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IN THIS WEEK’S BOTTOM LINE 

 The JSE has lost 9% over the past fortnight one of the sharpest declines since the 2008/09 

Global Financial Crisis. The reason for the decline is the sharp sell-off in US equity markets 

over the same period.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The South African Chamber of Commerce and Industry (SACCI) business confidence index 

surged in January from 96.4 to 99.7 its highest level since October 2015. According to 

SACCI: “Political developments have vastly improved the business mood.” Among the 13 

subcomponents making up the SACCI index, nine were positive and six showed an 

improvement, led by better trade imports, a stronger rand, increased retail sales, and a 

sharp gain in trade exports. Financial conditions were also reported to be much easier than 

a year ago. There is traditionally a two-quarter lag between a gain in business confidence 

and increased private sector business investment. The gain in the SACCI business 

confidence index bodes well for GDP growth in the second half of the year.  

 

 After a relatively strong 1.5% year-on-year increase in November, manufacturing output 

unexpectedly gained further momentum in December with a gain of 2.0% on the year, 

despite a negative reading in the manufacturing purchasing managers’ index (PMI). Seven of 

the ten manufacturing subcomponents showed positive annual growth, led by glass and non-

metallic products at 12.1% and motor vehicles at 8.0%. In the fourth quarter (Q4), 

manufacturing output grew by a steady 1.5% quarter-on-quarter, up strongly from 0.9% in 

Q3, despite a PMI which signalled continued contraction. Manufacturing will have made a 

sizeable contribution to Q4 GDP growth, adding an estimated 0.7 percentage points to the 

headline number. With the PMI rising sharply in January, actual manufacturing activity 

should exhibit further upward momentum in Q1, helped by improved political and policy 

certainty.  

 

 Mining production growth slowed sharply in December to 0.1% year-on-year from 6.5% in 

November. The slowdown is attributed to the base effect of high year-ago comparative 

data. Among the mining subcomponents, the biggest culprits in volume terms were gold 

production which fell 12.4% on the year and coal which fell 5.5%. Other base metals showed 

strong growth with iron ore rising 15.9%, manganese 10.1% and nickel 11.2%, but not in 

sufficient volumes to stem the overall decline. In addition to recording a year-on-year 



 

 

decline, mining production also contracted in the fourth quarter (Q4) by 1.6% quarter-on-

quarter, estimated to have shaved around 0.4 percentage points from Q4 GDP growth.  

 

 Mining output is expected to improve in 2018, boosted by strong global demand for base 

metals, rising international commodity prices and greater certainty over South Africa’s 

mining legislation. South Africa’s controversial mining charter is currently suspended 

pending judicial review. The deputy minister of mineral resources Godfrey Oliphant 

announced at the African Mining Indaba in Cape Town that: “The leaders of this industry 

must talk to each other. Government leaders must talk to the Chamber of Mines and we 

have started discussions.” Oliphant’s consultative approach is in stark contrast to the 

unilateral approach shown by mining minister Mosebenzi Zwane, with whom the Chamber of 

Mines refuses to engage.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Quarterly Labour Force Survey: Due Tuesday 13th February. With jobs growth traditionally 

rising during the festive season, fourth quarter (Q4) unemployment is expected to reduce 

slightly to 27.2% from 27.7% in Q3, according to consensus forecast. However, the seasonal 

boost is just as likely to reverse in Q1. Sustainable jobs growth is dependent on a 

meaningful gain in business and consumer confidence.  

 

 South African Chamber of Commerce and Industry (SACCI) Trade Conditions Survey: Due 

Tuesday 13th February. The SACCI trade conditions survey, after gaining sharply in 

December to a four-month high, is expected to post additional gains in its January reading, 

boosted by strong demand in key export markets. In 2017, the trade surplus registered 

R80.55 billion its highest since 2010 and well above the 2016 surplus of R1.1 billion. 

 

 Retail sales growth: Due Wednesday 14th February. Having surged in November by 8.2% 

year-on-year due to Black Friday discounts, retail sales are expected to have given back 

some momentum in December. According to consensus forecast retail sales are expected to 

gain in December by a more modest 4.5% on the year. Retail sales are expected to pick-up 

momentum in 2018 amid greater consumer confidence, a strengthening rand, reduced 

inflation and lower interest rates.  

 

GLOBAL 

 China has hit back at tariffs President Trump imposed last week on imported solar panels 

and washing machines. As well as filing a legal challenge to the tariffs at the World Trade 

Organisation the Chinese Commerce Ministry announced that it is investigating alleged 

dumping of US sorghum into the Chinese market. China’s retaliation signals the risk that 

Trump’s “America First” policy could deteriorate into increased global protectionism. 

Trade protectionism is probably the single greatest threat to the world’s current benign 



 

 

inflation outlook. Perceived inflationary pressure has caused heightened volatility in global 

financial markets over the past fortnight.  

 

 Global equity markets maintained their losing streak for a second week with the spike in 

the 10-year Treasury bond yield raising fears that inflation would accelerate faster than 

expected. The S&P 500 index dropped a cumulative 10.2% from its peak level on 26th 

January, with most major equity markets around the world suffering similar declines. 

Encouragingly, corporate bond spreads measuring the difference in yield between corporate 

bonds and risk-free government bonds, has continued to narrow despite the spike in 

government bond yields. In all previous equity market corrections since the 2008/09 Global 

Financial Crisis, the corporate bond spread has widened. The steadiness in corporate bond 

spreads indicates robust corporate credit fundamentals and the ability for the corporate 

sector to accommodate higher interest rates. (See Bottom Line for further analysis). 

 

NORTH AMERICA 

 Federal Reserve officials, speaking at separate events during the past week, expressed 

little surprise or concern over the equity market volatility of the past fortnight, during 

which the S&P 500 index suffered cumulative losses of 10.2%. St. Louis Fed President James 

Bullard said: “This is the most predicted sell-off of all time because the markets have been 

up so much and they have had so many days in a row without meaningful down days.” 

Dallas Fed President Robert Kaplan said: “I still expect 2018 to be a strong year for 

economic growth. Over the last several years, we have had a strong deleveraging by the 

consumer, so that will help. We expect business spending to be stronger in 2018. And the 

jobs market is strong.” New York Fed President Bill Dudley said he expected the financial 

market turbulence to have virtually no consequence for the economic outlook.  

 

 Initial jobless benefit claims unexpectedly fell in the past week by 9,000 to 221,000 below 

the consensus forecast of 232,000, and close to the 45-year low of 216,000 reached in mid-

January. Jobless benefit claims have remained below the key 300,000 threshold, associated 

with a strong labour market, for 153 straight weeks the longest winning streak since 1970. 

In 1970 the labour market was much smaller than it is today making the current statistic 

even more impressive. However, the labour data will also add to inflationary concerns 

stemming from a potential acceleration in wage growth. The less volatile four-week moving 

average in initial jobless benefit claims fell in the past week by 10,000 to 224,500 its lowest 

level since 1973.  

 

 In its fourth quarter senior loan officer survey, a Fed survey of 71 US banks, lenders 

expressed a continued easing in underwriting standards for business loans despite the Fed 

continuing to hike interest rates. According to the survey: “A moderate net percentage of 

banks reported they eased standards for business loans to large and middle-market firms 



 

 

over the past three months.” The banks cited increased lending competition and an 

improved economic outlook. However, the survey also revealed a tightening in lending 

standards across all categories of commercial real estate and certain consumer loans 

including credit cards and vehicle financing. The senior loan officer survey tends to be a 

reliable long lead indicator for the economy with a lead time of one or two years. The 

latest survey signals an acceleration in business investment spending but a deceleration in 

consumer expenditure, over the projected period.  

 

CHINA 

 Consumer price inflation (CPI) decelerated in January to 1.5% year-on-year from 1.8% in 

December. However, the decline is likely to be temporary due to distortions from the Lunar 

New Year celebrations which occurred in January last year but will fall in February this 

year. In addition, CPI is likely to gain over the next two months in response to the expected 

seasonal spike in food prices. By contrast, producer price inflation (PPI) reflected a strong 

disinflationary trend, decelerating from 4.9% in December to 4.3% in January, its lowest in 

14 months. On a month-on-month basis PPI increased 0.3% less than half the pace in the 

previous month. The decline in PPI signals further easing in inflationary pressures at the CPI 

level in the second half of the year, potentially facilitating an easing in monetary policy. 

The downward PPI trend in the world’s second largest economy should provide some 

comfort to global markets rattled in the past fortnight by perceived inflationary pressures.  

 

 Exports increased in January by 11.1% year-on-year up from 10.9% in December and well 

ahead of the consensus forecast of 9.6%. Imports surged by 36.9% the fastest pace since last 

February in sharp contrast to the 4.5% contraction in December and substantially above the 

consensus forecast of 9.8%. The surge in imports is attributed to strong commodity demand. 

China’s imports of crude oil hit a new record and iron ore imports hit their second highest 

monthly level on record. January’s trade balance may be affected by the timing of the 

Lunar New Year celebrations, which this year will be in February rather than January, 

causing a surge in inventory building in the prior month. Nonetheless, the strength of the 

trade data, especially on the import side, indicates a strengthening in domestic demand 

conditions. The unexpected surge in imports reduced China’s trade surplus to $20.3 billion 

in January its smallest surplus in 11 months, down from $54.69 billion in December. The 

data should help to ease growing US-China trade tensions.   

 

JAPAN 

 Japanese newspapers reported at the weekend that Prime Minister Shinzo Abe planned to 

reappoint Haruhiko Kuroda to a second five-year term as Governor of the Bank of Japan 

(BOJ), indicating a continuation of the central bank’s massive asset purchase programme. 



 

 

Kuroda’s term ends on 8th April. The global equity market slide over the past fortnight is 

reported as being the “conclusive factor” behind Abe’s decision. Under Kuroda’s leadership 

the BOJ embarked on its quantitative easing programme of bond purchases and equity 

market exchange-traded funds (ETFs) aimed at restoring inflation to its target of 2%. 

Kuroda told the Lower House Budget Committee this week that: “We are still far from 

achieving the 2% price stability target, so maintaining the powerful easing is necessary for 

Japan’s economy.” He also confirmed the BOJ would continue buying equity ETFs allaying 

concerns that these purchases may be distorting the market.  

 

 The Bank of Japan’s (BOJ) Consumption Activity Index, which provides a reliable reading on 

short-term private consumption trends, increased in the fourth quarter (Q4) by 0.3% 

quarter-on-quarter recouping some of the 0.5% decline in Q3. Private consumption 

contributes around 60% of Japan’s GDP. Combined with a rise in capital investment 

spending towards the end of last year the rebound in consumer spending in Q4 bodes well 

for GDP growth. Q4 GDP figures to be released later this week are expected to show the 

eighth consecutive quarter of growth.  

 

EUROPE 

 The European Union (EU) lifted its Eurozone GDP growth forecast for 2018 to 2.3% from a 

previous 2.1% and for 2019 to 2% from a previous 1.9%. Pierre Moscovici the European 

commissioner for economic and financial affairs said: “Europe’s economy has entered 2018 

in robust health… Unemployment and deficits continue to fall and investment is at last 

rising in a meaningful way. Economic growth is also more balanced than it was a decade 

ago.” Regarding inflationary pressures, which have rattled investor nerves over the past 

fortnight, the EU signalled a muted outlook. The EU forecasts inflation will increase to just 

1.5% by end 2018 and to 1.6% by end 2019, well below the ECB’s target of just under 2%.  

 

 German Bundesbank President Jens Weidmann said the ECB should not extend its asset 

purchase programme of €30 billion per month beyond its scheduled expiry date in 

September, despite the strengthening euro and recent financial market volatility. 

Weidmann cited German wage pressure, in particular the pay deal struck by the IG Metall 

labour union in which the engineering sector employees will receive wage increases of more 

than 3.5% per year over the next two years compared with 2.5% over the past two years. 

However, ECB President Mario Draghi signalled that the asset purchase programme will not 

end abruptly: “While our confidence that inflation will converge toward our aim of below 

but close to 2%, has strengthened, we cannot yet declare victory on this front.” The ECB 

chief economist Peter Praet supported Draghi’s view: “We want to make sure that the 

economy is on a sufficiently robust footing before there is a turn in policy.”   

 



 

 

 German Chancellor Angela Merkel’s centre-right Christian Democrat party (CDU) has agreed 

terms to form a grand coalition with the conservative Christian Social Union party (CSU) and 

the left-leaning Social Democrats (SPD). Although offering a breakthrough following four 

months of political stalemate the deal still needs to be ratified at the SPD’s upcoming party 

conference. The coalition deal makes considerable concessions to the SPD giving the party 

six ministries in the new government compared with five for Merkel’s CDU and three to the 

CSU. Moreover, the SPD has gained leadership of the finance, foreign and labour ministries. 

The SPD party’s control of the finance ministry signals increased fiscal spending in 

Germany, including greater allocations for infrastructure spending, pensions and schooling, 

in addition to greater fiscal stimulus across the Eurozone.  

 

UNITED KINGDOM 

 As expected, the Bank of England (BOE) by unanimous decision left its benchmark interest 

rate unchanged at 0.5%. The BOE surprised the markets with a more “hawkish” outlook in 

its accompanying policy statement, indicating that monetary policy would “need to be 

tightened somewhat earlier and by a somewhat greater degree” than anticipated at the 

November meeting. The BOE lifted its GDP forecast for 2018 to 1.8% from a previous 1.5% 

and for 2019 to 1.8% from a previous 1.7%, citing strengthening world economic growth and 

the first synchronised global expansion in years. The BOE conceded that imported inflation 

would diminish due to a strengthening pound but identified the risks to higher inflation 

from increased local and global demand and potential wage pressure. Interest rate futures 

are attributing a 75% probability to an interest rate hike by May and 100% probability by 

August.  

 

FAR EAST AND EMERGING MARKETS 

 While the S&P 500 index fell 10.2% from peak to trough over the past fortnight the MSCI 

Emerging Market index fell by a milder 8.6%. Moreover, the yield spread between emerging 

market bonds and US Treasury bonds of similar maturity, has narrowed back to January 

levels, indicating a continued favourable outlook for emerging markets. While a rise in 

Treasury yields would normally slow the search for higher yields traditionally associated 

with emerging market debt, emerging market economies should be more than compensated 

by accelerating global growth and rising international commodity prices. The IMF recently 

lifted its forecast for aggregate emerging market GDP growth in 2018 to 4.9% from a 

previous 4.7%, more than double the growth rate in advanced economies. Despite better 

growth prospects emerging market equities are relatively cheap with the MSCI Emerging 

Market Index trading on a trailing price-earnings multiple of 16x compared with the MSCI 

USA Index on an equivalent multiple of 22x.  

 



 

 

 Brazil’s central bank monetary policy committee, known as Copom, cut its benchmark Selic 

interest rate by 25 basis points to 6.75% an all-time low. Copom has delivered 11 

consecutive rate cuts since October 2016 totalling 750 basis points. However, the last rate 

cut is smaller than in the past, which combined with the Copom’s less “dovish” policy 

statement suggests the central bank is at the end of its easing cycle. The easing in 

monetary policy has been facilitated by a sharp decline in the inflation rate, which 

decelerated to a record low 2.95% in December. Central bank President Ilan Goldfajn 

indicated inflation would stabilise this year to the bank’s 4.5% target.  

 

 As expected the Reserve Bank of India (RBI) left its benchmark interest rate unchanged at 

6% for the third consecutive meeting although the central bank’s Monetary Policy 

Committee (MPC) decision was not unanimous. One of the six MPC members voted for a 25 

basis-point rate increase. In its policy statement the MPC noted that inflation risks are 

tilted to the upside, citing the impact of higher oil prices, increased customs duties 

imposed on some imports and signs of slippage in the fiscal deficit. RBI Governor Urjit Patel 

said: “We have news of fiscal slippages at three levels. Fiscal slippage this year, fiscal 

slippage next year compared to what the market expected and what the target was and 

then a postponement of the medium-term adjustment even further. If you look at all the 

factors it makes it very clear which way the bond yields are likely to move.” The RBI raised 

its inflation forecast for the six months starting in April to between 5.1-5.6% close to the 

upper limit of its 2-6% target, making any further rate cuts unlikely. 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 5.54 

JSE Fini 15  - 2.03 

JSE Indi 25  - 7.24 

JSE Resi 20  - 3.95 

R/$   + 3.75 

R/€   + 1.32 

R/£   + 1.38 

S&P 500  - 0.66 

Nikkei  - 6.07 

Hang Seng  - 1.54 



 

 

FTSE 100  - 6.64 

DAX   - 4.91 

CAC 40  - 3.25 

MSCI Emerging - 0.44 

MSCI World  - 1.31 

Gold   + 1.93 

Platinum  + 4.27 

Brent oil  - 5.77 

 

TECHNICAL ANALYSIS 

 Having broken key resistance levels at R/$13.50 and R/$12.50, the rand has returned to its 

appreciating trend, targeting a break below R/$11.70 over coming months. 

 

 The US dollar index has tried but failed to break through a major 30-year resistance line 

suggesting the three-year bull run in the dollar may be over.  

 

 The British pound has broken above key resistance at £/$1.35 promoting further near-term 

currency gains to a target range of £/$1.40-1.50.  

 

 The JPMorgan global bond index is testing the support line from the bull market stemming 

back to 1989, which if broken will project further sharp increases in bond yields. 

 

 The US 10-year Treasury yield has broken decisively above key resistance at 2.5%, targeting 

the next key resistance level at 3.0%. A break above long-term resistance at 3.6% would 

indicate an end to the multi-decade bull market in bonds.  

 

 The benchmark R186 2025 SA Gilt yield has broken below key resistance at 8.6%% indicating 

the potential for a new target trading range of 8.0-8.5%.  

 

 Key US equity indices, including the S&P 500, Dow Jones Industrial, Dow Jones Transport, 

Nasdaq and Russell 2000, have simultaneously set new record highs, confirming a bullish 

outlook for US equity markets.   

 



 

 

 The Brent oil price has broken above key resistance at $60 and likely to remain in a trading 

range of $60-70 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $7000 per ton. 

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 The break in the JSE All Share index above key resistance levels at 56,000 and 60,000 signal 

the early stages of a new bull market. 

 

BOTTOM LINE 

 The JSE has lost 9% over the past fortnight one of the sharpest declines since the 2008/09 

Global Financial Crisis. The reason for the decline is the sharp sell-off in US equity markets 

over the same period.  

 

 The JSE Top 40 and New York Stock Exchange have a very close correlation with an R-

square reading of 0.833. This means 83.3% of the movement in the JSE Top 40 can be 

explained by the movement in the New York Stock Exchange. 

 

 The US stock market has had one of its worst two-week selloffs since the Global Financial 

Crisis pushing the S&P 500 index down by over 10%. Since the US sell-off has infected the 

JSE it is important to examine the outlook for US markets. As the adage goes, if Wall Street 

sneezes the rest of the world catches a cold. 

 

 Despite the US market selloff economic fundamentals remain in rude health. Companies are 

expected to continue delivering double-digit earnings growth, helped by US tax cuts, rising 

productivity, synchronised global growth and a weaker US dollar. The consensus earnings 

forecast for this year is a heady 18%. The selloff coincided with one of the strongest US 

company earnings seasons on record with a very high percentage of companies surprising on 

the upside, prompting a sharp upward revision in analysts’ earnings forecasts. 

 

 The forward price-earnings (PE) multiple of the S&P 500 index has fallen back to its long-

term average of 15x, down from its peak of 20x in December. The combination of a falling 

equity market and rising earnings forecasts has restored the forward PE valuation back to 

2014 levels.  

 

 It is extremely rare for an equity bear market to occur during a period of economic 

expansion. The IMF last month upgraded its global economic growth forecast for 2018 from 

3.7% to 3.9% citing the “broadest synchronised global growth upsurge since 2010.” 

Moreover, periods of synchronised growth tend to be virtuous cycles usually lasting 3-4 



 

 

years. This one only started in 2017. The latest economic data suggest world GDP growth 

will beat the IMF forecast, potentially reaching 4.5% in 2018. 

 

 The US market selloff is blamed on inflation fears and concerns over higher interest rates. 

However, in a global context inflation remains far from threatening. While the US is at or 

close to full employment there is still significant slack in other major economic regions. 

The Eurozone, which registered consumer inflation of just 1.3% in the past month still has 

an unemployment rate of 8.7%. In Japan, despite full employment inflation remains almost 

non-existent. The Bank of Japan continues to battle the risk of deflation. 

 

 In the US, concerns stem from the 2.9% year-on-year wage increase in the latest jobs data. 

However, most of the wage increase was concentrated on the professional services sector 

which is notoriously volatile. Moreover, wages were boosted by an unusually large decline 

in recorded weekly hours worked, also suggesting a technical correction in upcoming data. 

 

 Provided economic prospects improve faster than inflation and interest rates expectations 

equity markets will remain on an upward trajectory. Based on the brightening economic 

outlook and the absence of global inflation, the outlook for US equity markets and hence 

the JSE remains upbeat.  
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