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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) eased more than expected from 6.8% year-on-year in 

December to 6.6% in January, below the 6.7% consensus forecast. Core CPI, excluding food 

and energy prices which tend to be volatile, decelerated sharply from 5.9% to 5.5% well 

below the consensus forecast for no change. The dip in headline CPI is attributed to an 

easing in food price inflation from a peak of 11.7% in December to 11.4%. Food price 

inflation is expected to fall to as low as 1% by the end of this year due to last year’s high 

base levels and improving crop yields. The advent of a mild La Nina weather pattern is 

expected to bring above average rainfalls and increased crop yields. In its most recent 

estimate the South Africa Crop Estimate Committee forecasts an increase in this season’s 

wheat harvest of up to 31%. (See Bottom Line for further analysis). 

 

 Retail sales growth contracted in December by 2.3% month-on-month almost reversing 

November’s downwardly revised 3.0% growth. However, monthly retail sales tend to be 

volatile and some payback had been expected following buoyant Black Friday sales. On a 

year-to-date basis retail sales growth moderated from 3.1% to 0.9% but sales increased in 

the fourth quarter (Q4) by 1.1% quarter-on-quarter following a 0.1% contraction in Q2. Amid 

a generally subdued retail environment, the “textiles, clothing, footwear and leather 

goods” category increased sales by 10.5% on the year, contributing 2.3 percentage points to 

the headline figure. The outlook for retail sales should gradually improve during 2017, 

assisted by the prospect of lower interest rates and the boost to consumer confidence from 

stronger economic growth.  

 

 The unemployment rate fell from 27.1% in the third quarter (Q3) to 26.5% in Q4 although 

higher than last year’s rate of 24.5%. A net 155,000 new jobs were created during the 

quarter although this may reflect the seasonal rise in temporary jobs during the festive 

season. Despite improving commodity prices the mining sector shed 17,000 jobs while the 

manufacturing sector grew its workforce by 44,000 and the agricultural sector by 38,000 

amid improving weather conditions. The biggest contributor was the community and social 

services sector, which mainly comprises government jobs, with an increase of 73,000. The 

transport sector increased its jobs count by 46,000. Employment growth is expected to 

improve during 2017 in line with the gradual recovery in economic growth, stemming from 

rising global trade, firmer commodity prices and normalization in agricultural output. On 



 

 

the demand side, rising consumer confidence should also bolster jobs growth in the 

services, retail and wholesaling sectors.  

 

 In the past week foreign investors bought a net R3.5 billion of domestic bonds, taking the 

total for the month-to-date to R2.9 billion. However, for the year-to-date foreigners have 

been net sellers of domestic bonds to the tune of R0.5 billion. Foreign investors have 

maintained their trend of divesting from South African listed equities, selling a net R1.8 

billion in the past week, R5.1 billion for the month-to-date and R18.5 billion in the year so 

far. Total net inflows amount for the month and year-to-date stand at -R2.2 billion and -

R19 billion.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank Leading Economic Indicator: Due Tuesday 21st February. The leading 

economic indicator (LEI), a forward-looking data point, has increased for four straight 

months between July and November. December’s LEI is expected to remain firm helped by 

the recovery in both mining and agricultural sectors, and prospects for lower interest rates. 

 

 State Budget: Due Wednesday 22nd February. Finance Minister Pravin Gordhan will present 

the State Budget, which is expected to contain a combination of tax increases and 

expenditure cuts to shore-up the rising budget deficit. Due to the weak economy the 

budget deficit is likely to rise from the original 3.2% target set in February 2016 to 3.4% as 

projected in October’s Medium-Term Budget Policy Statement.  

 

 Producer price inflation: Due Thursday 23rd February. Producer price inflation (PPI) is 

expected to decelerate from 7.1% year-on-year in December to 6.6% in January according 

to consensus forecast. The expected decline in PPI is attributed to the high base level in 

last year’s comparative data. 

 

NORTH AMERICA 

 The Dow Jones Industrial index chalked up a seventh straight record high on Friday boosted 

by improving macroeconomic indicators and President Trump’s promise of a “phenomenal” 

announcement on taxes. Company earnings have also been supportive with aggregate 

earnings of companies comprising the S&P 500 index rising in the fourth quarter (Q4) by 

7.3% their best performance since Q3 2014. The 10% post-election rally in the S&P 500 

index has raised questions over the sustainability of the upward move in equities. While the 

equity index is trading on an elevated 19.6x price-earnings multiple, which is higher than 

the 15.2x long-term average, this is supported by a more positive economic outlook. 



 

 

Historically low interest rates and taxation rates, rising fiscal spending and stronger than 

usual earnings growth should support further equity market gains.  

 In her Congressional testimony, Fed Chair Janet Yellen presented an upbeat assessment of 

the US economy noting that: “Business sentiment has noticeably improved in the past few 

months” and that “the pace of wage growth has picked up.” However, she also cautioned 

that: “The US economy and fiscal policy face an uncertain path under the Donald Trump 

administration”. The Fed is therefore likely to wait until there is greater clarity on 

proposed tax cuts and fiscal stimulus, expected around June, before announcing further 

interest rate hikes. Analysts expect two or three rate hikes in the second half of the year 

with the Fed Funds futures market currently pricing in a 44% probability of a 25 basis point 

rate hike in March. Janet Yellen noted that the Fed would shrink its balance sheet, which 

ballooned after years of quantitative easing, as passively as possible tapering only when the 

economic outlook is strong and the rate hiking cycle is well underway. This suggests 

tapering is only likely in 2019 once interest rates reach a level that they can be cut again if 

needed. 

 The National Federation of Independent Business (NFIB) small business sentiment index 

followed December’s 7.4-point surge, the biggest in four decades, with a further increase 

in January from 105.8 to 105.9 its highest level since 2006. According to the NFIB: “Small 

business owners like what they see so far from Washington.” The NFIB compared the recent 

surge in small business sentiment to a similar pattern in 1983, which it noted “was followed 

by years of economic prosperity.” However, the rise in the NFIB index is almost solely 

attributed to the substantial increase in the expectations index. The gap between actual 

and expected small business sales has never been wider. Expectations tend to be more 

volatile and are not always followed by the equivalent move in actual sales.  

 The closely watched Philly Fed manufacturing index, a barometer for activity along the 

Atlantic seaboard, surged higher from 23.6 in January to 43.3 in February, its highest level 

since 1984 marking the biggest gain since June 2009. Although it may seem farfetched the 

current level is consistent with GDP growth of slightly over 6%. The New York based Empire 

State manufacturing index also increased strongly although not to the same degree rising 

from 6.5 to 18.7 its highest since September 2014 and consistent with GDP growth of 3%. 

Although indicated GDP growth projections may not materialize, increased confidence 

readings signal an acceleration in manufacturing output and employment growth in 2017.  

 Consumer price inflation (CPI) increased in January by a substantial 0.6% month-on-month 

well above the 0.3% consensus forecast and its strongest reading since February 2013. On a 

year-on-year basis CPI accelerated from 2.1% to 2.5% its highest rate since March 2012. The 

surge in CPI is predominantly due to the 7.8% month-on-month jump in gasoline prices, 

although core CPI which excludes food and energy prices also increased by a sturdy 0.3% on 



 

 

the month. On a year-on-year basis core CPI increased from 2.2% to 2.3% and on a three-

month annualised basis reached 2.9% its highest in six years. The increase in inflation raises 

the prospect of a March Federal Reserve interest rate hike and the possibility of two more 

rate hikes over the remainder of the year.  

 Retail sales increased in January by 0.4% month-on-month well ahead of the 0.1% consensus 

forecast. The 2.3% increase in gasoline station sales compensated for the 1.4% decline in 

motor vehicle sales which followed a reduction in discount pricing. Core retail sales, 

excluding autos, gasoline and building materials, grew by a solid 0.4% on the month while 

December’s growth was revised upwards from 0.2% to 0.4%. Core retail sales most closely 

correspond to the consumption component of GDP. January’s retail data mirrors the 

improvement in consumer confidence since the US presidential election in November and 

signals an acceleration in GDP growth in the first quarter.  

 Industrial production unexpectedly fell in January by 0.3% month-on-month undershooting 

the 0.0% consensus forecast, attributed to a 5.7% decline in utilities output. Utilities output 

had increased in December by 5.1% due to colder weather but reversed in January due to 

unusually warm weather. Other sectors performed well with manufacturing output rising 

0.2% on the month and mining output by 2.8% amid increased oil production. Industrial 

production is expected to gather momentum during 2017 amid recovering global demand 

and improved US competitiveness as the effect of the dollar’s surge in 2014 and 2015 starts 

to fade.  

 

CHINA 

 China’s consumer price inflation (CPI) accelerated from 2.1% in December to 2.5% in 

January. However, the National Bureau of Statistics noted that the pick-up in inflation was 

exacerbated by higher food and travel costs associated with the Lunar New Year holiday. 

CPI is still well below the People’s Bank of China (PBOC) 3% target and although producer 

price inflation picked-up from 5.5% to 6.9% the inflationary threat is negligible given the 

high level of excess capacity in China’s economy. According to Capital Economics China 

economist Julian Evans Pritchard: “Tighter monetary policy, slowing income growth and 

cooling property prices should keep broader price pressure contained over the medium 

term.” He attributed the PBOC’s recent hike in short-term interest rates to concerns over 

excess leverage rather than inflation.  

 

 The People’s Bank of China (PBOC) reported new loan issuance of 2.03 trillion yuan in 

January, less than the 2.3 trillion consensus forecast. The shortfall is attributed to 

regulators’ attempts at constraining loan growth. With credit extension moving off bank 



 

 

balance sheet new total social financing, a broader measure of credit and liquidity, 

increased in January to a new record of 3.74 trillion yuan well above the 3.2 trillion 

consensus forecast. The strong increase in total social financing comes despite 

government’s repeated attempts at reducing the economy’s excessive leverage.   

 

JAPAN 

 Japan logged a ¥1.09 trillion trade deficit in January, its first deficit in five months as 

imports increased 8.5% year-on-year marking the first rise since November 2014. Exports 

also increased by 1.3% on the year building on December’s 5.4% gain. While exports to the 

US and EU fell on a year-on-year basis by 6.6% and 5.6% respectively, exports to Asia and 

China showed robust growth of 6.0% and 3.1%. The trade data indicate growing domestic 

demand and improving demand from emerging market economies. Stronger US economic 

growth and the weakening yen should support export momentum in the months ahead.  

 

 The Reuters Tankan manufacturing business sentiment index increased in February for a 

sixth straight month rising from 18 to 20 its highest level since August 2014. The gain in 

business sentiment was led by demand for steel/non-ferrous metals, chemicals and electric 

machinery and assisted by the depreciating yen. The services business sentiment index 

declined from 30 to 26 but remains at an elevated level after reaching an 11 ½ year high in 

December. Although survey respondents expressed concern over Trump’s trade policy with 

Japan the overall data indicates an improving economic outlook.  

 

EUROPE 

 European earnings growth has been unusually strong. Of the 220 companies having reported 

earnings so far aggregate earnings have increased by 6% year-on-year beating the consensus 

forecast by 0.75 percentage points. Encouragingly, the positive earnings surprise followed 

upward revisions to earnings estimates prior to the earnings season. Revenue growth, which 

is harder to manipulate, grew an impressive 4% on the year also exceeding the consensus 

forecast by 1.0 percentage point. The solid earnings reporting season bodes well for 

European equity performance in 2017.  

 

 Eurozone GDP growth in the fourth quarter (Q4) was revised lower from its initial estimate 

of 0.5% quarter-on-quarter to 0.4%, unchanged from Q3. While growth picked-up in 

Germany and France in Q4 it slowed in Italy to 0.2% and remained unchanged in Spain at a 

robust 0.7% rate. Although current growth momentum remains positive, uncertainty over 

future trade relations with the US and UK and rising anti-establishment sentiment ahead of 



 

 

key general elections in Germany, France and the Netherlands, may tarnish business and 

consumer confidence.  

 

 Germany’s ZEW forward-looking business sentiment index declined from 16.6 in January to 

10.4 in February although the current sentiment index fell only slightly from 77.3 to 76.4 

close to the previous month’s five-year peak. According to ZEW President Achim Wambach 

the drop in expectations is attributed to recent disappointments in trade, industrial 

production and retail sales data. He also noted that: “Political uncertainty regarding Brexit, 

the future US economic policy as well as the considerable number of upcoming elections in 

Europe further depresses expectations.” The ZEW Eurozone expectations index fell by a 

similar degree to Germany’s from 23.2 to 17.1 although the current situation index 

increased from -0.4 to 2.8 its first positive reading since July 2011. 

 

 Sweden’s Riksbank kept its benchmark interest rate on hold at -0.5% and left its bond 

buying programme unchanged. Despite recent strength in Sweden’s economy the central 

bank noted that the benchmark interest rate was more likely to fall than rise in the short-

term. In its formal statement the Riksbank stated that: “To ensure inflation stabilizes 

around the target, it is necessary for economic activity to remain strong and for the krona 

to appreciate at a not too rapid pace. The political uncertainty abroad is enhancing the 

need for monetary policy to remain expansionary.” 

 

UNITED KINGDOM 

 Retail sales unexpectedly declined in January by 0.3% month-on-month while on a year-on-

year basis sales grew by just 1.5% its weakest in over three years and well below the 3.4% 

consensus forecast. The decline in retail sales is attributed to slowing employment growth 

and rising inflation, which is squeezing household disposable income. Retail prices have 

risen sharply in response to the weaker pound. The implied deflator, measuring the pace of 

retail inflation, increased in January for the third straight month to an annual rate of 1.9% 

its highest level since July 2010. Inflation and low savings are likely to weigh further on 

retail spending in the months ahead.  

 

 Consumer price inflation (CPI) accelerated from 1.6% year-on-year in December to 1.8% in 

January. Although below the 1.9% consensus forecast the inflation rate is at its highest 

since June 2014, lifted by rising food and fuel prices. The pound’s depreciation has led to a 

surge in import costs, gaining in January by more than 20% on the year the biggest increase 

since 2008. CPI is expected to breach the Bank of England’s 2% target in coming months 

with some economists forecasting a 3% rate by the end of the year. The BOE forecasts 

inflation will peak at 2.8% in early 2018. According to the GfK consumer survey a third of 

respondents expect inflation to reach 3% or more over the coming year. Despite rising 



 

 

inflationary pressure interest rate futures are pricing in a probability of an interest rate 

hike before year-end at just 24%.  

 

FAR EAST AND EMERGING MARKETS 

 India’s consumer price inflation (CPI) slowed in January to 3.17% year-on-year its lowest 

reading in five years, helped lower by persistent food price deflation. The price of pulses 

fell 6.6% on the year. CPI is well below the midpoint of the Reserve Bank of India’s (RBI) 

target range of 3-5%. However, RBI Governor Urjit Patel cautions that core inflation, 

excluding food and fuel “has been stubborn since September-October and has shown little 

sign of coming decisively below 5% and that was the main reason why we had to look 

through headline inflation.” Core CPI increased slightly to 5.1% in January while wholesale 

price inflation accelerated to 5.25% its highest since July 2014.  

 

 Singapore’s non-oil domestic exports increased in January by 8.6% year-on-year sustaining 

the strong performance in December and November when exports gained 9.1% and 15.6%. 

The strong growth rate reflects the recovery in global industrial activity and improving 

outlook for the electronics cycle and semiconductor industry. Exports to China increased by 

a substantial 36.9% on the year, while exports to Taiwan and South Korea showed similarly 

strong gains of 75.3% and 51.5%. Singapore’s export figures, closely watched as a barometer 

of global trade, indicate strong domestic demand in China and Asia’s emerging economies.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.76 

JSE Fini 15  + 0.45 

JSE Indi 25  + 4.53 

JSE Resi 20  + 4.98 

R/$   + 4.87 

R/€   + 4.33 

R/£   + 2.59 

S&P 500  + 5.02 

Nikkei   - 1.75 



 

 

Hang Seng  + 9.24 

FTSE 100  + 2.20 

DAX   + 3.02 

CAC 40   + 0.06 

MSCI Emerging  + 9.43 

MSCI World  + 4.89 

Gold    + 7.56 

Platinum  + 11.41 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 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 £/$1.30 level support level has been broken opening up a £/$1.20-1.24 

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 now testing the key support level of 9.0% endangering 

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 $40 a barrel and having broken key resistance at 

$50 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 $5000 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 JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. 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 

 Consumer price inflation (CPI) eased more than expected from 6.8% year-on-year in 

December to 6.6% in January, below the 6.7% consensus forecast. Core CPI, excluding food 

and energy prices which tend to be volatile, decelerated sharply from 5.9% to 5.5% well 

below the consensus forecast for no change.  

 

 The dip in headline CPI is attributed to an easing in food price inflation from a peak of 

11.7% in December to 11.4%. Food price inflation is expected to fall to as low as 1% by the 

end of this year due to last year’s high base levels and improving crop yields. The advent of 

a mild La Nina weather pattern is expected to bring above average rainfalls and increased 

crop yields. In its most recent estimate the South Africa Crop Estimate Committee forecasts 

an increase in this season’s wheat harvest of up to 31%. Meanwhile, the land area planted 

under white maize is up 53% on last year. The futures prices of white and yellow maize are 

down by 22.5% and 15.0% since the start of the year, declining 40% and 26% from their peak 

levels in early 2016.   

 

 The appreciation in the rand over the past year has eased inflationary pressures. Over the 

past 12 months the rand has strengthened versus the US dollar, euro and pound sterling by 

19.52%, 24.02% and 37.84% respectively. In trade-weighted terms the rand has appreciated 

by 18% over the same period. The rand is likely to maintain its strengthening bias amid 

increasing commodity prices and rising global financial risk appetite.  

 



 

 

 At current levels a $5 per barrel move in the oil price would add to or subtract around 0.25 

percentage points from the level of headline CPI. The Brent Crude oil price has gained 

60.86% over the past year boosted in November by OPEC’s decision to reduce daily oil 

production. However, higher oil prices are likely to bring price sensitive US unconventional 

fracking production back on stream, placing a cap on oil prices.  

 

 Despite the upside risk of higher oil prices, CPI should ease in the months ahead, helped by 

declining food price inflation and a strengthening rand. Notwithstanding the risk of higher 

oil prices CPI should ease back to within the Reserve Bank’s 3-6% target in the second 

quarter (Q2). The SARB’s projection is more conservative, forecasting a return to the target 

range by Q4.  

 

 Market expectations for an interest rate cut are likely to rise as CPI returns to within the 

Reserve Bank’s inflation target. The Reserve Bank has hiked the benchmark repo rate by an 

aggregate 200 basis points since it initiated its rate tightening cycle in January 2014 but for 

the past year has left rates on hold. At its policy meeting in September last year the 

Reserve Bank said it may be approaching the end of its hiking cycle. According to a Reuters 

survey a third of analysts expect the repo rate to be cut by 25-50 basis points by the end of 

the year.  

 

 Monetary easing would benefit economic growth by reducing the cost of investment and 

household spending. The equity market will rise as lower interest rates improve the outlook 

for economic growth and company earnings. Lower deposit rates and short-term money 

market rates will add to the relative attraction of equity yields, prompting a shift from 

savings accounts to equity investment portfolios.  
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