As a result of the above developments, the consolidated budget deficit will widen to 4.3% of GDP in 2017/18, against a 2017 Budget target of 3.1% of GDP. The main budget deficit, which determines 
government’s net borrowing requirement, will be 4.7% of GDP this year (significantly wider than our most bearish estimate of 4.3%). Borrowing will need to be R52.8 billion higher (at R219 billion) than projected 
in the current year, mainly as a result of revenue shortfalls. This is sharply higher than our most bearish estimate of R201 billion. The primary balance – the difference between revenue and non-interest 
spending – had been projected to continue narrowing. However, revenue shortfalls now result in the primary deficit stabilising at 0.7% of GDP. Gross loan debt is expected to increase from R2.5 trillion or 54.2% 
of GDP in 2017/18 to R3.4 trillion or 59.7% of GDP in 2020/21. Absent higher economic growth or additional steps to narrow the budget deficit, the debt-to-GDP ratio is unlikely to stabilise over the medium-
term.

 The MTBPS stresses that the main requirement is to get growth up by improving confidence levels. The Minister also called on the rest of government to be an enabler of growth and commended 
the initiatives from the CEO’s Initiative, which has been seen as a glimmer of hope in the face of political adversity. Three risks highlighted last year were a deterioration in the macroeconomic 
environment, greater SOE bail-outs, and higher public sector wage demands. Two of these risks have already materialised, with the third probably looming in the new year. Another risk cited was 
credit rating downgrades which would place significant pressure on debt service costs (which would ultimately constrain social spending). In the worst-case scenario (a downgrade combined 
with reduced capital flows to emerging markets on higher risk aversion) debt increases rapidly to over 80% of GDP by 2022/23, while in the favorable scenario (where global growth and 
commodity prices surprise on the upside) it settles at a still-high 58% by 2021/22.

Source: National Treasury, Nedbank CIB
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CREDIT RATING AGENCIES REMAIN BEARISH ON SA FUNDAMENTALS

CREDIT RATINGS IMPLICATIONS

 We believe the fiscal slippage scenario presented in the 2017 MTBPS represents a material deviation from the 
previous policy of fiscal consolidation, and that this will likely be the primary reason for credit rating downgrades 
over the medium-term.

 Both Moody’s and S&P will likely reduce their fiscal assessment scores, given a broad-based deterioration in 
the country’s fiscal metrics. This would therefore imply a category shift in their assessments of the country's 
fiscal strength (or a lack thereof). A deterioration in the agencies’ economic assessments is also likely, which 
would imply a category shift in both Moody’s and S&P’s assessment of the macroeconomic risks built into their 
baseline forecasts.

 We believe the above two changes would be the key reasons for a downgrade in the LC and FC credit ratings 
of both Moody’s and S&P.

 Given the political turmoil currently being experienced, we could see the Institutional assessment changed to 
‘weak’ from the current ‘neutral’. This would all but solidify a downgrade.

 Other changes envisioned in the coming month: S&P could decide to eliminate the one-notch uplift it provides 
to the LC rating. This is because the fiscal assessment (we believe) is already more than 1-point weaker than 
the average of the other four assessments. To keep a one-notch uplift requires that the fiscal assessment alone 
is not more than one point weaker than the average of the other categories. This would imply a two-notch 
downgrade to the LC rating.

 Fitch is expected to lower its outlook to ‘negative’ from ‘stable’ currently. Fitch has expressed “shock” at the 
deviation of the MTBPS from the previous path of prudent fiscal consolidation.

 Both lower potential growth and a deteriorating fiscal outlook remain credit-negatives in our view. This, 
combined with a structural reform deficit, would further reinforce the low growth expectation. The lack of private 
sector investment, a lack of capital mobility within SA, and limited political commitment to growth-enhancing 
structural reform implementation will probably keep SA on a low growth path, with all of the above a virtuous 
cycle or a feedback loop. 

 The current environment has proven that there is a lack of focus on growth-enhancing policy prioritisation, given 
the skew in focus to political developments. We are likely to see SA’s credit rating fall a notch over the coming 
month (Moody’s) to Ba1, with S&P falling to BB (both LC and FC). This would necessitate the removal of SA 
bonds from the Citi WGBI, and may result in outflows of between R80 to R120 billion. If this eventuality is not 
realised this year, then in all likelihood it could materialise by June 2018.

Source: Moody’s, S&P, Nedbank CIB

 The alternative scenario is that both agencies wait for the outcome of the ANC leadership conference in 
December 2017 to have a clearer picture of the policy outcomes/interests of the new leader. Moody’s can 
explain this by weakening its fiscal assessment but not the economic assessment. This would not 
change the financial strength score. S&P can do this by keeping its economic assessment unchanged – it 
can substantiate this by the fact that this is already assessed as weak. Even if S&P lowers its fiscal 
strength score, it would not change the credit rating unless the economic assessment weakens in 
tandem. Hence both agencies need to weaken both their fiscal and economic metrics to substantiate a 
downgrade. 

Upcoming review dates

Fitch Moody’s S&P

Nov 2017 24 November 2017 24 November 2017

Source: Moody’s, Fitch and S&P
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POLITICS, CORRUPTION AND A POOR FISCAL OUTLOOK CONTINUE TO CLOUD THE GROWTH OUTLOOK

ECONOMIC INSIGHTS – DOMESTIC

 The statistics available so far for 3Q17 suggest that the cyclical recovery continued. In the three months to August 2017, mining and manufacturing output increased at annualised rates of 5.7% and 5.3% 
respectively compared with the previous three months. Over the same period, electricity production declined by 6%. Consumer spending bounced back strongly. Retail sales grew by a strong 7.1% over the 
three months to August, while new vehicle sales surged by an annualised rate of over 50% qoq over the three months to September. So, unless there was a sudden and sharp loss of momentum in September, 
the economy is on course to record growth of over 2% qoq on a seasonally adjusted annualised basis. 

 Other news was less encouraging. Finance Minister Malusi Gigaba tabled his first MTBPS in parliament, which painted a sobering picture of the harsh fiscal realities facing the country, but offered neither a 
cohesive plan nor any meaningful corrective measures to return the country’s finances to a more sustainable path. The central message of the MTBPS, to us, is clearly that the ruling ANC needs to resolve its 
internal politics and underlying policy conflicts in order to prevent a rapid descent into a vicious growth-destroying debt trap. Even so both investors and ratings agencies were disturbed by the glaring dearth of 
ideas of how to restore fiscal sustainability. The rand tumbled and bond yields surged. 

 Political developments remained overwhelmingly negative. President Zuma’s legal problems intensified. The Supreme Court of Appeal upheld the North Gauteng High Court’s ruling that the National Prosecuting 
Authority’s decision to withdraw 18 corruption charges (consisting of 783 counts) was irrational, which opens the way for the president to be charged again. Just days later, on 17 October, President Zuma 
undertook his 12th cabinet reshuffle, again relieving several ministers of their duties. The most concerning development, to us, was the move of David Mahlobo from State Security to the Energy portfolio, which 
many fear is another attempt to fast-track the unaffordable and ill-advised nuclear deal with Russia. 

 The economic outlook remains uncertain, clouded by political turmoil, the threat of further sovereign credit rating downgrades and its impact on confidence. Given that economic activity held up 
and even improved in some sectors in 3Q17, we have tweaked our GDP growth forecast for 2017 up slightly to 0.8% (from 0.7% previously), but left it unchanged at 1.2% and 1.9% for 2018 and 
2019 respectively. This modest recovery is likely to be driven by higher production and exports in the mining and manufacturing sectors (buoyed by stronger global demand and firmer 
international commodity prices) with the added support from a modest upturn in consumer spending (enabled by easing inflation and slightly lower interest rates). However, given the many 
political and policy uncertainties the cyclical recovery is unlikely to translate into a meaningful recovery in fixed investment or employment. The IMF has revised its GDP growth forecasts for SA 
down to 0.7% for 2017 (previously 0.8%), 1.1% for 2018 (previously 1.2%), and 1.6% for 2019. 

Source: IMF, Stats SA, Nedbank

IMF World Economic Outlook
(Annual % change in GDP in constant prices)

Historical data Latest forecast Previous forecasts
Actual Actual October projections July projections April projections January projections

2015 2016 2017 2018 2019 2017 2018 2017 2018 2017 2018
World output 3.4 3.2 3.6 3.7 3.7 3.5 3.6 3.5 3.6 3.4 3.6
Advanced countries 2.2 1.7 2.2 2.0 1.8 2.0 1.9 2.0 2.0 1.9 2.0

US 2.9 1.5 2.2 2.3 1.9 2.1 2.1 2.3 2.5 2.3 2.5
Euro Area 2.0 1.8 2.1 1.9 1.7 1.9 1.7 1.7 1.6 1.6 1.6

UK 2.2 1.8 1.7 1.5 1.6 1.7 1.5 2.0 1.5 1.5 1.4
Japan 1.1 1.0 1.5 0.7 0.8 1.3 0.6 1.2 0.6 0.8 0.5

Emerging & developing countries 4.3 4.3 4.6 4.9 5.0 4.6 4.8 4.5 4.8 4.5 4.8
Russia -2.8 -0.2 1.8 1.6 1.5 1.4 1.4 1.4 1.4 1.1 1.2

Developing Asia 6.8 6.4 6.5 6.5 6.5 6.5 6.5 6.4 6.4 6.4 6.3
China 6.9 6.7 6.8 6.5 6.3 6.7 6.4 6.6 6.2 6.5 6.0
India 8.0 7.1 6.7 7.4 7.8 7.2 7.7 7.2 7.7 7.2 7.7

ASEAN-5 4.9 4.9 5.2 5.2 5.3 5.1 5.2 5.0 5.2 4.9 5.2
Developing Europe 4.7 3.1 4.5 3.5 3.3 3.5 3.2 3.0 3.3 3.1 3.2
Latin America & Caribbean 0.1 -0.9 1.2 1.9 2.4 1.0 1.9 1.1 2.0 1.2 2.1

Brazil -3.8 -3.6 0.7 1.5 2.0 0.3 1.3 0.2 1.7 0.2 1.5
Mexico 2.7 2.3 2.1 1.9 2.3 1.9 2 1.7 2.0 1.7 2.0

Middle East & North Africa 2.6 5.1 2.2 3.2 3.2 2.6 3.3 2.6 3.4 3.1 3.5
Sub-Saharan Africa 3.4 1.4 2.6 3.4 3.4 2.7 3.5 2.6 3.5 2.8 3.7

Nigeria 2.7 -1.6 0.8 1.9 1.7 0.8 1.9 0.8 1.9 0.8 2.3
South Africa 1.3 0.3 0.7 1.1 1.6 1.0 1.2 0.8 1.6 0.8 1.6
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KEY LOCAL DEVELOPMENTS

INTEREST RATE INSIGHTS
bps  Δ -1m JIBAR 3m 5.80

SA 10yr 54.30 SA 5y CDS -2.99 3X6 FRA 23.00

 Underlying conditions have changed since the SARB’s last meeting in September 
2017. On the upside, the economy is still growing, but only modestly off a low base. 
Even so there is virtually no demand-pressure on prices. Credit growth remains 
subdued and patchy. This is partly because confidence is too low and the political and 
policy environment too uncertain to encourage risk-taking and borrowing by either 
companies or households. Inflation is moving broadly in line with both the Reserve 
Bank’s and the market’s expectations, edging up slightly to 5.1% yoy in September, 
mainly on the back of higher fuel prices. Inflation is still widely forecast to ease further, 
dragged down by moderating food inflation to a trough of just above 4% by early next 
year. 

 However, the rand dropped drastically towards month-end, with the selloff triggered 
by the dismal fiscal path set out in this year’s MTBPS (which heightened fears of 
further sovereign credit rating downgrades, especially to South Africa’s rand-
denominated debt). The rand is also likely to face more headwinds ahead of the credit 
rating updates and the ANC’s elective conference. Given these uncertainties, the 
Reserve Bank will probably opt to leave interest rates unchanged in November in our 
opinion. However, the projected inflation trajectory still supports further monetary 
easing in 2018, but much will depend on how the politics unfold and the rating 
agencies react in December (and ultimately the reaction of the rand exchange rate).

 Fixed income markets were volatile in October, more so in the run-up to and after the 
MTBPS was tabled. The R186 benchmark bond yield surged to 9.2%, but did not 
reach the levels seen post Nene-Gate. Nonetheless, the 60bps surge in yields was a 
consequence of significant foreign investor sales of SA bonds, which the JSE reports 
at R10.2 billion for the month of October. There has almost been a parallel shift in 
long-end yields due to the repricing of risk. However the SA 5-year CDS spread only 
rose by 10bps, while the 10-year CDS rose by 15bps. These have not come close to 
the levels seen post Nene-Gate. This indicates that while foreign investor sentiment 
has reflected some risk-aversion recently, markets still remain too complacent given 
inherent local event risks that are not captured in the credit metrics just yet.

 Bond yields are unlikely to move back to the lows seen in March, due to a 
myriad of event risks over the horizon – the upcoming ANC policy conference, 
credit rating reviews, February 2018 budget, tighter global monetary policy and 
uncertain US economic policy, amongst others.

Source: Bloomberg, National Treasury, Nedbank
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KEY LOCAL DEVELOPMENTS

INTEREST RATE INSIGHTS
bps  Δ -1m JIBAR 3m 5.80

SA 10yr 54.30 SA 5y CDS -2.99 3X6 FRA 23.00

 The sharp rise in the forward rate agreements following the MTBPS has meant that the FRA curve is now pricing in repo rate hikes
over the next two years, relative to a month ago when cuts were foreseen in 2018.There has been a notable shift in the sentiment of 
SARB MPC members as well, with Deputy Governor Mminele recently stating that “risks to the inflation outlook appear presently too 
skewed to the upside to allow the SARB to embark on a sizable monetary stimulus without fears of a sustained overshoot in the
inflation target range”. And that the inflation outlook is more sensitive to the rand than to the output gap. The sense we get from 
these remarks is that if the SARB were to deem it appropriate to cut rates, it would not be because of the dismal growth outlook
(which somewhat substantiated the July cut) but because the inflation outlook has improved (currently, it has not).

 If the rand sustains its weak trend, this will place upside pressure on the inflation profile, and the SARB cannot justify cutting interest 
rates when their inflation profile is rising. Also, no matter the growth outlook, monetary policy will not (and cannot) attempt to 
stabilise growth directly – it can only attempt to foster medium-term price stability. The economy’s structural challenges cannot be 
solved by monetary policy.

 The FRA’s are pricing in a 108% probability of a 25bps hike by July 2018 and two hikes of 25bps within two years. As a result of
recent developments, which have resulted in significant exchange rate depreciation, we are sceptical as to whether the SARB 
can maintain a loose monetary policy stance in an environment in which (i) monetary policy is forward looking 12 months 
and inflation risks lie firmly to the upside over the next 12 months; (ii) the upside risks to the inflation outlook overshadow 
the downside risks like food price disinflation over the next 12 months; and (iii) global central bank monetary policy 
tightening may result in more selective EM-directed flows and may tighten liquidity into EMs. Hence we believe the window 
to provide monetary stimulus is slowly closing, if it hasn’t already. 

 DG Mminele agrees that it is not clear how much space exists, if at all, for additional cuts. While a notable hawk, it is still clear that
policymakers are highly sensitive to a volatile rand exchange rate, which the SARB believes is headed for further weakness in 2018. 
In such an environment, it will become increasingly difficult to substantiate further rate cuts even if the headline inflation rate is 
forecast to remain between 5% and 6% until 2019. 

 While bond yields have risen almost across the board relative to six months ago, and while the long-end remains steep, it has come 
off from the highs (30v10 spread) of 131bps in September. With the local event risks present, and as global central bank QE slows, 
bond yields are likely to reflect increased risk aversion. As a result, nominal yields are expected to rise until at least December, but 
with some flattening in the long end as foreign investors continue to see relative value in the 10 year tenor. 

Source: Bloomberg, Nedbank
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LOCAL CROSSES

CURRENCY INSIGHTS
% Δ -1m (Colour = base trend)

USDZAR 4.11% EURZAR 2.63% GBPZAR 3.26%

 The rand dropped sharply towards month-end as the MTBPS’s poor fiscal outlook convinced most investors that further 
ratings downgrades to the country’s rand-denominated debt are inevitable. The downward trend was amplified by a 
resurgent US dollar, which benefitted from the news that US House of Representatives passed a crucial budget resolution 
to open the way for President Trump to cut tax rates and simplify the tax code. The ECB’s decision to take a very slow 
retreat from quantitative easing also supported the dollar. In October the rand depreciated by 4.6% against the trade-
weighted basket of currencies, bringing the depreciation for the year to date to 9.7%. 

 The rand is likely to remain very volatile in the final months of this year, weighed down by threat of further rating 
downgrades and the uncertainty surrounding the outcome of the ANC elective confidence. If President Zuma’s preferred 
candidate emerges victorious in December 2017, investors and rating agencies may assume that corruption will continue 
unabated, government finances will deteriorate even further and the fragile economic recovery will falter. Under these 
circumstances both Moody’s and S&P Global will probably downgrade SA’s rand-debt rating to junk, which would result in 
South Africa’s exclusion from key indices such as Citi’s World Government Bond Index, forcing some foreign investors to 
sell local debt, and dragging the rand down to sharply weaker levels. 

 However, if the ANC elects a new leader untainted by corruption and state capture, further ratings downgrades could be 
avoided and the rand is likely to regain some lost ground in early 2018. Thereafter the new ANC leader will have to make 
some tough choices to place government finances back on sustainable path, eradicate corruption and reform SOEs to 
restore investor confidence. Global factors will probably also play a key role in 2018, with the ‘carry trade’ likely to become 
less attractive as US interest rates rise further and other advanced countries start reducing quantitative easing.

 From a technical perspective, the USDZAR has broken above the consolidation channel from 2016, and is currently 
testing the horizontal pivot level close to the 76.4% Fibonacci projection at R14.08/$. We expect the R13.80/$ level to 
hold as resistance in the near-term. Given significant local event risks, and persistent political noise, we anticipate further 
rand weakness to prevail, with the R14.62/$ level as key resistance. 

Source: Datastream, Bloomberg, Nedbank

 Local politics will probably keep the rand volatile, and while 
there is some probability for rand strength if there is a favourable 
political outcome in December, we do not believe this will be 
enough to catapult the currency onto a stronger trend. Hence, 
the rand is skewed towards further weakness rather than further 
strength in our view.

 Possible credit ratings downgrades and an exclusion from key 
bond indices would compound the pace of rand weakness, while 
any further risk aversion by foreign investors would also add to 
the weakness.
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THE GLOBAL UPSWING CONTINUED IN 3Q17, DESPITE MOUNTING GEOPOLITICAL RISKS

ECONOMIC INSIGHTS – GLOBAL

Source: Bloomberg, Datastream, Nedbank

 Recent economic statistics suggest that the global upswing is gathering pace, led by stronger growth 
in most advanced countries, with support from relatively resilient conditions in China and India as well 
as moderate recoveries in other key developing countries. The IMF recently upped its global growth 
forecasts slightly to 3.6% for 2017 and 3.7% for 2018, compared with its July 2017 estimates of 3.5% 
and 3.6%. Advanced countries are expected to grow by around 2.2% this year and 2% next year, 
while developing countries are forecast to expand by about 4.6% and 4.9% in 2017 and 2018 
respectively. 

 US growth remained robust in 3Q17, despite the damage caused by hurricanes Harvey and Irma. 
Real GDP grew by 3% qoq, only slightly down from 3.1% in 2Q17. The main boost came from sharply 
higher inventories and a much stronger net trade position, as exports rose by 2.3%, while imports 
declined by 0.8%. Both consumer spending and fixed investment expanded further, but at slower 
rates of 2.4% and 1.5% respectively. The UK only fared slightly better in 3Q17, with real GDP 
expanding by 0.4% qoq, up from 0.3% in both 2Q17 and 1Q17. The services sector made the biggest 
contribution, but manufacturing also turned the corner off a low base. However, construction activity 
declined for the second consecutive quarter. 

 In contrast, the Japanese economy breezed along. Industrial production surged by 5.3% yoy in August, up from 4.7% in July. Business 
confidence improved further in 3Q17, reaching its highest levels since the third quarter of 2007. Retail sales continued to expand at a 
moderate pace in August, but consumer confidence surged, wage growth rebounded and the unemployment rate was steady at a 23-year
low of 2.8%. 

 The upswing in the Eurozone remained on track, driven mainly by robust industrial activity and stronger exports. Industrial production rose 
by 3.8% yoy in August, while the manufacturing PMI suggests that underlying conditions strengthened even further in September and 
October. However, political risks have again flared up. This time the controversy is playing out in Spain, where the Catalan region is 
pushing for independence. Tension escalated as the regional government, led by secessionists, pressed ahead with an illegal referendum 
for independence on 1 October. Although the polls were marred by police violence and voter turnout was below 50%, the final results 
showed that 90% of the voters supported secession. On 27 October, the Catalan parliament took the next step and voted in favour of 
declaring independence from Spain. In response the central government evoked its constitutional power to impose direct rule, with Spain’s 
prime minister Mariano Rajoy dissolving the Catalan government and parliament and scheduling fresh regional elections for 21 December. 
While the crisis deepens, the EU has made it clear that no European government will recognise Catalonia as an independent state, 
undoubtedly fearing that a dangerous precedent might be set in the ethnically-diverse Eurozone

Relative performance of EM vs DM markets

Economic, fiscal 
and monetary 

indicators

Available data as 
at 01 Nov 2017 LAST PREV. LAST PREV. LAST PREV. LAST PREV. LAST PREV. LAST PREV. LAST PREV.

US 4.4 3.5 125.9 120.6 3 3.1 60.8 58.8 0.28 -0.7 -3.7 -3.4 1.25 1.25

UK 1.2 2.3 -10 -9 0.4 0.3 55.9 56.7 1.6 1.1 -2.37 -2.31 0.25 0.25

Eurozone 1.2 2.3 -1 -1.2 0.6 0.7 58.6 58.1 3.8 3.6 -1.26 -1.32 0 0

Japan 2.2 1.8 43.9 43.3 2.5 1.2 52.8 52.9 2.5 5.3 -5.67 -6.7 -0.1 -0.1

China 10.3 10.1 118.6 114.7 6.8 6.9 51.6 52.4 6.6 6 -12.2 -11.5 4.35 4.35

Brazil 3.6 3.1 83.7 82.3 0.25 1.03 50.9 50.9 4 2.9 -9 -9.24 8.25 9.25

Russia 3.1 1.9 68.3 71.3 2.5 0.5 51.1 51.9 0.9 1.5 -2.46 -3.37 8.5 9

India 4697 4391 47.8 46.1 5.7 6.1 50.3 51.2 4.3 0.9 -4.19 -3.52 6 6.25

South Africa 5.5 1.6 -9.2 -5 2.5 -0.6 44.9 44 1.5 -1.1 -3.95 -3.82 6.75 6.75

PMI
Man. Prod. 

y/y %
Budget bal. 
(% of GDP)

Central bank 
rate %

Retail sales 
y/y %

Consumer 
confidence

GDP growth 
q/q ann.

 Most emerging economies held up relatively well in 3Q17. In China, the economy grew at a slightly softer pace in 3Q17, expanding by 6.8% yoy, marginally down from 6.9% in the previous two quarters. 
This was mainly due to slower growth in private sector fixed investment, which contained the impact of stronger growth in public sector investment, buoyant industrial activity and moderate growth in 
consumer spending. At the Communist Party’s five-yearly congress, where it picks a new leadership team, President Xi Jinping tightened his grip on power, filling the top politburo standing committee with 
close allies while opting not to anoint a successor, thereby leaving the door open to stay on beyond 2022. In India the economy regained some lost ground in August and September after a weak July, 
unsettled by the introduction by goods and services tax. The manufacturing PMI held steady above the key 50 threshold, which signals expansion, in September, while underlying conditions in services 
strengthened for the first time in two months as companies reported faster growth in output and new orders. Russia’s recovery quickened and broadened in September. Retail sales picked up further pace, 
supported by rising employment, moderating inflation and lower interest rates. The recovery in industrial activity continued, supported by increased new export orders. In Brazil, economic activity gained 
some momentum. Retail sales grew for fifth consecutive month in August, buoyed by increased employment, much lower inflation and recent interest rate cuts. Industrial production grew for the fourth 
consecutive month in August, while the forward-looking PMIs for both manufacturing and services remained steady above the key 50 threshold in September.
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KEY GLOBAL DEVELOPMENTS

GLOBAL INSIGHTS

Source: Bloomberg, Nedbank

 Brent crude oil prices have risen to the highest level since 2015 on the back of the ‘OPEC trade’. OPEC meets later 
this month to discuss and re-evaluate its stabilisation efforts. Indications from the Saudi Arabian prince are that the 
bloc favours extending cuts out to the end of 2018. In addition to this, Saudi Arabia is set to raise the price it charges 
for all grades of oil to Asia in December 2017. The spread between Saudi Arabian crude to Oman or Dubai crude 
would then rise to the highest since at least 2014. 

 Brent crude broke above the key $60/bbl ceiling that had been in place since the oil price slump in 2015 due to the 
above developments. However, technical indicators appear overbought at current levels. Nonetheless, the market can 
keep the price elevated around current levels until more detail is provided at the OPEC meeting. Judging by past 
meetings, OPEC tends to disappoint as the hype builds up for substantial support without this materialising (and then 
the market is naturally disappointed). 

 We still remain bearish on the oil price over the medium- to longer-term, more as a result of fundamentals 
rather than the near-term hype that OPEC creates. While global oil demand has risen recently, supplies are 
ample. Granted US stockpiles have been driven lower due to a surge in demand, but US refineries and oil rigs 
are likely to come back on stream to build up stockpiles. When this happens, US imports will decline further, 
placing upward pressure on global supplies. Also, at higher prices, this would further incentivize greater 
production in the US, over and above the need to restock. 

 Base metal prices have risen since June. Zinc, aluminium, nickel and copper prices have all risen sharply this year. 
More often than not, a stronger dollar places downside pressure on commodity prices, unless there is a significant 
inventory drawdown or shortage. Given a rebound in the dollar index, we may see some pressure emerge on the CRB 
index, the base metal complex and industrial metals overall. Any slowdown in demand from China, or a decline in 
imports by China, would hamper commodity prices. China is the biggest consumer of concrete, aluminium, nickel, 
copper and steel in the world, hence the exaggerated impact of Chinese consumption on prices.

bps  Δ -1m Germ. 10yr -9.70 % Δ -1m SA white maize 5.65%

US 10yr 5.40 UK 10yr -3.30 UK 3m LIBOR 10.46 Brent 6.55% Dow Jones 4.34%

JPM EMBI -0.95 JN 3m LIBOR 0.71 JN 10yr -0.40 Gold -0.32% S&P 500 2.22%

% Δ -1m (Colour = base trend) USDJPY 1.24% USDCNY -0.61% Eurostoxx 50 2.20% NIKKEI 225 10.14%

GBPUSD -0.81% USDAUD 2.03% JPM EM FX -1.90% DAX 3.12% MSCI World 1.81%

EURUSD -1.42% USDCHF 3.13% DXY 1.65% FTSE 100 1.63% MSCI EM 3.45%
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KEY GLOBAL DEVELOPMENTS

GLOBAL INSIGHTS

 Global inflation remained subdued in most advanced and developing economies. There were no unexpected changes to monetary policy in 
most advanced countries in October 2017. The US Fed left the federal funds target rate unchanged, but reduced its balance sheet by 
$10 billion in October, as per the schedule announced in September. Over the past month the focus of the markets shifted away from the 
timing of the next rate hike to speculation over the likely candidates for the next Fed Chair as the incumbent, Janet Yellen’s current contract 
expires at the end of the year. The BoE also left its policies unchanged, but most investors are bracing for a rate hike in November, given 
mounting inflationary pressures following the pound’s BREXIT-induced tumble. 

 The ECB left its interest rate and asset purchase programme unchanged. However as promised, the Governing Council (GC) debated 
tapering its asset purchase programme, and came to a conclusion that the ECB’s QE purchases will be reduced to €30 billion a month 
(from €60 billion currently) in January 2018. However, the decision was not unanimous and seems to have endured tough debate within the
GC with a large majority favouring keeping QE open-ended. Draghi stressed that an ample degree of stimulus is still needed in the 
economy, to support growth and to spur inflation. Nonetheless, the ECB sees solid, broad-based growth over the medium-term, with slack 
being reduced and the output gap narrowing. The ECB was at pains to stress that loose monetary policy will persist and that QE “will not 
stop suddenly”.

 The market viewed the developments as dovish, particularly as the ECB stated that interest rates are likely to remain unchanged even well 
after QE ends and that the reinvestment of maturing debt will persist even after QE has ended, essentially that the balance sheet will not 
decline just yet. Underlying inflation is expected to rise over the medium-term even though domestic price pressures remain muted 
currently. 

 The ECB’s stance can be viewed as a dovish taper, essentially holding the market’s hand through the slow tightening process (for 
fear of derailing expectations). The slow climb in inflation was justified by energy-price base effects, however this has been the case for 
almost two years. The fact that the Governing Council was not unanimous in initiating a taper tells you that if conditions change materially, 
the ECB can go back to the drawing board to reinstate QE. The ECB remains dovish, however prevailing conditions (better growth) 
warrants some tightening measures, hence the reason for pulling the trigger ever so slightly. However, the ECB maintained the 
option to extend the programme beyond September 2018 in case economic and financial conditions required further stimulus. With the 
exception of Argentina and the Ukraine, most other central banks eased rates in October. So far this year, of the 93 most watched 
central banks, 33 eased monetary policy while 25 tightened (and the rest held rates steady).

 The dollar index bottomed in September and posted a sharp rally since then. While initially prompted by an over-zealous tax reform speech, 
current indications are that the hawkish DM central banks are causing a slow unwind to the EM carry trade, which has seen capital flow 
from EMs to DMs. The Fed began normalising its bloated balance sheet in October, and will pick up the pace in coming months. As the 
markets adjust to this new reality, and braces for a slowdown in ECB QE, inevitably foreign investors will start to become more selective 
towards EMs. A hawkish Fed is dollar-supportive, and this will likely persist in the near- and medium-term. Despite inflation 
showing little evidence of rising, the Fed maintained its view of higher interest rates over the medium-term. This could prompt the 
dollar index further to 95.5 and 98 index point levels in the near-term, while the 91.6 point level may hold as support. 

Source: Bloomberg, Nedbank

bps  Δ -1m Germ. 10yr -9.70 % Δ -1m SA white maize 5.65%

US 10yr 5.40 UK 10yr -3.30 UK 3m LIBOR 10.46 Brent 6.55% Dow Jones 4.34%

JPM EMBI -0.95 JN 3m LIBOR 0.71 JN 10yr -0.40 Gold -0.32% S&P 500 2.22%

% Δ -1m (Colour = base trend) USDJPY 1.24% USDCNY -0.61% Eurostoxx 50 2.20% NIKKEI 225 10.14%

GBPUSD -0.81% USDAUD 2.03% JPM EM FX -1.90% DAX 3.12% MSCI World 1.81%

EURUSD -1.42% USDCHF 3.13% DXY 1.65% FTSE 100 1.63% MSCI EM 3.45%
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NEDBANK GROUP ECONOMIC UNIT FACTS AND FORECASTS

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

GDP q/q SAAR -0.66 2.32 0.58 1.41 0.70 0.98 1.57 1.67 1.46 1.20 1.80 2.02 2.46 2.46 1.90 2.30

Current account as a % of GDP -2.80 -2.90 -3.00 -3.20

Gold $/oz. (EOP) 1241.78 1242.73 1286.74 1273.87 1273.87 1248.40 1260.88 1286.10 1273.24 1273.24 1247.77 1260.25 1285.45 1272.60 1272.60 1271.96

Exchange rates (EOP)

USDZAR 13.413 13.080 13.497 14.172 14.172 13.888 14.097 14.237 14.522 14.522 14.813 15.109 15.411 15.565 15.565 15.798

EURZAR 14.325 14.949 15.924 16.637 16.637 16.142 16.303 16.433 16.678 16.678 16.844 17.095 17.402 17.489 17.489 17.400

GBPZAR 16.715 17.023 18.111 18.922 18.922 18.452 18.728 19.107 19.392 19.392 19.681 20.075 20.683 20.786 20.786 21.418

AUDZAR 10.274 10.047 10.591 11.010 11.010 10.736 10.898 11.029 11.215 11.215 11.383 11.587 11.807 11.973 11.973 12.092

ZARJPY 8.339 8.554 8.345 7.987 7.987 8.232 8.110 8.070 7.951 7.951 7.834 7.681 7.568 7.530 7.530 7.531

GBPUSD 1.246 1.301 1.342 1.335 1.335 1.329 1.329 1.342 1.335 1.335 1.329 1.329 1.342 1.335 1.335 1.356

EURUSD 1.068 1.143 1.180 1.174 1.174 1.162 1.157 1.154 1.148 1.148 1.137 1.131 1.129 1.124 1.124 1.101

USDJPY 111.85 111.89 112.63 113.19 113.19 114.33 114.33 114.90 115.47 115.47 116.05 116.05 116.63 117.21 117.21 118.98

USDCNY 6.891 6.774 6.668 6.675 6.675 6.681 6.715 6.728 6.735 6.735 6.742 6.775 6.789 6.796 6.796 6.857

USDCHF 1.001 0.958 0.970 0.973 0.973 0.981 0.984 0.984 0.987 0.987 0.994 0.997 0.997 1.000 1.000 1.017

USDAUD 1.305 1.302 1.274 1.287 1.287 1.294 1.294 1.291 1.295 1.295 1.301 1.304 1.305 1.300 1.300 1.306

SA Interest rates (EOP)

3-month JIBAR 7.36 7.34 6.99 6.84 6.84 6.36 6.14 6.14 6.14 6.14 6.16 6.19 6.47 6.74 6.74 6.99

Prime 10.50 10.50 10.25 10.25 10.25 9.75 9.50 9.50 9.50 9.50 9.50 9.50 9.75 10.00 10.00 10.25

Long bond (10-yr) 8.89 8.89 8.72 8.95 8.95 8.75 8.60 8.70 8.60 8.60 8.75 8.60 8.70 8.60 8.60 8.50

CPI % (EOP) 6.12 5.11 5.06 4.46 4.46 4.34 4.59 5.23 5.23 5.23 5.58 5.66 5.62 5.77 5.77 5.29

EOP = End of period rate 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 thereon.

2020
2017

2017
2018

2018
2019

2019
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SA ECONOMIC CALENDAR

Economic data releases

Date Time Indicator Period Previous
11/01/2017 11:00 Barclays Manufacturing PMI Oct 44.9
11/01/2017 Naamsa Vehicle Sales YoY Oct 7.00% 21 – 23 November 2017
11/02/2017 13:00 Electricity Production YoY Sep 0.80%
11/02/2017 13:00 Electricity Consumption YoY Sep 1.70%
11/03/2017 09:15 Standard Bank South Africa PMI Oct 48.5
11/07/2017 08:00 Gross Reserves Oct $49.38b
11/07/2017 08:00 Net Reserves Oct $42.65b
11/08/2017 11:30 SACCI Business Confidence Oct 93
11/09/2017 11:30 Mining Production YoY Sep 6.90%
11/09/2017 11:30 Mining Production MoM Sep 5.30%
11/09/2017 11:30 Gold Production YoY Sep 7.70%
11/09/2017 11:30 Platinum Production YoY Sep 2.00%
11/09/2017 13:00 Manufacturing Prod NSA YoY Sep 1.50%
11/09/2017 13:00 Manufacturing Prod SA MoM Sep 0.30%
11/15/2017 13:00 Retail Sales Constant YoY Sep 5.50%
11/15/2017 13:00 Retail Sales MoM Sep 2.40%
11/21/2017 09:00 Leading Indicator Sep 97.2
11/22/2017 10:00 CPI YoY Oct 5.10%
11/22/2017 10:00 CPI MoM Oct 0.50%
11/22/2017 10:00 CPI Core YoY Oct 4.60%
11/22/2017 10:00 CPI Core MoM Oct 0.40%
11/23/2017 SARB Announce Interest Rate 23-Nov 6.75%
11/28/2017 12:00 BER Business Confidence 4Q 35
11/29/2017 08:00 Money Supply M3 YoY Oct 6.72%
11/29/2017 08:00 Private Sector Credit YoY Oct 5.59%
11/30/2017 11:30 PPI YoY Oct 5.20%
11/30/2017 11:30 PPI MoM Oct 0.70%
11/30/2017 13:00 Electricity Production YoY Oct --
11/30/2017 13:00 Electricity Consumption YoY Oct --
11/30/2017 14:00 Trade Balance Rand Oct 4.0b
11/30/2017 14:00 South Africa Budget Oct -3.5b
Source: Nedbank, Bloomberg

SARB MPC meeting dates – 2017

Source: SARB

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 cut to 6.75% 
(previously 7.00%) following the July 2017 MPC meeting 

and subsequently kept on hold.
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Disclaimer The information furnished in this publication, which information may include opinions, estimates, indicative rates, terms, price quotations and projections, reflects the judgment of the author(s) and the prevailing market 
conditions as at the date of this report, which judgment and conditions are subject to change without notice, modification or amendment. This publication does not necessarily reflect the opinion of Nedbank Limited (“Nedbank”) or 
its ultimate holding companies or any direct or indirect subsidiary undertakings of such holding companies (its “Affiliates”). Information presented in this publication was obtained or derived from public sources that Nedbank 
believes are reliable but no representation or warranty, express or implied, is made as to its accuracy or completeness. Neither Nedbank nor its Affiliates (or their respective directors, employees, representatives and agents) accepts 
any responsibility or liability (whether in delict, contract or otherwise) for loss arising from the use of or reliance placed upon the material presented in this publication, except that this exclusion of liability does not apply to the 
extent that liability arises under specific statutes or regulations applicable to Nedbank or its Affiliates. This publication has been forwarded to you solely for information purposes only. The information contained in this publication is 
confidential and is not intended to be, nor should it be construed as, "advice" as contemplated in the South African Financial Advisory and Intermediary Services Act, 2002 (as amended) or otherwise, or a direct or indirect invitation 
or inducement to any person to engage in investment activity relating to any securities or any derivative instrument or any other rights pertaining thereto of any company mentioned herein. Any prices or levels contained herein are 
preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration. The information contained in this publication may include results of analyses from a 
quantitative model which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. You should seek independent advice (including tax, 
accounting, legal, regulatory and financial advice) in relation to the information contained herein. This publication is intended for use by professional investors only. It may not be considered as advice, a recommendation or an offer 
to enter into or conclude any transactions. The information contained in this publication is confidential and is not intended to be, nor should it be construed as, a direct or indirect invitation or inducement to any person to engage in 
investment activity relating to any securities or any derivative instrument or any other rights pertaining thereto (“financial instruments”). Any additional information relative to any financial instruments and/or financial products 
reviewed in this publication is available upon request. This publication has been issued in the United Kingdom only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged in only with 
relevant persons. Directors, officers and/or employees of Nedbank or its Affiliates may at any time, to the extent permitted by law, own or have a position in the financial instruments of any company or related company referred to 
herein, and may add to or dispose of any such position or act as a principal in any transaction in such financial instruments. Nedbank and/or its Affiliates may make a market in these instruments for its customers and for its own 
account. Accordingly, Nedbank and/or its Affiliates may have a position in any such instrument at any time. Directors, employees or officers of Nedbank and/or its Affiliates may also be directors of companies mentioned in this 
publication. Nedbank and/or its Affiliates may from time to time provide or solicit investment banking, underwriting or other financial services to, for or from any company referred to herein. Nedbank and/or its Affiliates may to the 
extent permitted by law, act upon or use information or opinions presented herein, or research or analysis on which they are based prior to the material being published. The distribution of this document in certain jurisdictions may 
be prohibited or restricted by rules, regulations and/or laws of such jurisdictions and persons into whose possessions this presentation comes should inform themselves about, and observe, any such restrictions. Any failure to comply 
with such prohibitions or restrictions may constitute a violation of the laws of such other jurisdictions. Internet communications are not guaranteed to be secure or virus-free. Nedbank and its Affiliates do not accept responsibility for 
any loss arising from unauthorised access to, or interference with any internet communications by any third party. All trademarks, service marks and logos used in this publication are trademarks or service marks or registered 
trademarks or service marks of Nedbank or its Affiliates
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