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IN THIS WEEK’S BOTTOM LINE 

 The speed with which President Ramaphosa has implemented change is cause for 

celebration. Few expected Ramaphosa to take over as the nation’s president so soon. The 

strength and conviction of his reforms is likely to build momentum. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales growth slowed in December to 5.3% year-on-year from 7.9% in November but 

exceeded the consensus forecast of 4.0%. Some pullback had been expected following the 

surge in retail spending in November, linked to Black Friday discounting. Among retail 

categories, textiles, clothing, footwear & leather goods increased in December by 5.9% on 

the year, pharmaceuticals, medical goods, cosmetics and toiletries by 5.6%, and household 

furniture, appliances and equipment by 10.0%. Retail sales grew in the fourth quarter (Q4) 

by 2.2% quarter-on-quarter, accelerating from 1.5% in Q3. Retail sales likely contributed 

around 0.5 percentage points to Q4 GDP growth. Retail sales are expected to gain further 

momentum during 2018 in line with rising consumer confidence. Real incomes will benefit 

from benign inflation and an expected decline in interest rates. At the same time credit 

extension to the household sector is likely to increase amid stronger demand and a 

relaxation of credit standards.  

 

 The Labour Force Survey shows that despite a decline of 21,000 in total employment the 

unemployment rate fell in the fourth quarter (Q4) to 26.7% after remaining unchanged in 

the prior two quarters at 27.7%. This is due to a decline in the labour participation rate. 

The number of discouraged job seekers increased over the quarter by 4.2%. During the 

quarter, employment in the formal sector fell by 135,000 outweighing the 119,000 gain in 

informal sector employment. The community and social services sector showed the 

strongest employment growth over the quarter at 75,000 while the agricultural sector 

added 39,000 jobs helped by the continued recovery from the drought. Jobs growth is likely 

to rebound in 2018, driven by economic policy reform and a return in business confidence 

and investment.  

 

 Net foreign investor inflows into South Africa’s equity market surged in the past week in 

positive response to Zuma’s resignation and the swearing-in of Cyril Ramaphosa as South 

Africa’s new president. Net equity inflows reached R7.42 billion in the past week lifting the 

month-to-date total to R12.94 billion and the year-to-date total to R22.47 billion. The 



 

 

positive trend is in stark contrast to 2016 and 2017, when foreigners pulled a net R124.83 

billion and R43.10 billion from South Africa’s equity market. Foreign investors have shown a 

greater appetite for equities than bonds since the start of the year with net year-to-date 

outflows from the bond market measuring R3.78 billion. Equity market inflows are expected 

to maintain the positive trend during the year amid rising financial market optimism and 

positive economic policy reforms. (See Bottom Line for further analysis).  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank composite business cycle leading indicator: Due Tuesday 20th February. 

Helped by greater policy certainty, the Reserve Bank composite business cycle leading 

indicator, a measure of business conditions 6-9 months ahead, is expected to build on its 

solid November reading, the equal highest since 2013. 

 

 Consumer price inflation: Due Wednesday 21st February. Consumer price inflation (CPI) is 

expected to decelerate from 4.7% year-on-year in December to 4.4% in January, according 

to consensus forecast, helped by fuel price declines. A stronger rand and mild administered 

price increases such as utility and municipal rates should keep CPI well below the upper 

limit of the Reserve Bank’s 3-6% target range during 2018.  

 

 2018 Budget: Due Wednesday 21st February. Following the shock deterioration in budget 

deficit forecasts given at the Medium-Term Budget Policy Statement in October, the 2018 

Budget will be closely assessed for its commitment to fiscal consolidation, both on the 

revenue side and the expenditure side. At the same time credit rating agencies will require 

assurance that economic growth is not being sacrificed.  

 

GLOBAL 

 In an escalation of trade protectionism, US commerce secretary Wilbur Ross recommended 

imposing a global tariff of at least 24% on imports of steel and 7.7% on imports of 

aluminium, on the grounds of national security risk. President Trump, who has until April to 

decide on adopting the recommendations said: “I want to keep prices down but I also want 

to make sure we have a steel industry and an aluminium industry and we do need that for 

national defence.” While domestic steel and aluminium companies hailed the 

recommended tariffs other industry groups were more circumspect, citing higher costs for 

the auto and construction industries. In addition, rising protectionism will provoke 

retaliation from other countries. Wang Hejun, chief of the trade remedy and investigation 

bureau at China’s Ministry of Commerce said: “If the final decision from the US hurts 

China’s interests, we will certainly take necessary measures to protect our legitimate 

rights.”  

 



 

 

NORTH AMERICA 

 Housing starts, measuring the commencement of new construction, increased a solid 9.7% 

month-on-month in January rebounding from the 6.9% decline in December. The strong 

start to 2018 is especially encouraging given the poor weather during the period. The 

number of new building permits issued also increased by a robust 7.4% on the month, 

indicating a continuation of strong housebuilding activity in the months ahead. While 

housing starts are volatile on a month-to-month basis the positive longer-term trend 

remains intact rising in the 12 months to end January by 7.3% on the year.  

 

 Core consumer price inflation (CPI), excluding food and energy prices, increased in January 

by 0.35% month-on-month its fastest pace since March 2005 and up strongly from 0.2% in 

December. However, due to base effects in the comparative year-ago period the year-on-

year rate remained unchanged at 1.8%. The data prompted a spike in the US 10-year 

Treasury bond yield to 2.92% its highest level in four years, as financial markets continued 

to price-in rising inflation expectations. The headline CPI, including food and energy prices, 

fell on a year-on-year basis from 2.1% to 1.9% but on a month-on-month basis accelerated 

from 0.2% to 0.5%. As the base effect dissipates the year-on-year CPI measures are likely to 

rise towards and potentially exceed the Fed’s 2% target. Despite the pick-up in inflation the 

newly elected Federal Reserve Chairman, Jerome Powell, has reassured financial markets 

that a gradual approach to monetary policy tightening will be followed. Analysts have 

pointed out that some CPI components in the January reading may be aberrations and likely 

to pull-back in February. Apparel prices, for instance, jumped 1.7% on the month, the 

biggest gain since February 1990.  

 

 Producer price inflation (PPI) increased in January by 0.4% month-on-month after being 

unchanged in December and picked-up on a year-on-year basis from 2.6% to 2.7%, 

exceeding the 2.4% consensus forecast. Core PPI, excluding food, energy and trade 

services, jumped 0.4% on the month up from 0.1% in December and rose 2.5% on the year 

up from 2.3% in December. The PPI readings, a leading indicator for downstream consumer 

price inflation, are signalling the potential for a pick-up in inflationary pressure as the year 

progresses. Among the PPI components medical cost increases were pronounced, which 

does not bode well for the Fed’s preferred inflationary measure, the personal consumption 

expenditures (PCE) price index. The PCE has a heavy weighting to medical-related prices. 

The January PCE reading due for release on 1st March, registered 1.7% in December. The 

Fed forecasts PCE to increase to 1.9% by end 2018 and 2% by end 2019.   

 

 A Wall Street Journal survey of 63 economists from business, financial and academic 

backgrounds, remained upbeat on the US economic outlook despite the survey being taken 

in the first week of February in the middle of the recent correction in financial markets. 

According to the survey’s forecasts US GDP growth will accelerate to 2.8% in 2018 boosted 

by Trump’s tax plan, up from 2.3% in 2017 and 1.5% in 2016. The respondents gauged the 



 

 

probability of a recession in 2018 at just 14% although raised slightly from 13% in January’s 

survey. The consensus view is that newly elected Federal Reserve Chairman Jerome Powell 

would raise interest rates gradually in 2018 in three 25 basis-point instalments.  

 

 Retail sales unexpectedly fell in January by 0.3% month-on-month. While some pullback in 

growth had been expected following the strong 0.4% gain in December the decline is worse 

than the consensus forecast increase of 0.2%. Despite the January decline, retail spending 

is expected to continue growing at a solid pace during 2018. The University of Michigan US 

consumer confidence index, a closely watched barometer of consumer spending appetite, 

increased sharply from 95.7 in January to 99.9 in February its highest reading since October 

when it hit 100.7. The October reading was the highest since 2004. The consumer 

confidence reading increased despite the correction in US financial markets during the first 

week of February. According to Richard Curtin, the survey’s chief economist: “Stock market 

gyrations were dominated by rising incomes, employment growth, and by net favourable 

perceptions of tax reforms.”  

 

JAPAN 

 Japan’s trade surplus increased sharply in January to ¥373 billion up from ¥90.7 billion in 

December. Exports increased by 12.3% year-on-year up from 9.3% in December, marking the 

14th consecutive month of growth. The export performance is especially encouraging given 

the strong appreciation in the yen since the start of the year. Strong global demand is 

expected to continue supporting Japanese manufacturing activity and exports over the 

medium-term. Outbound shipments to Asia increased 16% on the year while exports to 

Europe increased 20.8%, indicating healthy external demand.  

 

 GDP growth slowed in the fourth quarter (Q4) to 0.1% quarter-on-quarter from 0.6% in both 

Q3 and Q2, below the consensus forecast of 0.2%. Despite the slowdown GDP marked its 

eighth successive quarterly gain, its longest winning streak since the period 1986-1989 when 

the economy grew over 12 consecutive quarters. However, this time around the economy is 

on a more solid footing compared to the bubble years of the late 1980s making the 

expansion more sustainable. Private consumption, which accounts for around 60% of 

Japan’s GDP, grew in Q4 by an annualised 0.5%, the first positive reading in six months, 

indicating a return to self-sustaining growth and a reduced reliance on exports. Consumer 

spending was helped by a robust increase in employee compensation, which grew in real 

terms over the quarter by a solid 1.2% annualised. Capital expenditure increased 0.7%, 

signalling an upturn in capacity growth and a continuation of the growth cycle.  

 

 Haruhiko Kuroda was reappointed as governor of the Bank of Japan (BOJ), making him the 

first governor to serve a second term since 1961. The two deputy governor appointments 



 

 

are Masayoshi Amamiya, who helped structure Kurodos’ monetary stimulus policies during 

his first term, and Masazumi Wakatabe, who has repeatedly urged even more aggressive 

stimulus. The BOJ appointments, especially of Wakatabe as deputy governor, signal a 

strong commitment to the continuation of massive monetary stimulus. The inflation rate 

remains below 1% far from the BOJ’s 2% target. The BOJ’s timeline for reaching 2% inflation 

has been pushed back six times and now stands at March 2000. Wakatabe announced in 

December that the BOJ should step-up its monthly purchases of government bonds from the 

annual target of ¥80 trillion to ¥90 trillion. Wakatabe speculated last year on the use of 

“helicopter money”, which would entail the printing of money to monetise government 

debt. 

 

EUROPE 

 Eurozone industrial production increased in December by more than expected, rising 0.4% 

month-on-month and 5.2% year-on-year. Meanwhile November’s increase was revised 

upwards from 1.0% on the month to 1.3% and from 3.2% on the year to 3.7%. The strong 

December reading was driven by solid production figures for durable consumer goods, 

intermediate goods and capital goods, gaining on a year-on-year basis by 7.4%, 6.6% and 

7.6%, respectively. Forward-looking surveys indicate industrial production will gather 

further momentum in the months ahead, suggesting a repeat of the Eurozone’s 2017 GDP 

growth rate of 2.5% in 2018.  

 

 More than half of the companies making-up the Stoxx Europe 600 index, which have so far 

reported quarterly results, have beaten analysts’ earnings forecasts. The proportion of 

companies beating earnings expectations is on an upward trend, reflecting high quality 

earnings growth driven by a combination of increasing revenue and rising margins. With the 

economic upswing still at a nascent stage, profit margins are still rising from a relatively 

low base. Moreover, European companies have strong balance sheets following years of 

repair work during the period of sluggish economic growth up to 2016. 

 

UNITED KINGDOM 

 Consumer price inflation (CPI) registered 3.0% year-on-year in January unchanged from 

December’s level. The inflation rate has exceeded the Bank of England’s (BOE) 2.0% target 

for 11 straight months. Although meeting the BOE’s forecast in January the central bank, 

citing rising wage pressure, stated in its latest policy minutes that inflation could rise 

temporarily back above 3%. While imported inflation is expected to ease over the next few 

months in response to the stronger pound, this will be counterbalanced by the recovery in 

domestic demand. Core CPI, excluding food and energy, accelerated in January from 2.5% 

to 2.7%. More encouragingly however, producer price inflation (PPI) eased in January from 



 

 

3.3% to 2.8% below market expectations of 3.0%. PPI is viewed as a leading indicator for 

downstream CPI.  

 

 Retail sales increased in January by just 0.1% month-on-month well below the 0.5% 

consensus forecast, failing to rebound from December’s 1.4% plunge. On a year-on-year 

basis, retail sales gained slightly from 1.5% to 1.6% but fell short of the 2.5% consensus 

forecast. The Office for National Statistics, which prepared the data, reported that: 

“Retails sales growth was broadly flat at the beginning of the new year with the longer-

term picture showing a continued slowdown in the sector.” Weakness in retail sales is 

attributed to the combination of lacklustre income growth and above-target inflation.  

 

FAR EAST AND EMERGING MARKETS 

 Thailand’s GDP grew in the fourth quarter (Q4) by 0.5% quarter-on-quarter down from 1.0% 

in Q3 and below the 0.7% consensus forecast. Q4 capped the fifteenth consecutive quarter 

of growth in Thailand and despite the year-end slowdown growth increased in 2017 to 3.9% 

up from 3.3% in 2016. Q4 GDP growth was driven by the non-agricultural sector, which 

increased output by 4.6% on the year helped by a surge in tourism. The end of the mourning 

period for the late king led to a rebound in the number of overseas tourists, increasing in 

Q4 by 19.5% on the year. While the outlook for GDP growth in 2018 remains positive, 

political risk may increase. Delays to the election bill suggest the general election may be 

postponed until 2019.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 1.35 

JSE Fini 15  + 2.57 

JSE Indi 25  - 2.73 

JSE Resi 20  - 0.07 

R/$   + 6.03 

R/€   + 2.64 

R/£   + 2.46 

S&P 500  + 2.19 

Nikkei  - 2.70 



 

 

Hang Seng  + 4.00 

FTSE 100  - 5.72 

DAX   - 4.12 

CAC 40  - 1.06 

MSCI Emerging + 3.68 

MSCI World  + 1.54 

Gold   + 3.89 

Platinum  + 8.98 

Brent oil  - 1.23 

 

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 

 Last week marked a historic “end of an error” for South Africa. President Zuma resigned 

and on the next day President Ramaphosa was officially sworn-in. The Nelson Mandela 

Foundation summed-up Zuma’s presidency: “Systematic looting by patronage networks 

linked to President Zuma have betrayed the country Nelson Mandela dreamed of as he took 

his first steps of freedom 28 years ago.” 

 

 President Ramaphosa gave a statesmanlike speech in his State of the Nation Address 

(SONA). The speech earned a standing ovation even from opposition parties. The whole first 

hour of President Ramaphosa’s SONA was dedicated to the economy. The emphasis bodes 

well. Strong economic growth will bring down unemployment, eradicate poverty, reduce 

the budget deficit and fund social upliftment.  

 

 The commitment to land expropriation without compensation should not cause undue 

concern. Land expropriation is likely to be centred on tribal land. Tribal land is seldom 

developed and remains unproductive as those living on the land do not have ownership and 

do not qualify for bank loans. The motivation behind land expropriation is to redress 

inequality and increase agricultural productivity. The distribution of tribal land would help 

meet these objectives.  

 

 Financial market optimism has surged over the past three months in positive response to 

Ramaphosa’s ascendency. Since Ramaphosa’s election as head of the ANC the rand has 

strengthened against the US dollar by over 20% and around 15% versus the euro and sterling. 

The benchmark R186 bond yield has firmed from 9.50% to 8.15%. Net foreign investor 

inflows into South Africa’s equity market have exceeded R40 billion. 

 

 Despite the strong outperformance by the rand and South African gilts versus other 

emerging markets, they remain cheap on a relative basis. The R186 bond yield is still 

around 400 basis points above inflation, a much higher real yield than most emerging 



 

 

markets. There is considerable scope for further tightening in yield spreads versus other 

emerging market bonds and for further strengthening in the rand. 

 

 The speed with which President Ramaphosa has implemented change is cause for 

celebration. Few expected Ramaphosa to take over as the nation’s president so soon. The 

strength and conviction of his reforms is likely to build momentum. 

 

 One of the concerns often expressed is just how much needs to be done to stabilise South 

Africa’s economy. Yet, having a lot to do means there is a lot that can be done. Hence, we 

can expect a rapid succession of positive policy announcements, each a potential catalyst 

for further improvement in business, investor and consumer confidence. 

 

 News from the Budget, credit rating agencies, state-owned enterprises, cabinet reshuffles, 

corruption court hearings and economic policy reform, each hold the potential to prompt a 

further upgrade of “South Africa Inc.” Like the changes that have occurred so far, the pace 

of improvement is likely to take many by surprise.  
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