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IN THIS WEEK’S BOTTOM LINE 

 GDP growth will continue to surprise to the upside over the course of the year. Positive 

policy reform, falling inflation and interest rates, synchronised global growth and resurgent 

sub-Saharan growth will likely lift GDP growth in 2018 well above the modest consensus 

forecast range of 1.4%-1.8%.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 GDP growth beat all expectations in the fourth quarter (Q4). GDP growth accelerated in Q4 

to an impressive 3.1% quarter-on-quarter annualised, well above the 1.8% consensus 

forecast. Q3 growth was revised upwards from 2.0% to 2.3%. Prior quarters were also 

revised upwards nullifying the technical recession in Q4 2016 and Q1 2017. The biggest 

contributor was the agriculture, forestry and fishing sector, which grew output in Q4 by 

37.5% on the quarter, contributing 0.8 percentage points to headline growth. The trade 

sector followed with growth of 4.8% making a 0.6 percentage point contribution. 

Manufacturing and finance each contributed 0.5 percentage points, with respective growth 

of 4.3% and 2.5% on the quarter. The mining sector shrank by 4.4% subtracting 0.3 

percentage points from headline growth, while construction shrank by 1.4% subtracting 0.1 

percentage points. The expenditure measure of GDP also grew 3.1% in Q4, driven by 

household consumption expenditure, gross fixed capital formation (GFCF) and inventory 

accumulation. Household consumption grew by 3.6% on the quarter contributing 2.2 

percentage points to expenditure growth. GFCF increased by a robust 7.4% on the quarter, 

making a 1.4 percentage point contribution. Inventories grew in Q4 by R10.5 billion adding 

2.9 percentage points to headline expenditure growth. Imports of goods and services were 

the main detractor, shaving headline expenditure growth by 7.2 percentage points, more 

than reversing the 3.5 percentage point contribution from exports of goods and services. 

(See Bottom Line for further analysis).  

 

 The South African Chamber of Commerce and Industry (SACCI) Business Confidence Index 

(BCI) slipped from a 27-month peak of 99.7 in January to 98.9 in February, although 

remains above any level recorded in 2016 or 2017. According to the SACCI report: “Although 

the present business confidence contains substantial positive sentiment, investment 

decisions will soon have to become reality to create sustainable higher economic growth 

and employment prospects.” Among the 13 subcomponents of the BCI, the largest positive 

contributors were from lower inflation, increased merchandise import volumes, improved 

new vehicle sales and increased manufacturing output. The high real cost of financing and 

lower merchandise export volumes had a negative effect on the BCI.  



 

 

 

 The Standard Bank Financial Conditions Index (FCI), a measure of broad financial conditions 

in South Africa, fell slightly in January to -0.21 from -0.18 in December, attributed to a 

slowdown in corporate credit extension and a contraction in household credit. An increase 

in the real interest rate, due to falling inflation, also impacted financial conditions. 

However, the FCI, despite the latest slip is well above its levels of -0.33 for 2017 and -0.82 

for 2016, indicating a pick-up in economic activity in coming months. The FCI is a 

barometer for economic activity over the next 6-9 months.  

 

 Despite increased global risk aversion amid rising US trade protectionism and domestic 

uncertainty over land expropriation without compensation, foreign investors remained 

strong net buyers of South African securities in the past week. Net foreign investor inflows 

into South Africa’s equity market gained by an additional R2.4 billion in the past week, 

lifting the month-to-date and year-to-date totals to R4.3 billion and R29.2 billion, 

respectively. This marks a substantial turnaround from the total net equity outflows of 

R43.1 billion in 2017, R124.8 billion in 2016 and R1.9 billion in 2015. The year-to-date 

inflow is almost level with the R36 billion inflow recorded in the whole of 2010, the year 

South Africa hosted the FIFA World Cup.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 13th March. Manufacturing production is expected 

to have maintained its strengthening trend in January, as projected by the rebound in 

purchasing managers’ indices in January and February. According to consensus forecast 

manufacturing production is likely to have increased in January by 2.8% year-on-year up 

from 2% in December. 

 

 Mining production: Due Wednesday 14th March. Mining production, which shrank in the 

fourth quarter last year by 4.4% quarter-on-quarter annualised is expected to have shown a 

rebound in year-on-year growth in January helped by the base effect of weak year-ago 

comparative data. Growth may have accelerated to as much as 5.0% from 0.1% in 

December. 

 

 Bureau for Economic Research Business Confidence Index: Due Wednesday 14th March. The 

Bureau for Economic Research (BER) Business Confidence Index is likely to have lifted in the 

first quarter (Q1) helped by a reduction in political uncertainty and improved policy 

direction. The BER Business Confidence Index hit a seven and a half-year low of 29 in Q2 

2017 and held at 34 in both Q3 and Q4.  

 

 South African Chamber of Commerce and Industry Trade Conditions Survey: Due Wednesday 

14th March. The South African Chamber of Commerce and Industry (SACCI) Trade Conditions 

Survey is expected to have shown a further improvement in February boosted by rising 



 

 

global economic growth momentum, strengthening external demand and rising 

international commodity prices. The SACCI Trade Conditions Index increased in January for 

a second straight month to a seasonally adjusted level of 51 from 48 in December and 41 in 

November.  

 

GLOBAL 

 President Trump formally adopted new tariffs of 25% on steel and 10% on aluminium 

imports. Trump exempted Canada and Mexico from the tariffs but not necessarily beyond 

the period of renegotiation of the North American Free Trade Agreement (NAFTA). There is 

a risk that unless sense prevails, US trade protectionism will spread. Users in the US will 

have to pay more for steel and aluminium making their products less competitive against 

imports, which in turn may prompt more tariff protection. Orrin Hatch, Republican 

chairman of the Senate Finance Committee said: “Simply put: this is a tax hike on American 

manufacturers, workers and consumers.” The global response has been equally critical. ECB 

president Mario Draghi said: “If you put tariffs against your allies, you wonder who your 

enemies are.” The steel and aluminium tariff increase prompted the resignation of Gary 

Cohn, Director of the National Economic Council and chief economic advisor to President 

Trump. The resignation of the former Goldman Sachs executive, a strong protagonist of 

global free-trade, is a worrying sign that the protectionist influence in the White House is 

gaining the upper hand.  

 

 According to data published by the OECD, consumer price inflation (CPI) in the G20 

economies remained unchanged in January for a third straight month at 2.5%. Among the 35 

members states of the OECD CPI dipped to 2.2% from 2.3% in December, while core CPI 

excluding food and energy prices fell from 1.9% to 1.8%. There is little evidence so far of a 

pick-up in global inflation despite the acceleration in global growth and decline in 

unemployment. Rising wages will likely provide the first signal of an acceleration in global 

inflation.   

 

 At the annual Cambridge Energy Research Associates energy conference (CERAWeek), the 

International Energy Agency (IEA) forecast US crude oil production will increase from a 

projected 10.6 million barrels a day (bda) this year to 12.1 million bda in 2023 overtaking 

Russia and Saudi Arabia as the world’s largest producer. However, the EIA also cited a lack 

of investment and new capacity development outside the US, Brazil, Canada and Norway as 

likely to slow global production growth after 2020. Meanwhile, global oil consumption 

continues to grow at a steady pace. Oil demand is forecast to rise above 100 million bda in 

2019 and to 104.7 million bda by 2023, driven mainly by growing demand from China. The 

excess supply of global oil, measuring the extent which production capacity exceeds 

demand, is currently at its lowest since 2007. In 2007 the oil price hit $140 a barrel.  

 

 

 



 

 

NORTH AMERICA 

 Non-farm payrolls surged in February to 313,000, its highest since July 2016 and well ahead 

of even the most optimistic forecast. The figures for January and December were revised 

upwards by an aggregate 54,000 to 239,000 and 175,000 respectively. Despite the US 

entering a more mature phase in the economic cycle the average payroll growth in the first 

two months of the year of 276,000 is up strongly on the 2017 monthly average growth of 

182,000. The unemployment rate remained unchanged at 4.1% as the number of Americans 

participating in the labour force increased from 62.7% to 63.0%. Surprisingly, growth in 

average hourly wages slowed to 2.6% year-on-year down from 2.8% in January, revised 

lower from the original 2.9% estimate. The lack of wage pressure may be due to continued 

capacity in the broader measure of unemployment and underemployment. The U6 measure, 

which includes Americans stuck in temporary employment or too discouraged to look for 

work, remains fairly high at 8.2%, above the low of 7.9% during the 2001-2007 expansion 

and the low of 6.9% recorded in December 2000.  

 

 Recent comments from Fed policy officials indicate the growing possibility of four 25 basis-

point interest rate hikes this year rather than three, which has until now been guided by 

the central bank. Last week Eric Rosengren, the Boston Fed president called for more than 

three rate hikes this year, noting that annualised core inflation, excluding food and energy 

prices, had hit the Fed’s 2% target in the most recent three- and six-month periods. Even 

the Fed’s more dovish policy members are conceding that the combination of low 

unemployment and tax stimulus measures will lift inflationary pressures. Fed governor Lael 

Brainard said last week: “We do not have extensive experience with an economy at very 

low unemployment and cannot be sure how it might evolve.” On the other hand, St. Louis 

Fed president James Bullard said in a Financial Times interview last week: “You would not 

have to go very high in this environment to be in a restrictive policy stance…. The whole 

thing calls for a very low level of rates compared to what we are used to from the 2000s or 

1990s.”  

 

 The US trade deficit widened to $56.6 billion in January its highest since October 2008, 

attributed to a substantial decline in exports. While imports were roughly flat on the 

month, exports were driven lower by a $2.6 billion decline in capital goods shipments. The 

politically sensitive bilateral trade deficit with China increased to $36.0 billion, its highest 

since September 2015, up from $30.8 billion in December and $31.3 billion in the same 

month last year. The widening US trade deficit, especially with China is likely to fan 

President Trump’s enthusiasm for protectionist trade policies.  

 

 

 



 

 

CHINA 

 China’s trade surplus surged to $33.7 billion in February from $20.4 billion in January. 

While exports increased by 44.5% year-on-year import growth slowed to just 6.3%. The 

substantial increase in the trade surplus is attributed to rising global demand and 

particularly strong growth in the US and Eurozone. However, the data will undoubtedly add 

fervour to President Trump’s calls for protectionism. The trade data prompted Premier Li 

Keqiang, in a speech last week, to tone down his call for faster economic growth instead 

pledging to open markets further and seek “more balanced development of trade.”  

 

 Consumer price inflation (CPI) accelerated sharply from 1.5% year-on-year in January to 

2.9% in February just shy of the People’s Bank of China 3% target. The inflation spike is 

attributed to the Chinese Lunar New Year holiday, which traditionally leads to rising food 

prices. Food prices increased in February by 3.6% on the year up from 0.2% in January. 

While CPI at 2.9% was far ahead of the 2.5% consensus forecast there is little evidence of 

inflationary pressure at the producer price inflation (PPI) level. PPI eased to 3.7% year-on-

year from 4.3% in January below the 3.8% consensus forecast.  

 

 China’s credit growth is showing signs of slowing down. New yuan-denominated loans 

increased in February by ¥839 billion yuan down substantially from the ¥1.17 trillion 

increase in the same month last year. While total social financing (TCF) is perhaps a more 

accurate measure of credit extension, as it includes off balance sheet lending, this showed 

a negligible increase in the growth rate. TSF increased in February by ¥1.17 trillion little 

changed from the year ago growth of ¥1.15 trillion. In a move aimed at releasing more 

credit into the economy the China Banking Regulatory Commission is rumoured to be 

considering a cut in its provision coverage ratio (PCR) for commercial banks. The PCR will 

likely be reduced from a minimum of 150% of bad loans to a range of 120%-150%. While 

China’s household debt has risen steadily over recent years to around 106% of disposable 

income, a level which would normally raise concern, the impact is mitigated by a high 

savings rate and rapid growth in household disposable income. Household disposable 

income has increased at an annual rate of around 12% over the past ten years while the 

household savings ratio is at a healthy 23%.  

 

JAPAN 

 Japan’s fourth quarter (Q4) GDP growth rate was revised upwards from an initial estimate 

of 0.1% quarter-on-quarter to 0.4%, marking the eighth consecutive quarter of expansion, 

the longest period of uninterrupted growth in 28 years. Inventory accumulation was the 

biggest contributor to the upward GDP revision, adding 0.1 percentage points to the 

headline GDP growth rate. Capital expenditure growth, which also contributed to the 

higher GDP figure, was revised upwards from 0.7% to 1.0%. Private consumption, which 



 

 

accounts for around 60% of Japan’s GDP, grew 0.5% unchanged from the preliminary 

estimate. Encouragingly, a resurgence in domestic demand makes the economic recovery 

more sustainable than Japan’s typical short-lived economic cycles which tend to be driven 

by exports. Domestic demand contributed 0.4 percentage points to GDP while net exports 

made nil contribution.  

 

 Total average cash earnings increased in January by 0.7% year-on-year following a 0.9% 

increase in December, marking the sixth straight increase. However, real wages after 

taking inflation into account fell 0.9% on the year marking the second straight year-on-year 

decline after falling 0.3% in December. While nominal wages are rising inflation is gaining 

at a faster pace, reaching 1.7% in January due to rising fresh food prices. Amid record 

profit growth the government is urging companies to raise wages by 3% but so far to no 

avail. Rising wages are key to bringing about a sustainable end to Japan’s deflationary 

spiral.  

 

EUROPE 

 The ECB surprised financial markets by dropping the so-called “easing bias” from its policy 

statement under which it declared itself ready to increase its asset purchase programme 

“in terms of size and/or duration” in the event of downturn in the economic outlook. The 

ECB’s more hawkish policy statement suggests current monthly asset purchases of €30 

billion per month may come to an end as soon as the originally envisaged expiry date of 

September 2018. The ECB may start to hike interest rates in 2019. The benchmark 

refinancing rate is currently at zero and the deposit rate at -0.4%. The ECB raised its 

forecast for Eurozone GDP growth for 2018 from 2.3% to 2.4% but left its forecasts for 2019 

and 2020 unchanged at 1.9% and 1.7%. However, the inflation forecast for 2018 was left 

unchanged at 1.4% and for 2019 it was reduced from 1.5% to 1.4%. For 2020 the inflation 

forecast remained at 1.7% still below the ECB’s target of just below 2%.  

 

 German industrial orders fell in January by a larger than expected 3.9% month-on-month far 

worse than the 1.6% consensus forecast decline. Domestic orders fell 2.8% and foreign 

orders by 4.6%. However, some caution in interpreting the data is warranted. Monthly 

industrial orders figures tend to be volatile at the best of times and in January are prone to 

distortion due to the New Year holiday effect. Despite the month-on-month decline, 

industrial orders grew on a year-on-year basis by a solid 8.2%. The economy ministry 

reported that: “Despite the decline in January, the overall trend in industrial orders is 

pointing upwards.”  

 

 



 

 

UNITED KINGDOM 

 The Royal Institution of Chartered Surveyors (RICS) New Buyer enquiries measure, which 

tends to be a reliable leading indicator of mortgage approvals, fell in February for an 11th 

straight month to -16%. In addition, the RICS Price Balance measure was flat in February 

indicating negligible change in house prices over coming months. According to the RICS 

statement: “This would appear to suggest that the government’s attempt to breathe fresh 

life into the market through eliminating the stamp duty tax for first time buyers is not 

having a significant impact on overall demand.” Housing demand is being affected by a 

combination of rising mortgage rates and falling consumer confidence.  

 

 According to the Visa survey UK consumer spending fell in February by 1.1% year-on-year 

following a 1.2% decline in January, marking the weakest start to the year since 2012. 

According to Mark Antipof, chief commercial officer at Visa: “Consumer spending is at risk 

of posting one of the worst first quarter results on record.” Online spending, grew by just 

0.2% on the month, its slowest pace since April 2017. The fall in consumer spending is 

attributed to a decline in consumer confidence amid Brexit related uncertainty, rising 

inflation, lacklustre jobs creation and weak wage growth.  

 

FAR EAST AND EMERGING MARKETS 

 Australia’s GDP growth slowed in the fourth quarter (Q4) to 0.4% quarter-on-quarter from 

0.7% in Q3, well below the 0.6% consensus forecast. The deteriorating growth rate is 

attributed to lower export growth and weak home construction activity. Weak GDP data 

supports the Reserve Bank of Australia’s (RBA) decision last week to delay the start of its 

interest rate hiking cycle, keeping rates on hold for a 17th straight policy meeting. RBA 

governor Philip Lowe said that despite falling unemployment wage growth was likely to 

remain low for some time. He added that inflation would likely “remain low for some time 

reflecting low growth in labour costs and strong competition in retailing.”   

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 0.52 

JSE Fini 15  + 3.69 

JSE Indi 25  - 0.19 

JSE Resi 20  - 2.67 

R/$   + 4.67 



 

 

R/€   + 1.91 

R/£   + 1.84 

S&P 500  + 4.09 

Nikkei  - 4.13 

Hang Seng  + 5.60 

FTSE 100  - 6.15 

DAX   - 3.86 

CAC 40  - 0.67 

MSCI Emerging + 5.50 

MSCI World  + 2.42 

Gold   + 1.97 

Platinum  + 3.50 

Brent oil  - 2.36 

 

TECHNICAL ANALYSIS 

 Having broken key resistance levels at R/$12.50 and R/$11.70, the rand has returned to its 

appreciating trend, targeting a break below R/$11.00 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 

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 

 GDP growth beat all expectations in the fourth quarter (Q4). GDP growth accelerated in Q4 

to an impressive 3.1% quarter-on-quarter annualised, well above the 1.8% consensus 

forecast. Q3 growth was revised upwards from 2.0% to 2.3%. Prior quarters were also 

revised upwards nullifying the technical recession in Q4 2016 and Q1 2017. 

 

 The outlook for GDP growth is brightening. Inflation and interest rates are on a downward 

trajectory providing added relief for consumers and businesses. The Reserve Bank is 

expected to cut its benchmark repo rate by 25 basis points at its March policy meeting and 

by a further 25 basis points before year-end.  

 

 Political uncertainty has lifted. President Ramaphosa has moved fast to address the 

country’s most pressing problems, tackling corruption, restoring good governance in the 

public sector and fiscal restraint at a national level.  

 

 The issue of land expropriation without compensation has damaged business and consumer 

confidence over the short-term. However, the parliamentary committee tasked with 

making recommendations will very likely allay concerns. The ANC will not want to deviate 

from its core policy of promoting economic growth, which it recognises is dependent on 

business and consumer confidence. Ramaphosa devoted the full first hour of his State of the 

Nation Address Address to the economy, in recognition that economic growth will bring 

down unemployment, eradicate poverty, reduce the budget deficit and fund social 

upliftment.  



 

 

 

 The world is into its second year of synchronised global growth, a rare phenomenon which 

due to added durability and momentum normally lasts 3-4 years.  Healthy global growth 

combined with low worldwide inflation and interest rates is a winning backdrop for 

emerging markets like South Africa with its dependence on trade and commodity exports. 

While the world’s major central banks will end their emergency quantitative easing 

programmes, interest rates are likely to adjust upwards gradually.  

 

 The sub-Saharan economy, South Africa’s largest trading partner, is expected to rebound 

from an estimated growth rate of 2.7% in 2017 to 4.0% in 2018 amid rising commodity 

prices, better rainfall, falling inflation and declining interest rates.  

 

 Overberg Asset Management reported in October and November 2017 that South Africa’s 

GDP growth expectations for the fourth quarter and for 2017 were overly pessimistic. GDP 

growth will continue to surprise to the upside over the course of the year.  

 

 Positive policy reform, falling inflation and interest rates, synchronised global growth and 

resurgent sub-Saharan growth will likely lift GDP growth in 2018 well above the modest 

consensus forecast range of 1.4%-1.8%.  
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