
 25 November 2016 

1 FNB Economics | Please see the last page for our disclaimer 

Contact 

Mamello Matikinca 

Economist  
087 343 1678 
Mamello.matikinca@fnb.co.za 
 
Jason Muscat  

Industry Analyst 
087 335 5189 
Jason.Muscat@fnb.co.za 
 
Jarred Sullivan 

Economist 
087 328 0622 
Jarred Sullivan@fnb.co.za 
 
 

 

Highlights  

• SA: Headline inflation should average 6.4% in the last quarter of 
2016 before decelerating back within the central bank’s target in 
2Q17.  

• SSA: Mozambique GDP growth is starting to give way, slowing to 
a seasonally adjusted 1.5% y/y in 3Q16. Zambia headline inflation 
fell to 8.8% y/y largely due to base effects. Nigeria deepened 
further into recession with GDP contracting –2.24% y/y.  

• Global : The US housing market remained at very healthy levels, 
despite new home sales decreasing –1.9% m/m. Japan climbed 
out of deflationary territory, Headline inflation increased 0.1% y/y. 
The economy also posted a sizeable trade surplus of JPY 497.6 
billion. 

The key data in review 

Financial Market Indicators Close 1-week 1-month  1 Year 

All Share 50561.43 -0.1% -1.8% -0.1% 

USD/ZAR 14.12 2.0% -2.7% 0.0% 

EUR/ZAR 14.91 2.7% 0.4% 0.6% 

GBP/ZAR 17.58 1.7% -4.9% 17.7% 

Platinum US$/oz 915.50 -2.1% -5.1% 8.7% 

Gold US$/oz 1184.00 -2.7% -6.5% 10.5% 

Brent US$/oz 52.51 11.5% 3.6% 15.0% 

SA 10 year bond yield 9.02 0.03 0.11 0.65 

Source: I-Net, FNB (data as at Thursday’s close)  
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Date Country Release/event  Period  Actual Prior 
Nov 21 Japan Trade balance (JPY billion) Oct 496.2 497.6 

Nov 22 US Existing home sales (% m/m) Oct 2 3.6 

 SA Unemployment (%) 3Q16 27.1 26.6 

 SA Leading indicator Sep 94.4 93.4 

Nov 23 SA CPI (% y/y) Oct 6.4 6.1 

 US New home sales (% m/m) Oct -1.9 1.2 

Nov 24 SA PPI (% y/y) Oct 6.6 6.6 

 SA SARB rate decision (%) Nov 7 7 

 Japan CPI (% y/y) Oct 0.1 -0.5 
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upside, reflecting the uncertain global environment, 
specifically the policy direction that will be taken by the 
US. Indeed the markets have interpreted a Trump win 
as being positive for the US economy, particularly on 
the demand side as tax cuts and fiscal consolidation 
will translate into improved US GDP growth. However, 
protectionist measures, if implemented, will hurt 
international trade. Possible aggressive monetary 
policy tightening in the US and the rise in US bond 
yields—due to higher inflation and growth— threatens 
capital flows to emerging markets. While the rand has 
shown some resilience it remains at the mercy of 
developments in the international markets. We 
continue to believe that the Bank has reached the 
peak of its hiking cycle but further rand weakness 
remains a risk. 

Employment statistics published over the week 
painted a rather dismal picture of the labour market. 
While 288k jobs were created, the rise in number of 
people actively seeking employment - as indicated by 
the rise in the labour participation rate to 59.1% in 3Q 
previously 57.9% - contributed to the rise of the 
unemployment rate to 27.1% in 3Q from 26.6% in 2Q. 

Producer price inflation (PPI) for manufactured 
goods stabilised at 6.6% y/y in October. Over the 
month PPI rose 0.9% driven by food products, 
beverages and tobacco, wood and paper products as 
well as chemical products. We expect PPI to ease 
supported by a deceleration in food prices.  

Headline inflation surprised marginally on the 
upside , rising 6.4% y/y in October from 6.1% y/y in 
September. Inflation should average 6.4% in the last 
quarter before decelerating back within the central 
bank’s target in 2Q17. Core inflation rose 5.7% y/y 
in line with expectations. Goods inflation remained 
the dominant driver of headline inflation, rising 7.1% 
y/y while services inflation was up 5.8%. Food and 
non-alcoholic beverages were up 11.7% y/y in 
October from 11.4% in September; this in our view 
marked the peak in food prices. Food inflation 
should fall below 6% in 2Q17. The 44c/l increase in 
the petrol price over the month, translated into 4.3% 
y/y rise in transport costs in October. Early 
indications point to a 43c/l reduction in the petrol 
price in December. Miscellaneous goods and 
services quickened to 7.6% y/y in October from 
7.1% in September. Over the month, prices rose 
0.4% driven by a notable jump in funeral expenses
(3.7% m/m) as well as personal goods and services 
(1.1% m/m).  

The SARB’s decision to keep the repo rate 
unchanged  at 7.0% was widely anticipated. While 
the bank kept its forecasts unchanged—inflation is 
expected to average 6.4% in 2016 and the growth 
forecast was unchanged at 0.4%. The MPC 
highlighted that it is concerned about elevated meat 
prices which may slowdown the improvement of 
food inflation. Furthermore, the bank now asses the 
risk to the inflation outlook to be moderately on the 

Figure 1: CPI  

 

Figure 2: PPI manufactured goods 

 

 

 

 

 

South African Economy  

 Sources: Reuters, FNB 
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effects and favourable weather conditions.  

Nigeria deepened further into recession with GDP 
contracting –2.24% y/y in 3Q16 from –2.06% in 2Q16. 
Oil GDP contracted 22.01% y/y over the quarter as oil 
production came under pressure—at 1.63mbpd, oil 
production was 0.54 mbpd lower than in 3Q15. Non-oil 
GDP improved slightly to 0.03% y/y from –2.24%, 
supported by growth in the agriculture sector which 
was up 4.5% y/y, however, the improvement was 
limited by a further deterioration in manufacturing (-
12.2% y/y) and a continued contraction in services (-
1.17% y/y). Growth in agriculture should continue to be 
supported by government policies while the 
manufacturing sector will likely remain constrained by 
currency shortages and naira weakness. While the 
MPC opted to keep rates unchanged in their latest 
meeting the higher interest rate environment continue 
to weighs on production costs.  

The decision to reduce the policy rate by 50 bps to  
25.5% in Ghana came sooner than anticipated. The 
weak growth environment was the main reason for the 
earlier than anticipated reduction in rates. While 
headline inflation remains elevated, inflationary 
pressures are indeed easing thanks to a stable 
exchange rate, weak domestic demand and high 
interest rates. The Bank will likely continue to ease 
policy gradually over the course of the coming year as 
inflation eases further.  

Mozambique GDP growth  is starting to give way 
slowing to a seasonally adjusted 1.5% y/y in 3Q16, 
significantly lower compared to the impressive 
growth rates in excess of 7% that we have seen in 
recent years, and down from 2.8% in 2Q16. On a 
sequential basis, GDP contracted by a seasonally 
adjusted 0.6% in 3Q16 compared to an increase of 
0.9% in the previous quarter. Importantly, 
agriculture—the bulk of GDP—held up reasonably 
well rising 3.5% y/y likely on the back of donor flows. 
Mining and quarrying (+10.3% y/y) and 
manufacturing (5.7% y/y) continued to post healthy 
gains, while the tertiary sector painted a mixed 
picture. Tighter monetary policy proceedings are 
becoming increasingly pronounced, for example, the 
real estate industry increased by a mere 0.5% y/y, 
while the financial services sector posted a flat 
reading for the third consecutive quarter. However, 
trade and service repair (+4.9% y/y) and transport 
and communications (+3.6% y/y) held up reasonably 
well. In order for Mozambique to maintain a positive 
growth outlook and restore credibility in government 
finances, it is imperative that government comes to 
terms with their creditors and undergo the necessary 
fiscal adjustment to prevent a sovereign default.  

Zambia headline inflation  fell to 8.8% y/y in 
November from 12.5% in October largely due to the 
base effects from food inflation (9.2% y/y in 
November from 15.6% in October). We expect a 
further deceleration in the inflation due to base 

Figure 3: Mozambique GDP Figure 4: Zambia headline inflation 

Sub-Saharan Africa 

Sources: Reuters, IHS, FNB 
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monetary and fiscal stimulus still has a long way to go 
to propel upward momentum in prices.  

US existing home sales increased 2% m/m in 
October to a seasonally adjusted annual pace of 5.6 
million after surging 3.6% the month before. This is the 
highest level reached since February 2007 as 
consumer demand remains overwhelmingly strong 
regardless of tight housing inventory—currently at 4.3 
months of housing supply—and rising prices. It is likely 
that the housing market will continue to be supported 
by historically low mortgage rates, increasing average 
hourly wages and a low unemployment rate.  

Conversely, US new home sales fell -1.9% m/m in 
October to a seasonally adjust annual pace of 563,000 
after rising 1.2% the month before. Although, on a 
yearly basis, sales were up 17.8% highlighting that 
new home sales are still sitting at very healthy levels 
on the back of strong consumer demand. It is likely 
that new home sales will remain at these healthy levels 
in the interim supported by the same fundamentals in 
the existing home sales space. 

 

Global Snapshot 

Sources: Reuters DataStream, FNB 

Figure 6: US existing home sales  

Japan recorded a trade surplus of JPY 496.2 
billion in October, slightly lower than the JPY 497.6 
billion posted in September. However, this was at 
the expense of a decline in international trade as 
both exports (-10.3% y/y) and imports (16.5% y/y) 
contracted. Exports to South Africa shrunk -21.2% y/
y highlighting the weak domestic expenditure 
patterns we have seen recently. While Japan’s 
decline in trading statistics was rather broad-based, 
the greatest contributor to the decline in exports was 
due to a -9% y/y (-2.2 ppt) plunge in transport 
equipment. The largest contributor to the decline in 
imports stemmed from mineral fuels (-27.5% y/y 
detracting 5.3 ppt). Following the US elections, the 
renewed depreciation of the Yen against the dollar 
should be supportive of exports and Japanese 
corporate profits abroad—a much welcomed event 
for the Japanese economy. However, this may 
potentially be short lived due to the trade 
protectionist rhetoric of Donald Trump which could 
possibly dampen Japanese trading conditions next 
year.  

Japan finally jumped out of deflationary territory for 
the first time since March this year, although barely, 
as headline inflation increased a mere 0.1% y/y in 
October after falling -0.5% the month before. On a 
monthly basis, headline inflation increased 0.6%. 
However, core inflation (stripping out food prices) 
contracted by 0.4% y/y highlighting that recent 

Figure 5: Japan headline inflation  
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Data to watch out for next week...  

Date Country Release/event  Period  Survey Prior 

Nov 29 SA Private sector credit (% y/y) Oct - 7.2 

 SA BER business confidence 4Q16 - 42 

Nov 30 SA South Africa budget (billion rand) Oct - -3.94 

Dec 1 SA Barclays manufacturing PMI Nov - 45.9 

 China NBS manufacturing PMI Nov 51 51.2 

 Eurozone Markit manufacturing PMI Nov - 53.7 

 UK Markit manufacturing PMI Nov 54.6 54.3 

 US ISM manufacturing PMI Nov 52.1 51.9 

 SA Trade balance (billion rand) Oct - 6.7 

 SA Naamsa vehicle sales (% y/y) Nov - -10.1 

Local  

While a ratings downgrade may be pushed out to 
mid-2017, owing to treasury’s additional fiscal 
consolidation measures announced in the MTBPS, 
we continue to believe that it is inevitable as 
National treasury’s flexibility remains constrained by 
weak economic growth. As such fiscal targets set 
out in the MTBPS may be missed. Furthermore, the 
financial positions of state owned enterprises 
remains weak, and their collective debt could 
potentially push South Africa’s debt -to -GDP ratio 
over the threshold set by S&P. Also, rating agencies 
will likely act if political dynamics threaten policy 
implementation. Opinions around the national 
minimum wage (NMW) seem to differ at this point, 
what will be important for the rating agencies is 
whether jobs are lost due the implementation.  

The Week Ahead 

    Source: Bloomberg (“Survey” is the consensus forecast)  

The week ahead hosts a number of data releases. 
Private sector credit extension is up first. Credit 
demand by households should have been constrained 
by tighter lending stands and high servicing costs 
while weak business confidence should have 
negatively impacted corporate credit uptake. Business 
confidence should have deteriorated in 4Q16 given 
that the uptick in 3Q16 was motivated by the outcome 
of the elections which was viewed as positive. Political 
uncertainty and no signs of an improvement in GDP 
should have weighed on sentiment. Trade statistics, 
the Barclays PMI and Naamsa vehicle sales will also 
be released over the week.  
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FNB SA Economic Forecasts 

Source: FNB  

 Economic Indicator 2013 2014 2015 2016f 2017f 2018f 

Household consumption expenditure %y/y 2.0 0.7 1.7 0.2 1.1 1.1 

Government consumption expenditure %y/y 3.5 1.8 0.2 0.8 1.0 1.3 

Gross fixed capital formation %y/y 7.0 1.5 2.5 -2.2 -1.1 1.1 

Real GDP %y/y 2.3 1.6 1.3 0.2 1.0 1.6 

Total exports %y/y 3.6 3.3 4.1 2.0 2.2 2.9 

Total Imports %y/y 5.0 -0.5 5.3 0.5 1.3 2.2 

Current account (% of GDP) -5.9 -5.3 -4.3 -4.0 -3.1 -2.7 

CPI (average) %y/y 5.8 6.1 4.6 6.2 5.5 5.3 

CPI (year end ) %y/y 5.4 5.3 5.2 7.1 5.6 5.3 

Repo rate (year end) %p.a. 5.0 5.75 6.25 7.00 7.00 7.00 

Prime (year end) %p.a. 8.5 9.25 9.75 10.25 10.25 10.25 

USD/ZAR (average) 9.6 10.8 12.8 15.4 15.6 16.1 
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