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SOUTH AFRICA ECONOMIC REVIEW 

 Manufacturing production fell in December by a larger than expected 2.0% year-on-year 

worse than the 0.4% consensus forecast decline. However, the decline was exacerbated by 

two fewer working days in December compared with the same month last year. On a 

seasonally adjusted month-on-month basis manufacturing production increased by 0.3%. 

Among manufacturing sectors, food and beverages fell 6.2% on the year, and electrical 

machinery by 4.3%. Production of motor vehicles, parts and accessories and other transport 

equipment gained by 3.1%. Forward-looking indicators, including the manufacturing 

purchasing managers’ index (PMI) and the South African Chamber of Commerce and 

Industry’s business confidence index, signal an improvement in manufacturing conditions in 

the first half of 2017.   

 

 The decline in mining production slowed from -4.5% year-on-year in November to -1.9% in 

December while on a seasonally adjusted month-on-month basis production increased by 

0.7%. Among the mining sectors, gold production fell 7.1% on the year and platinum group 

metals by 15.1%. Iron ore and copper production gained by a slender 1.3% and 0.2% on the 

year. In the fourth quarter (Q4) mining production fell by 2.7% quarter-on-quarter. While 

regulatory uncertainty will hamper production volumes during 2017 the industry should 

benefit from firming commodity prices and rising global demand.  

 

 This year’s State of the Nation Address (SONA) was once again marked by vociferous and 

violent objections with the opposition drawing strength from the Constitutional Court’s 

Nkandla ruling last year that Zuma had breached his oath of office.  A further visible 

difference was the increased security presence, which included barricades of police 

armoured vehicles. The security presence epitomizes the legitimacy challenge facing 

Zuma’s leadership. Following the EFF’s removal the DA also left parliament together with 

Cope. While there were few left to listen to Zuma’s address, he nonetheless pushed ahead 

with the delivery. Zuma’s SONA speech was predictably more populist, aimed at providing a 

distraction to his own shortcomings and the ANC’ s current challenges and shoring up the 

ANC’s loss of support to the EFF. (See Bottom Line for further analysis). 

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 South African unemployment: Due Tuesday 14th February. The household Labour Force 

Survey is expected to show that unemployment subsided slightly from 27.1% in the third 

quarter (Q3) to 26.9% in Q4. A small seasonal uptick in employment is likely owing to 

temporary jobs growth in the retail and hospitality sector.  

 

 Consumer price inflation: Due Wednesday 15th February. According to consensus forecast 

consumer price inflation (CPI) is expected to show no change from December’s 6.8% year-

on-year rate in January. While the reweighted CPI basket should temper the inflation rate 

food and fuel prices are likely to have an upward effect.  

 

 Retail sales growth: Due Wednesday 15th February. According to consensus forecast retail 

sales growth is expected to slow from 3.8% year-on-year in November to 2.0% in December 

as the boost from Black Friday discount shopping fades. Consumer confidence is constrained 

by high inflation, weak credit extension and poor jobs growth.  

 

NORTH AMERICA 

 US equity markets hit new all-time highs for a second straight day on Monday, boosted by 

President Trump’s announcement last Thursday that he would announce “something 

phenomenal in terms of taxation” in the next “two or three weeks.” In addition to 

expectations for bold tax cuts company earnings have also provided a solid boost to the 

markets. With more than 70% of companies comprising the S&P 500 index, having reported 

fourth quarter (Q4) results so far, earnings have grown 8.4% marking the best performance 

since Q3 2014.  

 The University of Michigan US consumer confidence index fell from 98.5 in January to 95.7 

in February well below the 98.0 consensus forecast. The decline is attributed to the 

forward-looking expectations index, which fell from 90.3 to 85.7, while the current 

conditions index was barely changed falling slightly from 111.3 to 111.2. Expectations for 

inflation 12-months ahead increased from 2.6% to 2.8%. Although suffering a sharp drop the 

consumer confidence index remains at a historically high level with some adjustment 

expected after the post-presidential election surge. The current level remains consistent 

with an acceleration in consumer spending.  

 Although the trade deficit shaved an estimated 1.7 percentage points from fourth quarter 

GDP there are signs that the US trade outlook is improving. The trade deficit narrowed from 

-$45.7 billion in November to -$44.3 billion in December. The 1.5% month-on-month 

increase in imports was overshadowed by a robust 2.7% growth in exports. Capital goods 

exports grew by a substantial 7.9% month-on-month. Although oil imports remain elevated 

these are likely to subside as domestic production ramps-up in response to firming prices. 



 

 

Meanwhile, the fading effect of dollar appreciation in 2015 should boost export 

competitiveness.  

 Initial jobless benefit claims unexpectedly fell in the past week from 246,000 to 234,000 

just 1,000 above the 43-year low set in November. According to consensus forecast an 

increase to 249,000 had been expected. Initial jobless benefit claims have remained below 

the key 300,000 level, traditionally regarded as consistent with a healthy labour market, 

for 101 straight weeks, the longest uninterrupted streak since 1970. The tightening labour 

market should boost wage growth, which would bode well for consumer spending. 

Consumer spending contributes around two-thirds to US GDP.  

 

CHINA 

 China posted unexpectedly strong trade data. Exports increased on a year-on-year basis for 

the first time in ten months, rising in January by 7.9% on the year well above the 0.5% 

consensus forecast and in sharp contrast to December’s 6.1% decline. Imports also 

recovered, surging 16.7% on the year up from 3.1% in December confirming a recovery in 

domestic demand. Exports to the US increased 6.2% while imports gained by a massive 

23.4%. China’s trade data echoes recent evidence of a rebound in global industrial activity. 

Forward-looking purchasing managers’ indices signal further improvement in the months 

ahead. Meanwhile, Trump’s recent conciliatory remarks regarding Sino-US relations should 

lower the risk of restrictive trade policy towards China.  

 

 China’s foreign exchange reserves fell for a seventh straight month dropping in January 

below $3 trillion for the first time in five years. However, the pace of decline has slowed 

markedly, falling just $12.2 billion over the month compared with an average $52 billion 

monthly decline during the third quarter. The decline is attributed to stricter capital 

controls, some tightening in monetary policy and a recent appreciation in the yuan. While 

attention has been focused on the symbolic $3 trillion level the actual break is unlikely to 

prompt renewed fears of yuan devaluation.  

 

JAPAN 

 Japan’s GDP grew in the fourth quarter (Q4) for a fourth straight quarter, although the 

pace of growth slowed to 0.2% quarter-on-quarter from 0.3% in Q3. Private consumption, 

which accounts for around 60% of GDP, was flat. However, net exports increased 2.6%, the 

fastest growth in two years, contributing 0.2 percentage points to GDP. Exports were 

boosted by the sharp depreciation in the yen, which fell from a high of ¥/$101 in October 



 

 

to ¥/$118 following Trump’s election. The outlook for GDP growth is improving, with 

exports likely to maintain their upward trend and with consumer sentiment showing signs of 

recovery in 2017 there should be a positive contribution from domestic demand. Concerns 

over US protectionism have subsided following constructive meetings between Prime 

Minister Shinzo Abe and President Trump.  

 

 Japan’s producer price inflation (PPI) increased in January by 0.6% month-on-month above 

the 0.2% consensus forecast and marking the third straight monthly increase. On a year-on-

year basis PPI increased 0.5% turning positive for the first time since March 2015. The 

acceleration in PPI is attributed to rising energy prices with the price of petroleum and coal 

products rising 22.3% on the year. Despite the encouraging gain in inflation readings, which 

after a lagged period should show-up in higher consumer price inflation the Bank of Japan 

cautioned that: “The momentum toward achieving the price stability target of 2% is 

maintained but is not yet sufficiently firm, and thus developments in prices continue to 

warrant careful attention.” 

 

 Bank of Japan (BOJ) Deputy Governor Hiroshi Nakaso cautioned that rising US interest rates 

did not alter the central bank’s commitment to zero interest rate policy and quantitative 

easing: “Some market participants, taking account of a rise in interest rates overseas, 

argue that the BOJ might consider raising the target level for the long-term interest rate in 

the near future…. However, as described in the Outlook Report, although the momentum 

toward achieving the price stability target of 2% has been maintained, it is not yet 

sufficiently firm and there is still a long way to go to achieve the target”. Nakaso denied 

Trump’s allegations that Japan is engaged in currency devaluation: “The BOJ’s aggressive 

easing policy is solely aimed at achieving the 2% price stability target at the earliest 

possible time and isn’t targeted at foreign exchange rates.” 

 

EUROPE 

 Germany’s industrial output surprisingly fell in December by 3.0% month-on-month more 

than reversing November’s 0.5% rise and significantly lower than the 0.3% consensus 

forecast increase. The decline is attributed to weak manufacturing and construction 

output, which fell 3.4% and 1.7% on the month. The latest data suggest industrial 

production fell in the fourth quarter (Q4) placing a slight drag on Q4 GDP growth. However, 

the outlook remains bright. Germany’s industrial orders, a forward-looking indicator, 

increased in December by 5.2% month-on-month the biggest monthly increase since July 

2014, driven by a 6.7% surge in domestic demand and 3.9% increase in foreign orders. The 

industrial orders numbers are consistent with an improvement in GDP growth from 0.5% 

quarter-on-quarter in Q4 to 0.6% in Q1 2017.  

 



 

 

 Greek equities rallied 2.5% and the Greek ten-year government bond yield firmed from 

10.04% to 8.76% after Eurozone lenders proposed a new rescue plan to the Greek Finance 

Minister Euclid Tsakalotos. The bond yield had increased from 6.7% to over 10% in two 

weeks after the IMF warned that Greece would fail to meet its budget targets set out by its 

creditors. The IMF warned of a possible “rekindling” of Grexit risk and that “even if the 

authorities’ policy program stays on track, high risks to the baseline remain”. The proposed 

rescue plan would enable Greece to repay approximately €6 billion of bond obligations 

falling due in July.  

 

UNITED KINGDOM 

 As expected the House of Commons voted overwhelmingly to approve the European Union 

(Notification of Withdrawal) Bill. The bill now has to be approved by the House of Lords, 

which is likely to proceed without much fanfare. Parliamentary approval will pave the way 

for Prime Minister Theresa May to trigger Article 50 before her 31st March deadline, thereby 

initiating the process of withdrawing from the EU. While removing some uncertainty, in the 

words of Bank of England Governor Marc Carney: “The Brexit journey is really just 

beginning. While the direction of travel is clear, there will be twists and turns along the 

way.” 

 

 Industrial production increased in December by 1.1% month-on-month well above the 0.2% 

consensus forecast, attributed to a resurgence in manufacturing activity. Manufacturing 

output increased 2.1% on the month building on the upwardly revised 1.4% gain the previous 

month. On a year-on-year basis manufacturing output increased 4% up from 1.7% in 

November. Scott Bowman, UK economist at Capital Economics described a more balanced 

economy in 2017: “Indeed, we think that the expansion in manufacturing activity will 

exceed that in services for the first time since 2011, as the manufacturing sector gets a 

competitive boost from the fall in the pound, but consumer services growth is constrained 

by rising inflation.” 

 

FAR EAST AND EMERGING MARKETS 

 The Reserve Bank of India (RBI) confounded overwhelming expectations for a rate cut by 

leaving the benchmark repo rate unchanged at 6.25%. In its bi-monthly policy review the 

RBI cited global uncertainty, rising commodity prices and a strong resurgence in domestic 

demand in 2017. The RBI expected GDP growth to recover sharply as consumer spending 

and cash-intensive sectors recover from their earlier slump after the removal in November 

of high denomination bank notes from circulation. However, in the event of disappointing 



 

 

growth conditions remain favourable for further monetary easing given continued soft 

inflation and the government’s commitment to fiscal discipline.  

 

 Brazil’s consumer price inflation (CPI) was sharply lower than expected, rising in January by 

just 0.38% month-on-month its lowest increase for January since 1994. CPI’s increases have 

been lower than consensus forecast for five straight months reducing the year-on-year rate 

to 5.35% down significantly from above 10% in early 2016. The central bank has so far 

reduced the benchmark Selic rate from a peak of 14.25% last year to 13.0%. Backed by 

positive inflation data the pace of monetary easing is expected to accelerate bringing the 

Selic rate down to 9.5% by year-end. Lower inflation and declining interest rates should 

provide a solid boost to consumer and business confidence. 

 

 Although gaining for a fourth straight month Taiwan’s export growth slowed from 14.0% 

year-on-year in December to 7.0% in January. However, the slowdown is attributed to there 

being four fewer business days in January compared with last year due to the Lunar New 

Year holidays arriving earlier than usual. On a normalized basis export growth remained 

robust buoyed by strong demand for semiconductors. The calendar effect is expected to 

reverse in February.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.55 

JSE Fini 15  + 0.70 

JSE Indi 25  + 4.72 

JSE Resi 20  + 8.10 

R/$   + 2.81 

R/€   + 2.36 

R/£   + 0.14 

S&P 500  + 3.99 

Nikkei   - 0.69 

Hang Seng  + 7.77 

FTSE 100  + 1.91 



 

 

DAX   + 2.56 

CAC 40   + 0.53 

MSCI Emerging  + 8.49 

MSCI World  + 4.12 

Gold    + 6.54 

Platinum  + 10.52 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 The US dollar index is testing a major 30-year resistance line, which if broken will pave the 

way for further strong gains in the currency. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The key £/$1.30 level support level has been broken opening up a £/$1.20-1.24 

target. 

 

 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 back above the key support level of 2.0% 

endangering the multi-year bull trend in US bonds. 

 

 The benchmark R186 SA Gilt yield is now testing the key support level of 9.0% endangering 

the mini-bull market in bonds which has been in place since the start of the year.  

 

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

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

outlook for US equity markets.   

 



 

 

 The Brent crude price is well supported at $40 a barrel and having broken key resistance at 

$50 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5000 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 JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. A break above 54,200 on the JSE All Share index 

would project an upward move to 60,000 marking a new high for the JSE.  

 

BOTTOM LINE 

 This year’s State of the Nation Address was once again marked by vociferous and violent 

objections with the opposition drawing strength from the Constitutional Court’s Nkandla 

ruling last year that Zuma had breached his oath of office.  A further visible difference was 

the increased security presence, which included barricades of police armoured vehicles. 

The security presence epitomizes the legitimacy challenge facing Zuma’s leadership.  

 

 Following the EFF’s removal the DA also left parliament together with Cope. While there 

were few left to listen to Zuma’s address, he nonetheless pushed ahead with the delivery. 

Zuma’s speech was predictably more populist, aimed at providing a distraction to his own 

shortcomings and the ANC’ s current challenges and shoring up the ANC’s loss of support to 

the EFF.  

 

 Zuma’s proposed “radical socio-economic transformation” would be brought about by a mix 

of legislation and state funding and although short on detail would include the following 

key pillars: Greater use of the government’s procurement and infrastructure budgets to 

assist black-owned enterprises; Dismantling high levels of concentration in the economy to 

make way for smaller and black-owned businesses; Increasing the share of the property 

market owned by black people; Continuing with redistribution of agricultural land; 

Increasing black ownership in the mining sector.  

 

 Surprisingly, the State of the Nation Address gave little mention of State-Owned Enterprises 

(SOEs). While Eskom was mentioned in light of its successes in maintenance and capacity 

development, there was no mention whatsoever of SAA or Transnet. The credit rating 

agencies have been pushing for greater clarity on SOEs especially those such as SAA and 

Transnet, which are the biggest drain on the state budget. 

 



 

 

 Despite the left-leaning rhetoric and promise of greater populism, financial markets barely 

reacted to Zuma’s State of the Nation Address. The rand hardly budged while bond and 

equity markets actually firmed. The rand moved over the week from R/$13.22 to 13.41, 

from R/€14.27 to 14.25 and from R/£16.54 to 16.74. Government bonds strengthened with 

the yield on the R186 2025 firming from 8.82% to 8.79%. Equity markets also strengthened, 

with the benchmark All Share, Industrial, Financial and Resources indices all rising over the 

week by 0.8%, 0.7%, 1.7% and 0.2%, respectively.  

 

 The State of the Nation Address was a public relations disaster for Zuma and will undermine 

his ability to push aside Finance Minister Pravin Gordhan or to further his political agenda 

and choice of successor as leader of the ANC. The Finance Minister’s much anticipated 

budget speech of the 22nd February is likely to provide a stark contrast to Zuma’s address in 

terms of security presence and level of parliamentary support.  
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