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IN THIS WEEK’S BOTTOM LINE 

 While most recent earnings do not warrant the broad rally in the clothing retail sector, 

equity investors are forward looking and see a brightening outlook. The sector is back in 

fashion.  The outlook for consumer discretionary spending has been greatly enhanced by 

the shift in political leadership and increased policy uncertainty.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The RMB/BER Business Confidence Index (BCI) surged by 11 points from 34 in the fourth 

quarter (Q4) to 45 in Q1. Although still below the key 50-level which signals contraction, 

the BCI has seldom risen so quickly. Since 1975, when the data series began, the BCI has 

risen by 11 points on only 15 occasions. Sentiment improved across the BCI sub-indices with 

gains shown in manufacturing, retail, wholesale, new vehicle dealers and building 

confidence. If sustained, the Q1 BCI implies a much-improved economic growth 

performance in 2018. However, some caution is warranted. While sentiment has recovered 

strongly from last year’s lows, this has not yet translated into actual economic activity. 

Moreover, anxiety over land expropriation may undermine recent gains in policy certainty.  

 

 Manufacturing growth improved in January to 2.5% year-on-year up from 1.8% in December. 

The gain is attributed mainly to the food and beverage sector, which grew 10.1% on the 

year contributing 2.5 percentage points to headline growth. The weak base effect caused 

by last year’s drought boosted the growth figure. Other sectors showing strong year-on-year 

growth include motor vehicle and parts, glass and non-metallic mineral products, iron, 

steel, machinery and equipment, with respective gains of 5.5%, 5.2% and 4.3%. The outlook 

for manufacturing output has improved, helped by prospects for increased domestic 

demand, strengthening global growth, and falling producer price inflation. The Absa 

manufacturing purchasing managers’ index (PMI) moved above the expansionary 50-level in 

February for the first time since May 2017, indicating further positive momentum in 

manufacturing growth in the months ahead.  

 

 Mining production increased in January by 2.4% year-on-year more than reversing the 0.5% 

decline in December and beating the 1.3% consensus forecast. On a month-on-month basis 

mining production increased by 1.0%. Iron ore production grew 25.1% on the year up from 

15.9% the previous month, contributing 3.4 percentage points to headline growth. While 

making smaller contributions, other non-metallic minerals grew 27.1%, diamonds by 22.7% 

and building materials by 25.2%. While increased global growth and rising international 

commodity prices have boosted mining production, the industry has been unable to fully 



 

 

capitalise on the positive environment due to uncertainty over mining legislation. However, 

policy and regulatory uncertainty is expected to be addressed by the new Minister of 

Mineral Resources, Gwede Mantashe, and greater coordination between government and 

the private sector.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank Composite Leading Business Cycle Indicator: Due Tuesday 20th March. The 

Composite Leading Business Cycle Indicator, which dipped slightly in December from 105.2 

to 104.6, may have slipped again in January due to uncertainty over land expropriation and 

unease over global trade.  

 

 Reserve Bank Quarterly Bulletin: Due Tuesday 20th March. Buoyed by a healthy trade surplus 

and weak domestic demand, the current account deficit is expected to have declined in the 

fourth quarter (Q4) last year to 2.1% of GDP from 2.3% in Q3, according to consensus 

forecast.  

 

 Consumer price inflation: Due Tuesday 20th March. Consumer price inflation (CPI), which 

has been on a downward trend over the past year, is expected to have decelerated further 

in February to 4.2% year-on-year compared with 4.4% in January, according to consensus 

forecast. Inflation is being pushed lower by the stronger rand and the stabilising oil price.  

 

 Retail sales: Due Thursday 22nd March. Retail sales growth, which has consistently surprised 

to the upside over the past three months, may again beat expectations in January following 

December’s stellar 5.3% increase. Consumer confidence has gained amid greater political 

and policy certainty post the outcome of the ANC elective conference in December.  

 

 Moody’s credit rating announcement: Due Friday 23rd March. Following Moody’s positive 

response to February’s State Budget the credit rating agency is expected to keep South 

Africa’s investment grade sovereign rating when it makes its announcement on Friday. 

While unexpected, a downgrade by Moody’s would mean the three main rating agencies 

would have South Africa at junk status resulting in the country’s expulsion from the Citi 

Government Bond Index.  

 

GLOBAL 

 The Organisation for Economic Cooperation and Development (OECD) raised its forecast for 

global economic growth for 2018 from 3.7% to 3.9% noting improvements in almost every 

country and “significant” accelerations in the US, Germany, France, Mexico, Turkey and 

South Africa. The OECD cited a broad based increase in business investment spending, 

which created the foundation for a more sustained economic upswing. The report made 

specific reference to US fiscal stimulus and the new German coalition government’s 

proposal to increase public spending, although warned that US and German fiscal stimulus 



 

 

held uncertain outcomes due to being so late in the economic upswing. The OECD cautioned 

that: “Trade protectionism remains a key risk that would negatively affect confidence, 

investment and jobs.” The OECD cautioned that normalisation in monetary policy also held 

risks due to high debt levels and elevated asset prices: “The prolonged period of low-

interest rates and volatility has encouraged greater risk-taking, making the financial system 

more exposed to shifts in market sentiment as monetary policy normalises.”  

 

 Forty-five trade associations, representing a broad cross-section of US industry and service 

sectors, are petitioning the Trump administration to negotiate rather than impose heavy 

tariffs, as a means of addressing China’s trade and investment policies. The petition letter 

stated that the imposition of heavy tariffs: “Would trigger a chain reaction of negative 

consequences for the US economy, provoking retaliation, stifling US agriculture, goods, and 

service exports, and raising costs for businesses and consumers.” The petition follows a 

letter to President Trump signed earlier in the month by 107 Republican members of 

Congress which stated that: “Tariffs are taxes that make US businesses less competitive and 

US consumers poorer.” The World Trade Organisation (WTO) warns of the risk of tariff 

retaliation. According to WTO director-general Roberto Azevedo: “Once we start down this 

path, it will be very difficult to reverse direction. An eye for an eye will leave us all blind 

and the world in deep recession.”  

 

NORTH AMERICA 

 The Business Roundtable CEO Economic Outlook Index, a composite of CEO projections for 

revenues and plans for capital spending and hiring over the next six months, hit its highest 

level since the data series began in 2002. The Index surged to 118.6 in the first quarter (Q1) 

from 96.8 in Q4. Readings above 50 indicate expansion. The gauge of capital spending plans 

in the next six months increased from 92.7 to 115.4. The survey boosted its forecast for US 

GDP growth in 2018 from 2.5% to 2.8%. The survey is the first since US tax proposals were 

adopted in December but was conducted prior to the imposition of trade tariffs on steel 

and aluminium. The Business Roundtable favours negotiation as a means of reducing global 

trade tariffs. Joshua Bolten, Business Roundtable president and CEO warned that: “Missteps 

on important elements of US trade policy will undermine great economic progress that’s 

been realised so far from tax reform and regulatory relief, perhaps even reverse it.”  

 

 The National Federation of Independent Businesses (NFIB) Small Business Optimism Index 

increased in February from 107.1 to 107.6 its second-highest level since the survey began in 

1973, second only to a reading of 180 in 1983. NFIB chief economist Bill Dunkelberg said: 

“Small-business owners are telling us loud and clear that they’re optimistic, ready to hire 

and prepared to raise wages.”. Almost all index sub-components either improved or held 

steady, attributed to tax cuts and deregulation. The profit trend index improved to its best 

level since 1987. Unfortunately, the surge in optimism is likely to reverse in March in 

negative reaction to President Trump’s threatened trade protectionism.  



 

 

 

 Industrial production increased in February by the most in four months, rising 1.1% month-

on-month, while the previous month’s decline was revised upwards from -0.5% to -0.3%. 

Industrial production includes mining, manufacturing and utilities output. While utilities 

output fell 4.7% due to unseasonably warm weather, mining output jumped 4.3% and 

manufacturing output by 1.2% its largest gain since October when output rebounded 

following a particularly disruptive hurricane season. Manufacturing production showed a 

broad-based improvement across all major categories with an encouraging pick-up in 

production of business equipment and durable consumer goods. Overall industrial capacity 

utilisation increased from 77.4% to 78.1%, its highest level since January 2015 indicating 

declining slack in the economy. However, capacity utilisation remains below the long-term 

average of 79.8% suggesting a continued absence of cost-push inflationary pressure.   

 

 Consumer price inflation (CPI) fell back in February providing relief from last month’s 

inflation spike. CPI fell from 0.5% month-on-month in January to 0.2% in February. The 

decline is even more pronounced in unrounded terms, with CPI falling from 0.539% to 

0.15%. Core CPI, excluding food and energy prices, fell from 0.3% to 0.2% or 0.349% to 

0.182% in unrounded terms. Owner’s equivalent rent of primary residence, which is what a 

homeowner would pay or receive in rent, increased 0.2% down from 0.3% the previous 

month. Healthcare costs fell 0.1% partly reversing the previous month’s 0.4% increase. New 

vehicle prices fell 0.5% the biggest decline since August 2009. Apparel prices increased 1.5% 

following January 1.7% increase, but will likely reverse in coming months given that apparel 

prices have experienced deflation for the past two decades. The softer inflation data ease 

fears which emerged last month of rising inflation. The US economy remains in a sweet spot 

of rising employment, strong consumer sentiment and moderate inflation.  

 

 The University of Michigan US consumer sentiment index climbed in March to its highest 

level since 2004 buoyed by employment growth, rising home prices and tax reforms. The 

consumer sentiment index increased from 99.7 to 102 well above the consensus forecast 

decline to 99.3. Richard Curtin, the survey’s chief economist, said: “Consumers continued 

to adjust their expectations in reaction to new economic policies.” However, optimism over 

tax reforms was weighed down by negative views on steel and aluminium tariffs, which 

were mentioned by one in five surveyed consumers. Curtin also noted that: “Importantly, 

near term inflation expectations jumped to their highest level in several years, and interest 

rates were expected to increase by the largest proportion since 2004.”  

 

CHINA 

 China’s economy expanded at a faster rate than expected in the first two months of the 

year. The National Bureau of Statistics combined data for January and February to limit 

distortions caused by the timing of the Lunar New Year holidays. The holidays occurred in 



 

 

January last year but February this year. Industrial production grew 7.2% year-on-year in 

the first two months of the year, up from 6.2% in December and the fastest growth since 

June 2017. Urban fixed investment increased 7.9% up from 7.2%. Retail sales growth 

improved from 9.4% to 9.7% boosted by a 35.6% increase in online sales. Despite 

government policy aimed at cooling the property market, property investment increased 

9.9% the fastest pace since January/February 2015 well above the 7% pace achieved in 

2017. While the level of economic activity is encouraging, the effect of slowing credit 

growth and tighter fiscal policy may undermine growth momentum in the remainder of 

2018.  

 

 President Xi Jinping has appointed Yi Gang to take over from outgoing Zhou Xiaochuan as 

Governor of the People’s Bank of China (PBOC). Yi Gang, long-time deputy under Zhou, is a 

US trained economist. He earned a PhD in economics from the University of Illinois and 

taught for six years at the University of Indiana. He is known as an advocate of free market 

reforms. While the PBOC is not independent from central government unlike most western 

central banks, the appointment bodes well for continued financial market liberalisation. At 

a press conference last week Yi pledged to liberalise China’s capital account and make it 

easier for foreign firms to invest in China.  

 

JAPAN 

 Core machinery orders, a reliable indicator of capital spending six to nine months ahead, 

increased in January by 8.2% month-on-month the fastest pace in two years. The increase 

largely reverses the 9.3% decline in December. In year-on-year terms core machinery orders 

increased 2.9% well above the 0.6% consensus forecast. Core machinery orders exclude 

more volatile orders for utilities and ships. The upbeat core machinery orders suggest 

capital spending will continue to contribute to economic growth. According to Capital 

Economics senior Japan economist Marcel Thieliant: “The bigger picture is that firms are 

facing the most severe capacity and staff shortages since the early 1990s which suggests 

that capital spending will continue to expand at a solid pace this year.”  

 

EUROPE  

 Formal coalition talks will begin on 23rd March after Italy’s new parliament convenes. The 

coalition talks, mediated by President Sergio Mattarella, are expected to last weeks with no 

easy solution on the horizon. Italy’s general election on 4th March rewarded the two 

populist parties, the anti-establishment Five Star and the anti-immigration League parties 

with 32 % and 18% of the vote respectively. While both parties are at opposing ends of the 

political and ideological spectrum they hold some common ground, namely their opposition 

to the previous centre-left government and its structural labour market and pension 



 

 

reforms. A coalition comprising the Five Star and League parties would undermine Italy’s 

commitment to EU control and fiscal rules. 

 

 Eurozone industrial output fell in January by 1.0% month-on-month suffering its first decline 

since September when production fell 0.7% while year-on-year growth slowed to 2.7% from 

5.2% in December. The chief culprit was energy output which fell 6.6% on the month, 

followed by durable consumer goods which fell 1.9%. By contrast capital goods production 

increased 1.2%. Among Eurozone members, Germany’s industrial production gained just 

0.3% on the month while the Netherlands, Spain and France suffered declines of 5.7%, 2.5% 

and 2.0%. While slightly disappointing some pullback had been expected from December’s 

multi-year peak. Forward-looking survey data signals a continuation of strong industrial 

activity during 2018.  

 

UNITED KINGDOM 

 The UK and the EU agreed terms for a transition period of 21 months from 29th March 2019 

until the end of 2020. The extension of the UK’s effective participation in the EU single 

market provides businesses with an extra 21 months to prepare for a complete departure 

from the trading bloc. Despite the UK no longer able to participate in EU decision making 

during the transition period the agreed measure removes the risk of a “cliff-edge” exit next 

year. The UK’s Brexit secretary David Davis also announced that the UK would be free to 

negotiate and sign new trade deals with non-EU countries during the transition period 

although they would only come into effect in 2021. The transition period announcement 

boosted the pound sterling to its strongest trade weighted level in a month.  

 

FAR EAST AND EMERGING MARKETS 

 Singapore’s non-oil exports, a closely watched indicator of global trade, unexpectedly fell 

in February following four months of strong growth. Non-oil exports fell 5.9% year-on-year 

in contrast to the 12.9% gain in January. Part of the decline is attributed to the Chinese 

Lunar New Year holiday, which occurred in February, causing a ramp-up in Chinese export 

demand in January and a sharp drop the following month. Exports to China fell in February 

by 23.6% on the year. However, exports to the EU also fell sharply by 15.8% suggesting a 

broader slowdown. While Singapore exports are likely to show a rebound in March and 

stabilise over the remainder of the year they are unlikely to match the heady growth rate 

of 9.2% achieved in 2017.  

 

 

 



 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 2.38 

JSE Fini 15  + 2.81 

JSE Indi 25  - 2.78 

JSE Resi 20  - 3.93 

R/$   + 3.00 

R/€   + 0.72 

R/£   - 0.66 

S&P 500  + 1.47 

Nikkei  - 5.64 

Hang Seng  + 5.33 

FTSE 100  - 8.39 

DAX   - 5.42 

CAC 40  - 1.69 

MSCI Emerging + 3.90 

MSCI World  + 0.33 

Gold   + 0.94 

Platinum  + 1.33 

Brent oil  - 0.59 

 

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 

 Has the tide turned positively in favour of the clothing retail sector? As little as six months 

ago the sector was depressed by weak economic growth, subdued consumer confidence and 

declining earnings.  

 

 Despite a raft of earnings forecast downgrades and sell recommendations from analysts the 

sector has taken off over the past six months. The Big-4 of the clothing retail sector, 

comprising Mr. Price (MRP), Woollies (WHL), Foschini (TFG) and Truworths (TRU), with 

respective market capitalisations of R72 billion, R63 billion, R53 billion and R45 billion, 

have except for Woollies, shown remarkable share price gains over the past six months. 

Over six months, in descending order, TFG, MRP, TRU and WHL have gained 60%, 52%, 30% 



 

 

and 0.6%. Over 12 months, MRP is the leader with 59%, followed by TFG and TRU gaining 

31% and 12% while WHL has lost 17%. 

 

 While most recent earnings do not warrant the broad rally in the clothing retail sector, 

equity investors are forward looking and see a brightening outlook. The sector is back in 

fashion.  The outlook for consumer discretionary spending has been greatly enhanced by 

the shift in political leadership and increased policy uncertainty.  

 

 Improved prospects for economic growth will boost jobs growth and wage growth. At the 

same time a strengthening rand and falling inflation will facilitate cuts in interest rates 

further boosting household disposable income.  

 

 Following years of depressed consumer confidence and lacklustre household credit 

extension, households’ debt to disposable income has reduced to healthier levels providing 

scope for increased borrowing. Household credit extension is expected to rise from current 

depressed levels buoyed by a combination of rising consumer confidence, increased credit 

demand and a relaxation of lending standards. Banks will be happier to lend in an improving 

economy. 

 

 Clothing retail earnings are expected to rise strongly over the next two-to-three years. 

Rising consumer demand will drive revenue growth. Profit margins will improve significantly 

as revenues exceed the substantial fixed overheads required by retailing infrastructure. 

With clothing retailers importing the bulk of their merchandise the strengthening rand will 

add extra margin enhancement.  

 

 The mixed performance of the big-4 clothing retailers clearly requires investors to choose 

carefully in the sector, favouring a tailored approach. The prospects for a strong rand 

favour retailers with a greater domestic focus and a larger dependence on merchandise 

imports. Operational efficiencies, rising market share, balance sheet health and good 

cashflow conversion are equally important in making a stock selection within the clothing 

retail sector.  

 

 MRP is the favourite clothing retail share amongst foreign investors, who own around 50% of 

the shares in issue. The MRP business model is centred on offering fashionable merchandise 

at “everyday low prices”. MRP enjoys an exceptional track record founded on bulk 

merchandising and low pricing, which combined with a reduced overhead structure has 

resulted in powerful operating margins. While the share is not cheap on a trailing price-

earnings multiple of 26x this rating should unwind rapidly over the next two years. Despite 

the weak operating environment of the past three years, MRP has one of the strongest 

balance sheets on the JSE.  
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