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SA trade balance to 
provide rand direction  

 Following the move in the rand from 15.20 on Wednesday morning to around 
15.45 on Thursday evening, as a base case we do not see substantial rand 
strength this week. The last week of March (and Q1:16) will be a data-heavy week 
internationally. 

 Perhaps most important is the US employment report for March in the form of 
the US non-farm payrolls data. This release is due on Friday; consensus is for the US 
economy to have created 210K nonfarm jobs in March. 

 While the US inflation data was broadly unchanged from the February print, only last 
week St Louis Fed President Bullard indicated that if we get another strong jobs report 
and there are signs that the US labour market is improving, there may be a case for a 
hike as soon as April. 

 Of concern for EM portfolio flows, and by implication the rand (and to a lesser 
extent local bonds), is how the market seems to be positioned going into the 
data releases.  

 It’s a busy data week ahead on the local front, too. Among the key data prints 
is the SA trade balance data for February, due for release on Thursday at 
14h00. Seasonally, February’s trade balance tends to outperform January’s which is 
typically a deficit. 

 We saw the trade balance narrow substantially from a surplus of R7.6bn in December 
to a massive R17.9bn deficit in January. Bloomberg consensus see a compression of 
the deficit to -R4.3bn in February. 

 The Barclays SA PMI will also be released on Friday at 11h00. Expectations are 
for yet another print below the 50-benchmark line. The index has been below the 
threshold line since August last year. 

Key financial market indicators 
Spot  chg Cross Rates  chg  

USDZAR 15.48 0.13% EURUSD 1.12 0.26% 
EURZAR 17.34 0.39% GBPUSD 1.43 0.86% 
GBPZAR 22.04 0.93% USDJPY 113.45 0.33% 
ZARJPY 7.33 0.12% AUDUSD 0.75 0.51% 
USDZAR fwd  chg Commodities  chg  
1m 15.57 0.14% Gold 1221.78 0.44% 
3m 15.76 0.14% Platinum 945.75 0.01% 
6m 16.05 0.12% Copper 4945.00 -0.09% 
12m 16.64 0.11% Brent 40.27 -0.42% 
Equities/Risk  chg  US Yields/spreads  chg (bps) 
ALSI 52323.78 -0.47% US 10 yr 1.89 -0.01 
VIX 15.24 3.39% US 30 yr 2.66 -0.02 
MSCI World 1627.63 0.24% EMBI 393.86 -3.79 
MSCI EM 813 0.09% SA CDS 320.20 1.41 
Bonds  chg (pps) Rates  chg (pps) 
R 203 8.27 0.04 3m JIBAR 7.23 0.00 
R 208 8.97 0.04 FRA 3x6 7.46 0.00 
R 186 9.37 0.05 FRA 6x9 7.79 0.01 
R 214 10.04 0.04 FRA 12x15 8.13 -0.02 
Source: Standard Bank Research, Bloomberg 
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International developments 

Following the move in the rand from 15.20 on Wednesday morning to around 
15.45 on Thursday evening, as a base case we would not look for substantial 
rand strength this week. The last week of March (and Q1:16) is set to be a data-
heavy week on the international front. Not only will we see key US data which puts the 
focus on US monetary policy and when the US Fed may hike rates again, but also 
manufacturing data from all the major economies, in particular China.  

Perhaps most important is the US employment report for March in the form of 
the US non-farm payrolls data. This release is due on Friday; consensus is for the US 
economy to have created 210K nonfarm jobs in March. The unemployment rate is also 
expected to remain unchanged at 4.9%. Data prints in line with consensus may well be 
rand-negative.  

However, the employment data should be read in conjunction with the US private 
consumption expenditure deflator (PCE) for March that was released yesterday. PCE is a 
preferred inflation measure of the US Fed. Headline PCE came in at 1% y/y, in line with 
expectations, while the core PCE printed 1.7% y/y, marginally below expectations of 
1.8%.  

While the US inflation data was broadly unchanged from the February print, only last 
week St Louis Fed President Bullard indicated that if we get another strong jobs report 
and there are signs that the US labour market is improving, there may be a case for a 
hike as soon as April. He also indicated that he sees PCE rising over 2% in 2017. 
These comments are likely to put this week’s data print in the spotlight.  

Of concern for EM portfolio flows, and by implication the rand (and to a lesser 
extent local bonds) is how the market seems to be positioned going into the 
data releases.  

The Fed fund futures suggest there is only a 36% chance of a rate hike by the Fed in 
June. Although this is up from 27% at the end of January, it stands in stark contrast 
with what economists think according to the Bloomberg poll. Of the 73 economists that 
were polled, 51 think that a hike by June is likely, while only 19 see no hike. Last year 
Fed hikes were negative for EM portfolio flows. As a base case we would 
assume it would be the case again. Our G10 strategist, Steve Barrow, expects a hike 
by the Fed in June which is part of the reason why we see more rand weakness into 
mid-year. 

Lastly, we will also see the release of manufacturing PMI data from all the 
major economies. Of particular interest is China’s PMI (due also on Friday), given that 
the March PMI print has always been higher than the February print (due to Chinese 
New Year in February). If it does not print higher this year, it would be cause for 
concern. 

Local developments 

It’s a busy data week ahead. SA’s fiscal balance data for February is scheduled 
for release tomorrow at 14h00. Recall in January the budget balance swung into 
deficit territory to -R30.84bn from a high of R32.63bn in December last year. We 
anticipate the budget balance to have swung back into positive territory in February. 

Wednesday sees the release of Stats SA’s PPI for February. Bloomberg consensus 
expectations are for PPI to have increased to 8.5% y/y in February from 7.6% y/y in 
January. Growth in the m/m numbers, however, is expected to have moderated to 1.1% 
in February from 1.6% in January. 
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The SA trade balance data for February is scheduled for release on Thursday at 14h00. 
Seasonally, February’s trade balance tends to outperform January’s which is 
typically a deficit. Glancing back over the past few months, the trade balance, as 
reported by SARS, the trade balance only recorded 4 trade surpluses in 13 months. We 
saw the trade balance narrow substantially from a surplus of R7.6bn in December to a 
massive R17.9bn deficit in January. The main driver of the large deficit was a jump in 
the import bill as machinery and electronic imports rose on the back of a weaker rand. 
At the same time, the weaker rand did not offset the drop in export volumes in mining 
and vehicles. Bloomberg consensus expectations are pencilling in a compression of the 
deficit to -R4.3bn in February. 

The trade balance (with a look through to the current account) remains a key 
driver for the rand. One of the key weaknesses of the rand (from a fundamental 
perspective) remains South Africa’s external financing requirements. We expect that the 
trade deficit to have narrowed in February, which could provide some support to the 
rand in the lead-up to the release of the data print.  

The Barclays SA PMI will also be released on Friday at 11h00. Expectations are 
for yet another print below the 50-benchmark line. The index has been below the 
threshold since August last year. Our economics team noted that rising new sales orders 
outpaced the increase in inventories, which saw the leading PMI indicator measure 1.01 
in February — the first above 1 print since December 2013. The team also noted, 
however, that the 3mma of the leading PMI indicator is still below 1, and some 
momentum over the next few months is likely required before it begins to translate into 
a higher PMI and subsequently, manufacturing production. Notably, purchasing 
managers were reportedly less pessimistic about expected business conditions in six 
months’ time. This sub-component increased by 5.4 points to 44.8 (remaining in 
contraction). 

Markets 

The rand weakened on Monday, closing at 15.48, compared to Friday’s close of 
15.46. The rand’s depreciation against the dollar occurred despite dollar weakness 
against some of the major currencies; the dollar lost ground against the pound (0.9%) 
and the euro (0.3%), but gained ground against the yen (0.3%). The rand was weaker 
against some of the major crosses; it lost ground against the pound (0.9%) and the euro 
(0.4%) and gained ground against the yen (0.1%). It put in the worst performance 
amongst the commodity currencies we monitor, and put in the third-worst performance 
amongst the EM currencies, ahead of only the RUB and IDR. 

Commodity prices were mixed on Monday. Gold was up by 0.4%, while platinum 
was up only marginally. Copper was down by 0.1% on the day. Brent closed down 0.4%, 
at $40.27/bbl. Both the developed world MSCI and the MSCI EM were up on the day, 
by 0.2% and 0.1% respectively. The EMBI spread narrowed by 4 bps, and SA’s 5yr CDS 
widened by 1 bps. The CBOE VIX Index, a volatility-based proxy for global risk 
appetite/aversion, increased by 3.4%. 
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Figure 1: USDZAR forwards 

 

Source: Standard Bank Research, Bloomberg 
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Figure 2: USDZAR vs. risk-reversal 

 

Source: Standard Bank Research, Bloomberg 
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Figure 3: Implied vs. actual USDZAR volatility 

 

Source: Standard Bank Research, Bloomberg 
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Figure 4: USDZAR volatility curves 

 

Source: Standard Bank Research, Bloomberg 
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Figure 5: USDZAR vs. EURUSD 

 

Source: Standard Bank Research, Bloomberg 
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Figure 6: USDZAR vs. EM FX index 

 

Source: Standard Bank Research, Bloomberg 
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Figure 7: USDZAR vs. commodity currency performance 

 

Source: Standard Bank Research, Bloomberg 
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Figure 8: USDZAR vs. EM currency performance 

 

Source: Standard Bank Research, Bloomberg 
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Figure 9: VIX global risk appetite proxy vs. EMBI 

 

Source: Standard Bank Research, Bloomberg 
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Figure 10: Commodity prices 

 

Source: Standard Bank Research, Bloomberg 
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Figure 11: Foreign purchases of SA bonds and equities 

 

Source: Standard Bank Research, Bloomberg 
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Figure 12: Foreign purchases of SA bonds by maturity 

 

Source: Standard Bank Research, Bloomberg 
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Figure 13: FRAs less JIBAR 

 

Source: Standard Bank Research, Bloomberg 
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Figure 14: Bond vs. swap curves 

 

Source: Standard Bank Research, Bloomberg 
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Figure 15: ALSI vs. ALSI/MSCI EM relative 

 

Source: Standard Bank Research, Bloomberg 
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Figure 16: MSCI EM vs. MSCI EM/DW relative 

 

Source: Standard Bank Research, Bloomberg 
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Disclaimer 

This material is non-independent research. Non-independent research is a "marketing communication" 

This material is "non-independent research". Non-independent research is a "marketing communication" as defined in the UK FCA 
Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and 
is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security referred to herein may be made available on request. This material is for the general 
information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not market 
professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to taking any 
investment decision based on this communication or for any necessary explanation of its content. It does not take into account the 
particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in 
this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. 
The information, tools and material presented in this marketing communication are provided to you for information purposes only and 
are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial 
instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to 
such action. This material is based on information that we consider reliable, but SBG does not warrant or represent (expressly or 
impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as 
such. The information and opinions contained in this document were produced by SBG as per the date stated and may be subject to 
change without prior notification Opinions expressed are our current opinions as of the date appearing on this material only. We 
endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from 
doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other 
financial instruments referred to in this material. Where SBG designates NON- INDEPENDENT Research to be a “marketing 
communication”, that term is used in SBG’s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG 
does and seeks to do business with companies covered in its non-independent research reports including Marketing Communications. 
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision. 

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative 
arrangements for the prevention and avoidance of conflicts of interest. Further disclosures required under the FCA Conduct of Business 
Sourcebook and other regulatory bodies are available on request from the Research Compliance Department and or Global Conflicts 
Control Room, unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the 
date of the material. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or 
distributed to any other party, without the prior express written permission of SBG. All trademarks, service marks and logos used in this 
report are trademarks or service marks or registered trademarks or service marks of SBG or its affiliates. 

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and 
opinions presented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but 
SBG makes no representations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no 
liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the 
extent that liability arises under specific statutes or regulations applicable to SBG. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should 
make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that 
investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to securities 
denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. 
Some investments discussed in this marketing communication have a high level of volatility. High volatility investments may experience 
sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. 
Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you 
may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial 
capital paid to make them investment may be used as part of that income yield. Some investments may not be readily realisable and it 
may be difficult to sell or realize those investments, similarly it may prove difficult for you to obtain reliable information about the 
value, or risks, to which such an investment is exposed. 
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This report is issued and distributed in Europe by Standard Advisory London Limited 20 Gresham Street, London EC2V 7JE which is 
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Institutional Investors under Securities Exchange of 1934 Rule 15a-6. 

Recipients who no longer wish to receive such research reports should call +27 (11) 415 4272 or email 
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in accordance with the applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be 
made in accordance with applicable exemptions from registration or licensing requirements. 

Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited. SBSA is an Authorised Financial Services Provider 
and it also regulated by the South African Reserve Bank. 
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