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SOUTH AFRICA ECONOMIC REVIEW 

 GDP unexpectedly contracted in the fourth quarter (Q4) by 0.3% quarter-on-quarter 

annualised in contrast to the 0.6% consensus growth forecast. Although Q3 growth was 

revised upwards from 0.2% to 0.4% GDP grew in 2016 as a whole by just 0.3% year-on-year. 

On the production side, the main culprit was agriculture which disappointingly contracted 

by 0.1% on the quarter despite expectations of improved winter crops. On the expenditure 

side, fixed investment expenditure grew by 1.7% annualised compared with a 3.5% 

contraction in Q3, helped by a surge of nearly 20% in government capital expenditure. 

However, private sector fixed investment contracted by a further 1.7%. While government 

consumer spending growth slowed from 1.9% in Q3 to just 0.3%, household consumption 

spending growth remained surprisingly resilient at 2.2% annualised. Household spending on 

durables showed its first positive reading in three years. Notably, there was a significant 

drawdown in inventories in Q4, subtracting 0.5 percentage points from GDP growth, which 

bodes well for growth in coming quarters as inventories are replenished.  

 

 Dr. Monfort Mlachila, the IMF’s senior representative in South Africa, highlighted the 

importance of neighbouring African countries to South Africa’s economic outlook, stating 

that this fact is sometimes overlooked. The neighbouring region accounts for 30% of South 

Africa’s total exports and an even greater proportion of manufacturing exports, making it 

the country’s largest export destination. The drought that hit a large part of the region in 

2015 and 2016 had a substantial impact on economic growth across neighbouring countries, 

while the oil price slump affected growth in large oil exporting economies, Nigeria and 

Angola. Improved rainfall will bolster the region’s economic growth via better crop yields 

and through increased energy supply in countries reliant on hydroelectricity while a rising 

oil price will bolster the outlook for oil exporting economies.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 14th March. According to consensus forecast 

manufacturing production growth is expected to improve from -2.0% year-on-year in 

December to 0.4% in January. The manufacturing purchasing managers’ index (PMI) 

regained the key 50-level at the start of the year helped by rising export and domestic 

orders, indicating a recovery in actual production numbers.  



 

 

 

 Mining production: Due Tuesday 14th March. Mining production growth is expected to 

rebound from 1.9% year-on-year contraction in December to positive growth of 3.7% in 

January, helped by the base effect of weak comparative data, rising demand and firming 

commodity prices. Having contracted in 2016 as a whole by 4.9% mining production is 

projected to return to positive growth in 2017. 

 

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

is projected to increase from 0.9% year-on-year in December to 1.7% in January, albeit still 

at depressed levels. Retail sales are constrained by weak consumer confidence and an 

absence of credit extension. Although recent tax increases further undermine consumer 

confidence there will be some relief in the second half of the year from lower inflation and 

potential interest rate cuts.  

 

 RMB Business Confidence Index: Due Wednesday 15th March. The business confidence index 

is projected to improve from 38 in the fourth quarter (Q4) 2016 to 42 in Q1, according to 

consensus forecast. Although still below the key 50-level, which demarcates expansion from 

contraction, the gain would be encouraging, reflecting South Africa’s continued investment 

grade credit rating, a solid state budget, reduction in political uncertaintly, and improving 

export demand.  

 

GLOBAL 

 The oil price fell for six straight days with the WTI price falling below the key $50-level for 

the first time since OPEC announced planned production cuts in November. The current 

price slump is attributed to rising inventories in the US and increased US rig numbers. US 

crude inventories soared by 8.9 million barrels last week more than quadruple the 

consensus forecast, capping nine straight weeks of increase. According to the US Energy 

Information Administration (EIA), US production is projected to increase from 8.9 million 

barrels per day (bpd) in 2016 to 9.2 million bpd in 2017, rising to 9.6 million in 2018. US 

drillers have added oil rigs for eight consecutive weeks, lifting the total count to 617 up 

from 386 a year ago, according to energy services firm Baker Hughes. Ahead of the 

upcoming OPEC meeting in May, senior Saudi officials this week told US oil executives that 

they should not assume OPEC would extend output curbs to offset rising US shale oil 

production.  

 Citi global head of commodities research, Edward Morse, reported that the copper price 

could rise from its current level of $5800 per ton to $7000 by year-end. The price surge 

would be propelled in the short-run by continued shutdowns at key mines in Chile and 

Indonesia and in the long-run by the structural shortfall, potentially pushing the copper 



 

 

price above $8,000 by the end of the decade. The refined copper market is likely to go into 

deficit in 2017 for the first time in six years. According to Morse the bullish copper price 

outlook is “tied to longer-term supply dynamics, which include not just issues related to 

mobilization of capital but also to a lack of a pipeline of discoveries of richer ores.”  

 

NORTH AMERICA 

 Non-farm payrolls increased in February by 235,000 well above the 190,000 consensus 

forecast. The payroll number builds on January’s equally strong reading of 238,000 

removing any remaining doubt that the Fed will hike interest rates at its upcoming policy 

meeting on Wednesday 15th March. The construction sector added a substantial 58,000 jobs 

helped by unseasonably warm weather while the manufacturing sector added a solid 28,000 

jobs in line with recent purchasing managers’ surveys. The unemployment rate fell from 

4.8% to 4.7%. Broader U6 unemployment, which includes discouraged workers and those 

who work part-time purely for economic reasons, fell from 9.4% to 9.2%, suggesting there is 

little slack left in the labour market. Hourly earnings increased by 0.2% month-on-month 

pushing year-on-year growth from 2.6% to 2.8%, getting closer to the key 3% level which 

could begin to drive up inflation in the absence of productivity growth.  

 The trade deficit widened dramatically from $44.3 billion in December to $48.5 billion in 

January its highest level in almost five years, with the 2.3% month-on-month rise in imports 

overshadowing the modest 0.6% increase in exports. However, the widening deficit is likely 

a temporary aberration linked to the earlier than usual Chinese New Year holiday, causing 

the trade deficit with China to surge from $27.8 billion to $31.3 billion. According to 

seasonal distortions imports from China will likely plunge in February, pacifying 

protectionist calls and restoring first quarter GDP forecasts.  

 Factory orders increased in January by a stronger than expected 1.2% month-on-month 

building on the 1.3% increase the previous month and beating the 1.0% consensus forecast. 

After being constrained during the first half of last year by slumping energy prices and a 

stronger dollar, the manufacturing sector is showing signs of a sustainable recovery. The 

pick-up in factory orders should gather further momentum in the months ahead according 

to upbeat manufacturing purchasing managers’ surveys. The latest Institute for Supply 

Management data is consistent with annualised manufacturing output growth of 6%. 

 

CHINA 



 

 

 New loan issuance declined from 2.03 trillion yuan (CNY) in January to 1.17 trillion in 

February while total social financing, a broad measure of credit and liquidity in the 

economy, came down sharply from CNY 3.74 trillion to 1.15 trillion. Although welcome 

news for China’s authorities, who are determined to reduce excessive leverage, the 

declines are largely seasonal with readings still higher than they were a year ago. The 

decline had been expected after banks and financing institutions front-loaded their lending 

at the start of the year to earn added interest. Broad credit growth is likely to slow from 

18-20% in 2016 to around 15% in 2017, albeit still at heady levels. 

 

 Producer price inflation (PPI) accelerated from 6.9% year-on-year in January to 7.8% in 

February its highest since September 2008. The rise in PPI signals increasing company 

profits. However, the base effect of weak comparative levels should start to fade indicating 

February likely marked the peak in PPI. By contrast consumer price inflation (CPI) fell 

sharply from 2.5% in January to 0.8% in February its lowest since January 2015 and well 

below the 1.7% consensus forecast. On a month-on-month basis CPI fell 0.2% compared with 

a consensus forecast increase of 0.6%. However, the CPI decline is attributed to temporary 

volatile items such as food prices which subtracted 1.5 percentage points from the year-on-

year reading. According to National Bureau of Statistics spokesman, Sheng Laiyun, CPI will 

likely trend upwards in coming months although remain below the People’s Bank of China 

3% target.  

 

 China recorded a rare trade deficit of $9.15 billion in February stemming from a 38.1% 

year-on-year increase in imports which dwarfed the 1.3% export gain. While partly 

attributed to rising commodity prices most of the import surge is due to Chinese New Year 

distortions. Raw material imports increased sharply after the New Year holiday, as factories 

resumed production, but should revert to the norm in March. On a year-on-year basis 

exports to key destinations, the US, EU and Japan fell by 4.2%, 5.8% and 7.8%, but are 

expected to normalize and show positive growth in coming months in line with rising 

purchasing managers’ surveys.  

 

JAPAN 

 Producer price inflation (PPI) increased in February by 1.0% year-on-year marking the 

second straight monthly gain after rising in January by 0.5%, the first positive reading since 

March 2015. On a month-on-month basis PPI increased 0.2% the fourth straight increase 

after recording a 0.6% gain in January. However, the PPI gain is attributed to temporary 

volatile prices, for instance petroleum and coal products which increased 27.1% on the 

year. As a result, the Bank of Japan remained circumspect in its outlook stating 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.” 



 

 

 

 Total monthly wages per worker increased in January by 0.5% year-on-year marking the 

fourth consecutive monthly gain after rising by the same rate in both the previous two 

months. However, in real terms total wages were unchanged in January after rising 0.1% in 

December due to the slight uptick in consumer price inflation. The government, which 

views higher wages as key to breaking the country’s decade-long deflationary spiral, has 

been urging companies to share more profits with workers by offering larger wage 

increases. There is growing optimism ahead of the upcoming “shunto”, in which wage 

increases are negotiated, with expectations that base wages will rise in excess of 2% due to 

a tightening labour market and increased government lobbying.  

 

 Fourth quarter (Q4) GDP growth was revised upwards from its initial estimate of 0.2% 

quarter-on-quarter to 0.3% attributed mainly to real private investment, which was revised 

upwards from an initial 0.9% to 2.0%. Private inventory drawdowns subtracted 0.2 

percentage points from the GDP reading, up from the initial 0.1 estimate. The 

government’s fiscal stimulus package announced last July should have a beneficial effect on 

public spending in Q1 and Q2, while a recovery in overseas demand and support from 

domestic capital expenditure should maintain GDP growth momentum in the second half of 

the year. In addition, the government is likely to pass further fiscal stimulus around mid-

year, which is likely to trickle down to increased public spending during 2018.  

 

EUROPE 

 As expected the ECB left its monetary policy and forward guidance unchanged. The asset 

purchase programme will be maintained at the current pace of €80 billion per month until 

the end of March before continuing at a monthly pace of €60 trillion until the end of 

December or beyond if necessary. The ECB forecasts GDP growth and consumer price 

inflation in 2017, 2018 and 2018, of 1.8%, 1.7% and 1.6%, and 1.7%, 1.6% and 1.7%, 

respectively. ECB President Mario Draghi repeatedly stressed that the balance of risks had 

improved, especially as far as growth is concerned but cautioned that: “The governing 

council members want to be convinced they see a self-sustained adjustment in the inflation 

rate before removing monetary stimulus.” With political uncertainty stemming from general 

elections in the Netherlands, France and Germany this year, any change in forward 

monetary policy guidance is likely to wait until at least June after the outcome of the 

French election.  

 

 Germany’s industrial output increased in January by 2.8% month-on-month more than 

reversing December’s 2.4% decline. In contrast, Germany’s factory orders fell in January by 

a massive 7.4% on the month recording the steepest decline since 2009 and more than 

reversing December’s 5.2% increase. Domestic goods orders drove the decline with a fall of 



 

 

10.5% while foreign orders fell 4.9%. Capital goods orders also fell sharply by 11.0%. 

Although disappointing, factory orders data are notoriously volatile and even from low 

current levels show a steady year-on-year gain in excess of 4%. However, the data raises 

questions over the reliability of recent upbeat purchasing managers’ surveys and Ifo 

business sentiment readings.  

 

UNITED KINGDOM 

 Growth in industrial output slowed from 4.3% year-on-year in December to 3.2% in January 

and on a month-on-month basis shrank by 0.4% down from the previous month’s 1.1% rise. 

Manufacturing production suffered a similar fate with year-on-year growth deteriorating 

from 4.2% to 2.7% and on a month-on-month basis from 2.2% growth to 0.9% contraction. 

Construction spending also contracted in January by 0.4% on the month with year-on-year 

growth falling from 2.6% to 2.0%. The data is consistent with a sharp decline in GDP growth 

to around 0.4% quarter-on-quarter in the first quarter (Q1) down from 0.7% in Q4 last year. 

According to IHS Markit economist, Chris Williamson: “The sluggish growth signaled by the 

surveys and official data at the start of 2017 suggest that the economy is growing at only a 

modest pace in the first quarter, and looks susceptible to further weakening in coming 

months. Consumers will inevitably continue to rein in their spending amid higher prices and 

business uncertainty is likely to intensify as article 50 is triggered, curbing corporate 

spending and hiring.” 

 

FAR EAST AND EMERGING MARKETS 

 India’s ruling Bharatiya Janta Party (BJP) made good progress in regional elections, winning 

the key state of Uttarakhand and a landslide victory in the large state of Uttar Pradesh, 

home to 220 million people. Winning 80% of the vote in Uttar Pradesh gives the BJP and 

Prime Minister Modi a vital boost in pursuing the government’s economic reform policies. 

Moreover the election outcome, seen as a referendum on Modi’s political gamble to pull all 

high denomination rupee notes from circulation in November last year, should give the BJP 

party an edge over its rivals ahead of the national election in 2019. India’s stock market 

rallied over 2% on Tuesday following the long weekend during which elections were held. 

According to Ridham Desai, managing director at Morgan Stanley India: “India’s market 

appears to be on strong ground, independent of this (state elections) event. We believe 

that the earnings growth cycle has started to turn positive and will surprise on the upside.”  

 

 Brazil’s GDP contracted in the fourth quarter (Q4) last year by 0.9% quarter-on-quarter, 

worse than the 0.5% consensus forecast contraction and marking the eighth consecutive 

quarterly decline. The continued recession is attributed mainly to the slump in private 



 

 

consumption with services output falling 0.8% on the quarter. For 2016 as a whole GDP 

shrank by 3.6%, only a slight improvement on 2015’s 3.8% contraction. Although the 

economy is expected to return to positive growth in 2017 starting in Q1, the data should 

prompt the central bank towards more aggressive monetary easing in upcoming policy 

meetings.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 2.37 

JSE Fini 15  + 2.47 

JSE Indi 25  + 4.99 

JSE Resi 20  - 4.26 

R/$   + 4.38 

R/€   + 3.41 

R/£   + 4.31 

S&P 500  + 6.01 

Nikkei   + 0.20 

Hang Seng  + 8.31 

FTSE 100  + 3.41 

DAX   + 4.43 

CAC 40   + 2.82 

MSCI Emerging  + 8.84 

MSCI World  + 5.64 

Gold    + 4.64 

Platinum  + 3.88 

Brent oil  - 9.63 



 

 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 13.20 and 

13.00 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 £/$1.25 level support level has been broken opening up a £/$1.18-1.22 

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 firmly below the key support level of 9.0% confirming 

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 $50 a barrel and having broken key resistance at 

$55 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 $5500 per ton. 

 

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

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

 

 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 



 

 

 The rand lost ground against major currencies last week falling against the US dollar from 

R/$13.08 to 13.18 and against the euro from R/€13.81 to 14.05. Besides the disappointment 

over South Africa’s poorer than expected fourth quarter GDP reading the chief cause of the 

rand’s depreciation over the past week was anxiety over the upcoming Fed rate hike.   

 

 With the Fed close to meeting its employment and inflation targets, the fed funds futures 

market is ascribing a 100% probability to a Fed rate hike on Wednesday and discounting the 

strong likelihood of two further rate hikes during 2017. How will successive Fed rate hikes 

affect the rand and South African bond and equity prices? Contrary to common belief, Fed 

tightening cycles traditionally correspond with a rally in so-called “risk assets”.  

 

 In isolation, Fed rate hikes would undermine the valuation of risk assets. However, like 

most cycles this Fed hiking cycle coincides with an acceleration in global economic growth, 

firming in commodity prices and increasing demand for emerging market exports. Global 

GDP growth is expected to accelerate from 2.5% in 2016 to 3.5% in 2017. Emerging market 

exports grew in December by 5.1% year-on-year accelerating to 14.4% in January, with the 

largest gains recorded by commodity exporters.  

 

 In the last Fed tightening cycle between June 2004 and June 2006 emerging market equities 

increased sharply. Emerging market equities have outperformed developed market equities 

in three of the past four Fed tightening cycles. The same trend is likely to be repeated in 

2017, with early signs that emerging market company earnings have stabilized and are 

beginning to accelerate after recording 15-year lows last year (relative to developed 

markets).  

 

 During the last Fed tightening cycle between June 2004 and June 2006, the rand 

depreciated by 17% versus the US dollar from R/$6.14 to 7.18. However, the ten-year bond 

yield firmed from over 9% to under 8% while the All Share Index more than doubled from 

10,109 to 21,238. The Fed tightening cycle is likely to be positive for the JSE.  
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