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SOUTH AFRICA ECONOMIC REVIEW 

 Foreign net buying of South African financial assets has picked up substantially with net 

inflows of R8.6 billion and R6 billion in the respective two weeks ended 21st July. For the 

month-to-date net foreign purchases of South African listed equities measured R10.9 billion 

marking the biggest inflow since June 2015. While net equity outflows for the year-to-date 

remain a hefty -R44.09 billion recent meaningful inflows may signal a turning point in the 

outlook for the JSE (See Bottom Line for further analysis). For the year-to-date total net 

inflows into the South African bond market remain strongly positive at R41.65 billion.  

 

 The trade surplus increased from R7.22 billion in May to R10.67 billion in June marking the 

fifth straight monthly surplus and longest winning streak since 2011. For the year-to-date 

the cumulative trade surplus increased to R27.68 billion compared with a deficit of -R5.04 

billion over the same period in 2016. Export growth has risen faster than import growth, 

exports increased in June by 1.1% year-on-year while imports fell 1.3%. The positive trade 

momentum is expected to continue into the second half of the year amid a pick-up in 

synchronised global growth and muted domestic demand. The positive trade outlook 

supports a further narrowing in the current account deficit which at 2.1% of GDP in the first 

quarter (Q1) shows a marked improvement on the 5.0% deficit in the same quarter last 

year. A narrowing current account deficit is positive for the rand. 

 

 The Reserve Bank composite business cycle leading indicator, measuring expected business 

conditions 6-9 months ahead, remained unchanged in May at 95.8 defying expectations of a 

further decline following the declines in the prior two months. The leading indicator is up 

3.6% on its year ago level. Among the indicator’s sub-components, the biggest detractors 

were a deterioration in the BER’s business confidence index and a decrease in the South 

African produced export commodity price index. The biggest contributors were the increase 

in the number of residential building plans passed and a widening in the interest rate 

spread. The business cycle coincident indicator (for April) increased from 117.8 to 118 

suggesting economic growth is likely to be restored in the second quarter (Q2) following 

two successive quarters of contraction in Q1 and Q4 2016.  

 

 In its sixth estimate of this year’s summer crop the South African Crop Estimates 

Committee raised its projection yet again, increasing its forecast for the season’s maize 



 

 

harvest by a further 2% to 15.96 million tons. This would be the largest on record 

comprising a 4.8% increase in yellow maize and 0.4% increase in white maize. The raised 

forecast suggests continued strong momentum in the agricultural sector in the second half 

of the year following the 22.9% quarter-on-quarter annualised growth in agricultural gross 

value added in the first quarter.  

 

 Producer price inflation (PPI) maintained its downward trend decelerating sharply from 

4.8% year-on-year in May to 4.0% in June its lowest since September 2015 and well below 

the 4.3% consensus forecast. The decline in PPI is attributed largely to slowing food price 

inflation, which fell from 5.7% in May to 4.9% despite a rise in meat product inflation from 

15.5% to 17%. The 1.8% month-on-month cut in fuel prices also contributed to softer PPI 

reading. The easing in PPI is likely to be maintained over coming months helped by further 

declines in food price inflation and a relatively strong rand, contributing to a benign 

trajectory in consumer price inflation.  

 

 Growth in private sector credit extension (PSCE) slowed from 6.7% year-on-year in May to 

6.2% in June well below the 6.6% consensus forecast. For the first half of the year PSCE 

growth averaged 5.8% compared with 7.9% in the same period last year. Corporate credit 

growth eased from 10.1% to 9.0% in response to falling domestic demand and heightened 

policy uncertainty. While household credit growth increased slightly from 2.8% to 2.9% the 

rate of expansion in real terms, taking inflation into account, remains at a negative -2.2% 

reflecting weak consumer confidence and tight credit conditions. While the Reserve Bank’s 

monetary easing cycle may help lift PSCE from its current depressed state a sustainable 

recovery will also require a pick-up in business and consumer sentiment.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 New vehicle sales growth: Due Tuesday 1st August. While the beneficial base effect of low 

comparative data may boost vehicle sales growth into modest positive territory in July the 

outlook remains depressed. Vehicle sales have contracted for three straight years amid 

weak business and consumer confidence.    

 

 Absa manufacturing purchasing managers’ index (PMI): Due Tuesday 1st August. The PMI is 

expected to recover some of its steep decline in June when it fell below the key 50-level 

into contractionary territory to 46.7. However, a sub-50 reading remains likely as rising 

exports are insufficient to compensate for the lack of domestic demand.  

 

GLOBAL 



 

 

 Although the Brent oil price remains below the key $50 per barrel level at $49 oil prices 

have gained by around 10% over the past fortnight helped by a combination of falling US 

stockpiles and tightening OPEC supply. US crude inventories fell to their lowest level since 

January due to the demand-intensive summer season. OPEC has called on several members 

to boost compliance with production cuts and extended the cartel’s production cap to 

Nigeria which had previously been exempt. Meanwhile Saudi Arabia’s energy minister 

announced that the kingdom’s oil exports would fall to 6.6 million barrels per day (bpd) in 

August representing a year-on-year decline of 1 million bpd. While supply-demand 

fundamentals have improved over the short-term the longer-term outlook remains bleak. 

Following France’s lead the UK government announced last week that it will ban the sale of 

all petrol and diesel cars by 2040.  

 

NORTH AMERICA 

 US GDP growth rebounded from a downwardly revised 1.2% quarter-on-quarter annualised 

in the first quarter (Q1) to 2.6% in Q2. The main contributors were personal consumption 

expenditure, private investment and federal government spending, while net exports 

detracted from growth. While the robust GDP number confirms that the slowdown earlier in 

the year was a short-term aberration the IMF lowered its forecast for US growth for both 

2017 and 2018 to 2.1% from previous estimates of 2.3% and 2.5%, respectively. The IMF 

cited a lack of detail on Trump’s stimulus measures including tax cuts and deregulation.  

 

 The Conference Board consumer confidence index unexpectedly increased from 117.3 in 

June to 121.1 in July its highest since July 2001 and well ahead of the 116.5 consensus 

forecast. With household consumption accounting for over two-thirds of US GDP growth, the 

upbeat consumer confidence data bodes well for economic growth in the second half of the 

year. The present situations index increased from 143.9 to 147.8 while the forward-looking 

expectations index, measuring expected conditions 6-9 months ahead, increased from 99.6 

to 103.3. The lift in consumer confidence is attributed to improved sentiment towards 

business confidence, home and vehicle purchases, and employment conditions. The labour 

market differential, measuring the net share of consumers who view employment as 

plentiful, increased to 16.1 its highest since August 2001.  

 

 As expected the Fed left its benchmark fed funds rate unchanged at 1.0-1.25%. While 

upgrading its outlook on jobs growth the Federal Open Market Committee (FOMC) 

acknowledged the further decline in inflation since its last policy meeting in June. As a 

result, expectations of a further interest rate hike before year-end have diminished with 

the fed funds futures market now pricing in the probability of a December rate hike at just 

39.7% compared with more than 50% prior to the Fed’s policy meeting. The FOMC 



 

 

statement conceded that: “The federal funds rate is likely to remain, for some time, below 

levels that are expected to prevail in the longer run.” The FOMC’s guidance on balance 

sheet normalization changed from “this year” to “relatively soon” raising expectations that 

the Fed would begin reducing its $4.5 trillion holding of Treasury bonds and mortgage-

backed securities in September. The Fed is confident that the market is well prepared for 

the event and that is should therefore cause minimal disruption.  

 

 New home sales increased in June by 0.8% month-on-month although below the 1.4% 

consensus forecast increase. Existing home sales were also disappointing falling by 1.8% on 

the month. Part of the blame is attributed to a lack of housing stock with the current 

inventory of homes for sale at just 4 months’ supply at the current sales rate. However, 

this would normally translate into faster price growth which was not the case in May. The 

Federal Housing Finance Agency (FHFA) purchase-only house price index increased in May 

by 0.4% on the month below the 0.5% consensus forecast while the S&P Case-Shiller 20-city 

home price index increased by just 0.1%. On a year-on-year basis growth in the Case-Shiller 

index slowed from 5.77% to 5.69%. While there is no sign of a sharp slowdown in the US 

housing market momentum appears to be slowing amid falling affordability and tightening 

in monetary policy.  

 

 Durable goods orders increased in June by 6.5% month-on-month. However, most of the 

gain is attributed to the notoriously volatile airline component with commercial aircraft 

orders rising 131% on the month. Core orders, excluding transport, increased by a modest 

0.2% down from 0.6% the previous month. Non-defence capital goods orders, a closely 

watched barometer of business investment spending, fell in June by 0.1% on the month 

giving back some of May’s 0.7% increase as confidence in Trump’s promised fiscal reforms 

start to wane. Spending on machinery and metals fell sharply while orders for electrical 

equipment and electronics contracted.  

 

CHINA 

 China’s industrial firms reported earnings growth of 19.1% in the year to end June up from 

16.7% in May and substantially above the 5.1% increase recorded in June 2016. Earnings 

growth is likely to maintain its upward momentum in the current environment of robust 

economic growth. The State Information Center confirmed that China’s economy is likely to 

grow at an annual rate of around 6.7% in the second half of the year. Coinciding with the 

government’s upbeat growth projections China’s Politburo announced that Beijing will 

implement a combination of “prudent” monetary policy and “proactive” fiscal policy in the 

second half of the year.   

 



 

 

JAPAN 

 Consumer price inflation (CPI) increased in June by 0.4% year-on-year marking the sixth 

straight gain. However, core CPI excluding food and energy was 0% and on a month-on-

month basis headline CPI was also flat for a fifth consecutive month. While economic 

growth has been positive for six straight quarters and unemployment has dropped to just 

2.8%, its lowest in decades, there is little sign of a pass through into higher wages. At its 

July policy meeting the Bank of Japan (BOJ) lowered its inflation forecast for the current 

fiscal year to 1.1% from a previous 1.4% and pushed back the time-line for achieving 2% 

inflation from fiscal 2018 to fiscal 2019. At the same time the BOJ pledged to continue with 

its massive monetary stimulus.  

 

 Retail sales increased in June by 2.1% year-on-year attributed to strong demand for clothing 

and accessories, food and beverage, motor vehicles and building materials. On a month-on-

month basis retail sales increased 0.2% partly reversing the previous month’s 1.5% slump. 

Household spending surged 2.3% on the year, the first rise since February 2016 and 

meaningfully above the 0.5% consensus forecast, reflecting a gradual increase in household 

income and improvement in consumer confidence. The data bodes well for continued 

economic expansion in the second quarter and positive momentum into the second half of 

the year.   

 

EUROPE 

 Germany’s Ifo business confidence index unexpectedly increased in July, hitting a third 

record high in as many months, rising from 115.2 in June to 116.0 well above the 114.9 

consensus forecast. According to Ifo chief Clemens Fuest: “Sentiment among German 

businesses is euphoric.” The Ifo data is consistent with Germany’s GDP growth maintaining 

the first quarter’s (Q1) solid 0.6% expansion rate in Q2 and Q3. The upbeat economic 

environment should boost support for Chancellor Angela Merkel ahead of the general 

election on 24th September. Opinion polls report a decline in support for the far-right AFD 

party to 7% from a peak level of 13%.  

 

 France’s GDP grew in the second quarter (Q2) by a solid 0.55% quarter-on-quarter, 

maintaining the pace of growth set in Q1 and Q4 2016. Growth was powered by strong 

domestic demand and net trade, while the decline in inventories bodes well for growth in 

the second half of the year as stocks are replenished. France’s INSEE business confidence 

got off to a good start in Q3 maintaining June’s level of 109 in July, its highest in six years. 

The business confidence data is consistent with continued GDP growth of 0.5% in Q3.   

 



 

 

 Spain’s GDP growth accelerated in the second quarter (Q2) to 0.9% quarter-on-quarter up 

from 0.8% in Q1, marking its fastest pace since 2014. Growth was broad-based supported by 

buoyant labour markets with unemployment dropping to its lowest since 2009. According to 

Raj Badiani economist at IHS Markit: “The better-than-expected performance in the first 

half of 2017 appears to be underpinned by continued strong employment growth, while 

exports continue to surprise on the upside in line with better demand conditions across key 

markets in the Eurozone and a more competitive currency.”  

 

UNITED KINGDOM 

 GDP grew in the second quarter (Q2) by 0.3% quarter-on-quarter up slightly on the 0.2% 

growth recorded in Q1. The main contributors were transport and communication, 

agriculture and utilities. While the service sector was strong adding 0.42 percentage points 

to GDP expansion, the primary and secondary sectors of the economy were weak. 

Manufacturing and construction each shaved 0.6 percentage points from GDP growth. 

Business confidence and private sector investment remain low while negative real wage 

growth will stymie household spending, painting a bleak overall growth outlook. While the 

Bank of England (BOE) has warned that the next move in interest rates will be upward the 

weak growth environment may sway the central bank into delaying the inevitable.  

 

 The GfK consumer confidence index fell from -10 in June to -12 in July its lowest since the 

post-referendum decline in July 2016 and barring this point its lowest since 2013. The index 

is well below the long-term average of -9 recorded since the survey began in 1974. Among 

the GfK sub-indices households’ opinion on the wider economy fell hardest from -23 to -28. 

Confidence is being tarnished by uncertainty over Brexit talks and contraction in real 

wages. According to Joe Staton, head of Market Dynamics at GfK: “All bets must be on a 

further drift downwards in confidence… Yes, employment is booming, but wages have fallen 

in real terms since 2008 once inflation is taken into account.” The decline in consumer 

confidence will weigh on household spending and GDP growth.  

 

FAR EAST AND EMERGING MARKETS 

 As expected the Bank of Brazil cut its benchmark Selic interest rate by a further 100 basis 

points to 9.25%. The rate cut is the seventh since last October facilitated by a sharp decline 

in the inflation rate. Inflation has dropped from above 10% in 2015 to just 2.78% its lowest 

in 18 years and below the lower boundary of the central bank’s official target rate. The 

central bank’s monetary policy committee, known as Copom, signaled its intention to cut 

the Selic rate by a further 100 basis points at its upcoming policy meeting in September 



 

 

after cutting its inflation forecasts for 2017 and 2018 from 3.8% and 4.5% to 3.6% and 4.3%, 

respectively.  

 

 Taiwan’s industrial production increased in June by an impressive 3.14% year-on-year 

helping dispel concerns over potential delays in the iPhone 8 model launch. Despite the two 

additional working days in June the industrial production numbers confirm the cyclical 

recovery is gaining momentum. While GDP growth slowed from 2.6% quarter-on-quarter in 

the first quarter (Q1) to 2.1% in Q2 global demand for key technological components is 

expected to rise in the second half of the year boosting economic activity over the period.   

 

 Zambia’s consumer price inflation eased further from 6.8% in June to 6.8% in July paving 

the way for a further cut in interest rates at the Bank of Zambia’s (BOZ) upcoming policy 

meeting on 10th August, following its 150 basis point rate cut in May. Meanwhile, the Bank 

of Ghana (BOG) cut its benchmark interest rate by a larger than expected 150 basis points 

to 21% emboldened by falling inflation. With inflation forecast to fall within the BOG’s 

target of 6-10% by 2018 the central bank is likely to pursue further substantial interest rate 

cuts over the remainder of the year. Improving agricultural production and rising 

commodity prices should bolster the currencies, inflation trajectories and outlook for lower 

interest rates across Sub-Saharan Africa.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 8.99 

JSE Fini 15  + 1.16 

JSE Indi 25  + 16.42 

JSE Resi 20  + 7.26 

R/$   + 3.91 

R/€   - 7.22 

R/£   - 3.96 

S&P 500  + 10.34 

Nikkei   + 1.69 

Hang Seng  + 24.20 



 

 

FTSE 100  + 3.21 

DAX   + 5.55 

CAC 40   + 4.76 

MSCI Emerging  + 23.65 

MSCI World  + 11.98 

Gold    + 10.33 

Platinum  + 4.10 

Brent oil  - 7.22 

 

TECHNICAL ANALYSIS 

 The rand has broken key resistance at R/$13.00 pointing to further gains towards R/$12.50 

and thereafter R/$12.00.   

 

 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.  

 

 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 below the key resistance level of 2.0% 

providing continued support for 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.   

 

 The Brent oil price has broken below key support at $50-55, indicating a sharp decline to 

the $40-45 range. 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.  

 

 The break above 54,200 on the JSE All Share index projects an upward move to 60,000 

marking a new high for the JSE.  

 

BOTTOM LINE 

 The All Share Index hit an all-time-record high during trade on Tuesday, exceeding 55,200 

for the first time ever. Following the lacklustre 7% gain in the index over the past three 

years, this is welcome news emitting a positive signal for prospects over the remainder of 

the year.  

 

 The sharp upward move in the All Share index over the past fortnight is attributed to two 

key events, being the surprise Reserve Bank repo rate cut and the resumption of dividend 

payments by bell-weather resource shares.  

 

 The Reserve Bank initiated its long-awaited interest rate cutting cycle on 20th July with a 25 

basis-point reduction in the repo rate. The Reserve Bank’s policy initiative paves the way 

for further rate cuts possibly as soon as September in recognition of a stable rand and tame 

inflation. Dividend yields become increasingly attractive as interest rates decline boosting 

the demand for equities. 

 

 Bell-weather resource stocks, Anglo American and Kumba Iron Ore, have reinstated their 

dividend payments. Based on the interim dividend alone Anglo American is now trading on a 

historic dividend yield of 3% and Kumba Iron Ore on a yield of 8%. Extrapolating for the full 

year the two shares are trading on mouth-watering six-month forward dividend yields of 6% 

and 16%. With the basic materials index comprising 19.48% of the market capitalisation of 

the All Share Index, the resumption of dividend payments in key resource counters may 

provide the catalyst to a further re-rating in the equity market. 

 

 The All Share Index has struggled to break the key 55,000 mark for the past three years. 

With catalysts in place, notably the interest rate cycle and compelling dividend yields in 



 

 

the resources sector, the short- and medium-term prospects for the local share market 

have improved dramatically.  

 

 Technical analysis corroborates the positive outlook. The decisive breakout in the All Share 

Index above key resistance at 54,200 is expected to herald a sharp move upwards to 60,000 

and the potential start of the next bull market.  
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