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SOUTH AFRICA ECONOMIC REVIEW 

 Net foreign selling of South African equities reached R6.6 billion in the past week the 

highest weekly level since President Zuma’s ill-fated cabinet reshuffle. By contrast 

however, foreign investors remained net buyers of bonds to the tune of R2.4 billion. Since 

the start of the year foreigners have sold a net -R41.99 billion of equities but bought R40.62 

billion of bonds. Despite the double credit rating downgrade foreign appetite for South 

African bonds remains undeterred. The clue may be in the sustained uptrend in global 

demand for emerging market assets generally and the potential for a cyclical upturn in 

South Africa’s economy. (See Bottom Line for further analysis). 

 

 Manufacturing production fell in March by 0.6% month-on-month marking the third 

successive monthly decline. On a year-on-year basis production gained by a marginal 0.3% 

better than the 3.7% contraction in February and the -2.4% consensus forecast. The 

improvement is attributed to the “basic iron and steel, non-ferrous metals, metal products 

and machinery” category which grew 6% on the year, “glass and other non-metallic mineral 

products” up 10.5% and “motor vehicles, parts, accessories and other transport equipment” 

with a gain of 5.8%. Although manufacturing contracted in the first quarter by 3.6% quarter-

on-quarter annualised the downtrend appears to be bottoming-out. Manufacturing will 

exhibit a gradual cyclical upturn over the remainder of the year helped by the strong 

recovery in mining and agriculture and as improving global demand boosts export oriented 

industries.  

 

 Mining production grew strongly in March by 3.7% month-on-month the fourth straight 

monthly increase and by 15.5% year-on-year well above the 4.7% consensus forecast. The 

recovery was broad-based with 11 of the 12 major categories showing positive month-on-

month growth with building materials the only exception. The biggest contributors were 

platinum group metals and iron ore which grew by 30% and 24.4% on the year. Mining 

production grew in the first quarter (Q1) by 14.7% quarter-on-quarter annualised making a 

robust contribution to Q1 GDP growth. Mining production is expected to maintain its 

recovery over the course of the year helped by a synchronized global economic recovery 

and rising international commodity prices.  

 

 Solid first quarter (Q1) mining production figures more than compensate for the continued 

albeit slowing contraction in manufacturing production. Although Q1 retail sales are likely 



 

 

to be disappointing amid weak consumer confidence agriculture will likely post an 

additional upside surprise. Based on existing mining and manufacturing data out so far Q1 

GDP growth is likely to show quarter-on-quarter annualised growth of around 1.5-2.0% in Q1 

a substantial improvement on the -0.3% growth recorded in Q4.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Retail sales: Due Wednesday 17th May. Following negative year-on-year readings for January 

and February retail sales are expected to post another contraction in March. Easter fell in 

March last year versus April this year creating a high comparative base while household 

spending remains constrained by high unemployment, poor credit extension and weak 

consumer confidence.  

 

 Wholesale trade figures: Due Thursday 18th May. Wholesale trade figures have been 

hampered by poor consumer demand. However, after falling in February by a substantial 

8.7% year-on-year the biggest drop since January 2010, some respite is expected in March.  

 

GLOBAL 

 Hedge funds have trimmed their net-long positions on Brent crude to their lowest in five 

months amid concerns over rising US inventories, rising rig counts and a slowdown in 

Chinese oil demand. However, fading optimism is often the precursor for a price recovery. 

The Brent oil price surged 3% recovering the key $50 per barrel level after the US Energy 

Information Administration reported the largest single week decline in US inventories for 

2017. The data point to a tighter market than generally accepted. In addition, Saudi 

Arabian and Russian energy ministers revealed plans to extend the OPEC-led global 

coordinated supply cut for a further 9 months until March 2018 signaling firmer oil prices in 

the months ahead.  

 

NORTH AMERICA 

 Consumer price inflation (CPI) data was weaker than expected. Headline CPI increased in 

April by 0.2% month-on-month in line with expectation but fell on a year-on-year basis from 

2.4% to 2.2%. Core CPI excluding food and energy increased just 0.1% on the month below 

the 0.2% consensus forecast and 1.9% on the year down from 2.0% previously. The easing in 

inflation is attributed to a fall in prices of cars, clothes and medical care. While goods 

inflation is likely to remain low, services prices should hold up. Overall inflation pressures 

are expected to stay firm amid a tightening labour market.  



 

 

 In contrast to weaker than expected consumer price inflation (CPI) data producer price 

inflation (PPI) rebounded in April by 0.5% month-on-month well above the 0.2% consensus 

forecast, gaining 2.5% on a year-on-year basis. Core PPI excluding food, energy and trade 

increased an even stronger 0.7% on the month and 2.1% on the year. The US Bureau of 

Labour Statistics publishes personal consumption PPI data which tracks the pipeline 

pressure for CPI inflation. Personal consumption PPI increased a robust 0.4% on the month 

and 2.1% on the year indicating that the upward momentum in pipeline pricing pressures 

remains intact.  

 Initial jobless benefit claims unexpectedly decreased in the past week from 238,000 to 

236,000 below the 245,000 consensus forecast and back near historic lows after wobbling 

slightly in late April. The data confirm improving labour market conditions contributing to 

further declines in unemployment and rising wage pressure. The Fed remains on track for 

two 25 basis point rate hikes this year with the fed funds futures market attributing a 94% 

probability of a rate hike in June. Boston Fed Reserve Bank President Eric Rosengren went 

further suggesting policy makers should not just normalize monetary policy but “explore” 

its pace. Rosengren advocates three rate hikes this year and a start to reducing the Fed’s 

balance sheet after the next rate hike.  

 Retail sales grew in April by 0.4% month-on-month up from 0.1% the previous month. 

Although below the 0.6% consensus forecast the “miss” is mitigated by a 0.3% upward 

revision to March’s reading. The recovery in retail sales is attributed to increased demand 

for durable goods including vehicles, building materials and sporting goods. Demand for 

durable goods is a positive sign that consumer spending will rebound after a slow first 

quarter. Expectations of tax refunds over coming months should add extra impetus to retail 

spending.   

 The University of Michigan US consumer sentiment index unexpectedly increased from 97.0 

in April to 97.7 in May beating the consensus forecast for no change. Among the sub-indices 

the current conditions index remained unchanged at 112.7 and the one-year inflation 

expectations index increased from 2.5% to 2.6%. The forward-looking expectations index 

measuring anticipated economic, financial and business conditions six months ahead 

picked-up from 87.0 to 88.1. The consumer sentiment data is consistent with strong 

household demand suggesting the period of weak consumer spending in the first quarter is 

likely to be temporary.  

 

CHINA 

 China’s economic activity indicators slowed in April. Industrial production growth decreased 

to 6.5% year-on-year from 7.6% in March and 6.7% in the first quarter (Q1). Retail sales 



 

 

growth slowed from 10.9% to 10.7% although still higher than the 10.4% achieved in Q1. 

Fixed asset investment growth slowed to 8.9% in the first four months of the year down 

from 9.2% in the January-March period. Private investment growth declined from 7.7% in 

March to 6.9% in April. The overall data points to moderating growth momentum attributed 

to a tightening in credit extension standards as authorities attempt to reduce the level of 

speculative financing in the economy. Despite weakness in economic data in April the 

likelihood of a steep economic slowdown is slim. Authorities will be keen to ensure robust 

economic growth ahead of the 19th Communist Party Congress at the end of the year. In 

addition, new initiatives including the Xiongan satellite capital and the Silk Belt and Road 

will add significant infrastructure spending growth. Infrastructure spending increased by 

23% year-on-year in the first four months of the year. On Sunday, Chinese President Xi 

Jinping pledged a further $124 billion to the Silk Road project.  

 

 Consumer price inflation (CPI) accelerated to 1.2% year-on-year in April up from 0.9% in 

March and 0.8% in February. The pick-up in inflation is despite the sharp 3.5% fall in food 

price inflation. The price of vegetables and pork fell 21.6% and 8.1% on the year. Although 

producer price inflation (PPI) moderated from 7.6% to 6.4% reflecting a softening in raw 

material, commodity, fuel and machinery costs, these items are notoriously volatile and 

could create pipeline pricing pressures in coming months. While CPI is well below the 

People’s Bank of China (PBOC) 3% target the central bank is likely to stick to its tightening 

bias in its attempt to reduce financial leveraging. The official Xinhua News Agency 

published editorials for a seventh straight day highlighting Beijing’s campaign to guard 

against financial risks.  

 

JAPAN 

 Producer price inflation (PPI) increased in April by 0.2% well above the -0.1% consensus 

forecast its sixth straight positive reading. On a year-on-year basis PPI increased from 1.4% 

in March to 2.1% in April its highest level since November 2014. While consumer price 

inflation remains weak in the absence of any marked pick-up in wages and with companies 

unwilling to raise prices amid sluggish consumer demand, the PPI data is nonetheless 

positive. Bank of Japan Governor (BOJ) Haruhiko Kuroda reported at the weekend that he 

expects the central bank’s 2% inflation target to be achieved in the next fiscal year if the 

BOJ continues with its current monetary easing. Kuroda added that the BOJ had recently 

upgraded its outlook for Japan’s economy and the global economy.  

 

 The Cabinet’s monthly Economic Watchers’ Survey index increased for the first time in five 

months rising from 47.4 to 48.1 albeit still in sub-50 contractionary territory. The forward-

looking index measuring expected conditions over the next two to three months also 

increased from 48.1 to 48.8 its first gain in two months. Among the sub-indices the 



 

 

household and business gauges remained below the key 50-level but the employment 

remained above boding well for increased wage growth. The overall outlook is improving 

helped by a weakening yen, rising equity markets and a defusing of geopolitical tensions.  

 

EUROPE 

 Eurozone industrial production unexpectedly fell in March by 0.1% month-on-month. On a 

year-on-year basis production grew by 1.9% which although up from February’s 1.4% is 

below the 2.3% consensus forecast. While disappointing the slowdown in industrial 

production is almost entirely due to unseasonably warm weather and the knock-on effect 

on energy demand. Energy production fell in March fell by 3.2% on the month while by 

contrast the production of capital goods, durable consumer goods and non-durable 

consumer goods grew by 0.2%, 0.9% and 2.1% respectively. Over the first quarter (Q1) 

industrial production was flat at 0.0% compared with 1.1% growth in Q4. However, 

industrial surveys point to a strong recovery in Q2 underpinned by strengthening global and 

domestic demand.  

 

 Germany’s GDP grew in the first quarter (Q1) by 0.6% quarter-on-quarter up strongly from 

0.4% in Q4, twice the rate of growth achieved by the UK and three times that of the US. 

The upswing in GDP growth is attributed to industrial production which grew by a solid 1.3% 

on the quarter led by exports and domestic capital investment. The upbeat GDP figures will 

boost Chancellor Angela Merkel’s chances of re-election on 24th September. According to 

ING chief economist Carsten Brzeski: “The economy seems to be firing on all cylinders… 

Germany’s economic performance is a never-ending success story. A chart topper on 

permanent repeat.” 

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) left its benchmark interest rate and asset purchase 

programme unchanged. The BOE maintained its willingness to tolerate a breach of its 2% 

inflation target due to the outlook for weaker economic growth. Economic growth is 

expected to slow further over coming months as rising inflation undermines household 

disposable income and consumer spending. The BOE lowered its GDP forecast for 2017 from 

2% to 1.9% while raising its forecasts for 2018 and 2019 from 1.6% to 1.7% and from 1.7% to 

1.8% based on its belief that trade, investment and fiscal policy would offset weakness in 

household consumption. At the same time the BOE’s inflation target for 2017 was raised to 

2.8% but lowered for 2018 and 2019 to 2.4% and 2.2%. Despite sitting on the fence the BOE 

indicated that monetary policy would need to be tightened by a greater extent than 



 

 

previously forecast over the longer-term, a clear signal that the next move in rates will be 

upward. 

 

 The pace of GDP growth slowed further from 0.3% in the first quarter to 0.2% in the three 

months to end April according to the National Institute of Economic and Social Research 

(NIESR). Rebecca Piggott, Research fellow at NIESR reported that: “We expect the squeeze 

on household real incomes to continue as inflation accelerates throughout the year, 

reaching almost 3.5% by year-end. The MPC chose to keep interest rates unchanged today 

and we expect the Bank of England to continue to look through this temporary pick-up in 

the rate of inflation.” 

 

FAR EAST AND EMERGING MARKETS 

 In its regional economic outlook report on Sub-Saharan Africa the IMF reported that 

economic growth in the region will increase from its twenty year low of 1.4% in 2016 to 

2.6% in 2017. The growth recovery will come mainly from cyclical factors including 

improved commodity prices and a recovery in agricultural output. However, the projected 

growth rate is still well below past trends of 5-6%. The head of the IMF’s African 

Department Abebe Aemro Selassie stressed that policy initiatives are required to fuel 

stronger secular growth: “Sub-Saharan Africa remains a region with tremendous potential 

for growth in the medium-term, but with limited support expected from the external 

environment, strong and sound domestic policy measures are urgently needed to reap this 

potential.” 

 

 Ghana’s consumer price inflation accelerated from 12.8% year-on-year in March to 13.0% in 

April, rising on a month-on-month basis by 1.6%. While food inflation slowed from 7.3% to 

6.7% non-food inflation accelerated from 15.5% to 16.3% although almost entirely due to 

rising transport prices. Transport inflation climbed from 15.3% to 24.9% rising 9.1% on the 

month. Despite the latest upsurge in inflation the longer-term outlook is positive with the 

downtrend likely to resume over coming months. Meanwhile Fitch credit rating agency 

confirmed Ghana’s long-term foreign and local currency sovereign ratings at “B” and 

upgraded its outlook from “negative” to “stable”. Fitch cited Ghana’s progress in 

stabilizing the economy with declining inflation and better macro-economic management 

facilitating monetary easing. Ghana’s GDP growth is expected to rebound from 3.6% in 2016 

to 6.0% in 2017.  

 

 India’s vehicle sales increased in April by 14.7% year-on-year up strongly from 10% in March 

indicating strong upward momentum in business, agricultural and consumer demand. At the 

same time, despite rising domestic demand, consumer price inflation decelerated sharply 

from 3.9% year-on-year in March to 3.0% in April driven by significantly lower food inflation. 



 

 

Wholesale price inflation also moved decisively lower from 5.3% to 3.9% indicating a 

significant moderation in pipeline inflationary pressures. The lower inflation readings may 

prompt the Reserve Bank of India into resuming its monetary easing cycle providing an 

added boost to economic growth in the second half of the year. 

 

 Thailand’s GDP growth picked-up from 3.0% year-on-year in the fourth quarter (Q4) to 3.3% 

in Q1 ahead of the 3.1% consensus forecast. On a sequential basis GDP growth accelerated 

to 1.3% quarter-on-quarter from 0.4% in Q4. The improvement is attributed to rising private 

consumption. Thailand’s National Economic and Social Development Board raised its GDP 

forecast for 2017 from a previous range of 3.0-4.0% to 3.3-3.8% acknowledging a boost from 

improving global demand. It lifted its export growth forecast for 2017 from 2.9% to 3.6%.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 6.71 

JSE Fini 15  - 0.30 

JSE Indi 25  + 14.24 

JSE Resi 20  + 0.11 

R/$   + 3.94 

R/€   - 0.17 

R/£   - 1.78 

S&P 500  + 6.79 

Nikkei   + 1.41 

Hang Seng  + 15.32 

FTSE 100  + 4.36 

DAX   + 11.55 

CAC 40   + 11.42 

MSCI Emerging  + 17.16 

MSCI World  + 8.59 



 

 

Gold    + 6.98 

Platinum  + 2.99 

Brent oil  - 8.80 

 

TECHNICAL ANALYSIS 

 The rand is trading in a range between R/$13.00 and 13.50. A break below R/$13.50 is 

required to pave the way for further depreciation to the R/$14.50 level.  

 

 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 announcement of the snap election the British pound has broken above key 

resistance at £/$1.25 which has now become a key support level and should promote 

further near-term currency gains. Recent strong gains have diminished prospects for 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 2025 SA Gilt yield is trading in a tight trading range of 8.5-9.0%. A 

break above 9.0% is required for the yield to move decisively higher towards the 10.5% 

target level.  

 

 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.   

 

 Despite failing to hold above the $55 level the Brent crude price is well supported at $50 a 

barrel. 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 

 Why has the rand remained so strong despite the double credit rating downgrade? The rand 

has been on a tear over the past week, rallying versus the pound and dollar from R/S 13.63 

to 13.18 and from R/£17.63 to 16.99. Risk premiums across South African capital markets 

are narrowing, reflected in not just a stronger currency but also firmer bond yields and 

tighter credit default spreads. Despite the credit rating downgrade, net foreign inflows into 

South Africa’s bond markets remain positive to the tune of R2.4 billion in the month-to-

date and R40.62 billion since the start of the year. 

 

 The domestic economy is in the very early stages of a cyclical recovery. The cyclical 

economic rebound will take many by surprise fuelled by a recovery in mining and 

agriculture. Mining production surged in the first quarter by 14.7% quarter-on-quarter 

annualised. The agricultural sector is also expected to rebound strongly. The US 

Department of Agriculture predicts South Africa’s maize output will increase in 2017 by 65% 

more than reversing the 27% decline in late 2015 and early 2016.   

 

 Amid rising international commodity prices and strengthening global trade South Africa’s 

trade balance has improved from a trade deficit of -R6.6 billion in the third quarter 2016 to 

a trade surplus of +R55.7 billion in the fourth quarter. Our current account deficit has 

narrowed steadily from -5.8% of GDP in 2013 to an impressive -1.7% its lowest level since 

the second quarter of 2011. 

 

 Inflation is expected to fall back within the Reserve Bank’s 3-6% target range in the next 

month and stay within this range over the medium-term paving the way for interest rate 

cuts. While cautious in the face of political risk and associated rand fallout the Reserve 

Bank is likely to embark on a rate cutting cycle following the ANC electoral conference in 

December. 

 

 Historically, credit rating downgrades are followed by a period of currency strength. This 

unlikely effect is borne out by evidence among emerging markets such as Brazil, Turkey and 

Russia, which suffered similar downgrades. The effect on currency and other financial 

assets tends to be priced-in before the event with a reversal of those moves after the 

actual downgrade. 

 



 

 

 Global appetite for emerging market (EM) assets generally has continued unabated. As one 

of the more liquid and better developed, South Africa’s financial markets provide easy 

access to global investors looking for a quick entry into the EM asset class. With key 

election-risk out of the way following the French polls, global market volatility is expected 

to remain low fuelling continued emerging market demand.  
 

 Boosted by positive global financial market dynamics and evidence of a domestic cyclical 

economic recovery, conjecture over a resolution to South Africa’s political woes is also 

supporting the rand. President Zuma’s unwelcome changes to the Cabinet and the National 

Treasury have escalated the level of political uncertainty. However, there is growing hope 

that these seismic events will force an early and constructive shift in leadership in the ANC. 

A change in leadership could provide the catalyst for the structural reforms which are 

required to lift South Africa’s economy from a mere cyclical upturn to a prolonged secular 

recovery.  
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