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IN THIS WEEK’S BOTTOM LINE 

 The IMF mission cautioned that: “Despite South Africa’s institutional strength and favorable 

global conditions, increasing domestic political uncertainty and stalled reforms point to a 

challenging economic outlook.”  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales grew in September by an unexpectedly strong 5.4% year-on-year unchanged 

from August’s rate of growth and ahead of the 3.6% consensus forecast. On a quarter-on-

quarter basis retail sales grew in the third quarter (Q3) by 1.4% down slightly from 2.0% in 

Q2 but nonetheless sufficient to make a meaningful contribution to GDP growth. The retail 

sector contributes around 6.3% to GDP. Six of the seven retail categories showed gains on a 

year-on-year basis, led by the “all other” category at 19.4%, followed by “textiles, 

clothing, footwear and leather” at 8.6%, and “household furniture, appliances, equipment” 

at 5.9%. “Hardware, paint and glass” suffered a 4.5% year-on-year contraction. The overall 

data is positive, reflecting the benefits of the July interest rate cut and a benign inflation 

environment.  

 

 Net foreign inflows into the South African equity market surged to R5.29 billion in the past 

week, capping seven consecutive weeks of positive inflows. This is the longest winning 

streak since July 2015 signaling an upturn in foreign investor sentiment. Net foreign equity 

inflows for the month-to-date increased to R6.72 billion helping to reduce the year-to-date 

outflow to -R55.41 billion. Net bond inflows remain positive for the year-to-date at R60.74 

billion but momentum appears to be waning ahead of the credit rating decisions from 

Moody’s and Standard & Poor’s scheduled for Friday. The South African bond market 

suffered net foreign outflows of R1.82 billion in the past week while month-to-date net 

inflows registered just R1.84 billion.  

 

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 Consumer price inflation: Due Wednesday 22nd November. Consumer price inflation (CPI) is 

expected to retreat from 5.1% year-on-year in September to 4.8% in October, helped by 

lower fuel prices during the month.  

 

 Reserve Bank interest rate decision: Due Thursday 23rd November. The Reserve Bank 

Monetary Policy Committee is expected to keep the repo interest rate unchanged at 6.75% 

owing to the country’s current political and policy uncertainty as well as upcoming credit 

rating decisions on Friday. 

 

 Credit rating decisions: Due Friday 24th November. Credit rating agencies Moody’s and 

Standard & Poor’s are scheduled to deliver their credit rating updates. Financial markets 

are expecting the rating agencies to lower South Africa’s local currency ratings to junk 

status following signs of fiscal slippage in the medium-term budget policy statement. 

However, before taking the drastic step the ratings agencies may elect to wait for the 

outcome of the ANC elective conference in just over three weeks’ time.   

 

GLOBAL 

 The oil price suffered its first weekly decline since the start of October following a report 

by the International Energy Agency (IEA) that the global market will remain oversupplied. In 

its weekly US Petroleum Report the IEA estimated that crude oil inventories increased by 

1.9 million barrels to 459 million in contrast to the consensus forecast decrease of 2.2 

million barrels. US production increased to a new weekly record. Gasoline inventories also 

unexpectedly increased by 0.9 million barrels to 210.4 million versus a consensus forecast 

decline of 0.9 million barrels. The IEA cited a combination of higher supply and a slight fall 

in demand. The oil market has already factored-in the expected continuation of OPEC’s 

production cap at the organisation’s upcoming meeting on 30th November. 

 

NORTH AMERICA 

 The Senate’s version of the “Tax Cuts and Jobs Act”, like the House of Representatives 

version, reduces the corporate tax rate from 35% to 20% but delays its implementation by 

one year from 2018 to 2019. While saving an estimated $130 billion and therefore making it 

easier to pass the tax reform, there are additional benefits. A more gradual phasing-in of 

the corporate tax cuts should prompt companies to engage in real investment spending as 

opposed to balance sheet optimization. While the Trump administration is planning to pass 

the tax reform act by year-end this may be unrealistic. The administration will likely be 

forced to enter time consuming negotiations to ensure the act’s success.  

 



 

 

 Core consumer price inflation (CPI), excluding energy and food, picked-up from 1.7% year-

on-year to 1.8% marking the first increase since January. In three-month annualised terms 

core CPI accelerated to 2.4% its highest since February. The inflation data will likely 

reinforce expectations of a further Fed interest rate hike in December. The core CPI rate is 

expected to reach the Fed’s 2% target in 2018 amid signs of rising underlying inflationary 

pressures. Producer price inflation increased in October from 2.6% on the year to 2.8%, its 

highest in five years and well above the consensus forecast of 2.4%. Meanwhile, an 

increasingly tight labour market suggests wage growth may finally begin to accelerate over 

coming months.  

 

 Industrial production increased in October by 0.9% month-on-month its fastest growth since 

April, up from 0.4% in September and well ahead of the 0.5% consensus forecast. Utilities 

production increased by a solid 2.0% on the month although mining production declined by 

1.3%. Manufacturing production provided the biggest positive surprise, rising by 1.3% on the 

month up from 0.4% previously, with both motor vehicle and parts and non-auto production 

increasing by a solid 1.0% and 1.3%, respectively. The upbeat industrial production figures 

suggest operations have returned to normal following the disruptive effects of Hurricanes 

Harvey and Irma. The industrial production performance should boost analysts’ forecasts 

for US fourth quarter GDP.  

 

 The National Association of Home Builders (NAFB) Housing Market Index unexpectedly 

increased from 68 in October to 70 in November, its highest level since February and ahead 

of the expectations for a slight dip to 67 following the strong rise the prior month. The 

NAHB homebuilders’ sentiment index is a “diffusion” index, which means a reading above 

50 indicates a favourable outlook. NAHB Chairman Granger MacDonald commented: 

“November’s builder confidence reading is close to a post-recession high, a strong indicator 

that the housing market continues to grow steadily.” He continued: “However, our 

members still face supply-side constraints, such as lot and labour shortages and ongoing 

building material price increases.”  

 

CHINA 

 October’s economic data releases confirm that China’s growth moderated at the start of 

the fourth quarter (Q4). Consistent with a slowdown in October trade growth and 

manufacturing purchasing managers’ indices, industrial production growth slowed from 

6.6% year-on-year to 6.2%. Capital spending growth in the year-to-date compared with the 

same period last year slowed from 7.5% in September to 7.3% in October. Real estate sales 

volumes fell in October by 8.4% on the year accelerating from the 5.4% drop in September. 

Growth in floor space starts deteriorated from 1.4% on the year to -4.4%. Retail sales 

growth slowed from 10.3% to 10.0% with furniture, decorating materials and white goods 



 

 

suffering the biggest decline in response to the downturn in the property market. While 

infrastructure spending remains strong this area of support may dissipate over coming 

months as local governments are forced to meet reduced budget targets.  

 

JAPAN 

 Japan’s GDP grew in the third quarter (Q3) by 0.3% quarter-on-quarter down from 0.6% in 

Q2. However, this marks the seventh straight quarter of expansion, the longest 

uninterrupted period of growth since 2001. As expected, private consumption and public 

spending fell on the quarter by 0.5% and 0.6%, respectively after surging in Q2. However, 

non-residential investment increased 0.2% marking the fourth straight quarterly increase. 

Net exports showed strong gains following the downward adjustment in Q2, contributing 0.5 

percentage points to GDP growth. The outlook for Q4 and 2018 remain positive. Growth is 

likely to remain buoyant with private consumption growth likely to recover amid improving 

employment and income growth. Employee compensation grew in Q3 by a solid 2.1% year-

on-year. In addition, strengthening corporate earnings and activity related to the 2020 

Tokyo Olympics should provide a boost to capital expenditure.  

 

EUROPE 

 The Eurozone trade surplus increased sharply from €21 billion in August to €25 billion in 

September its highest on record. On a month-on-month basis exports grew by 1.1% while 

imports shrank by 1.2%. On a year-on-year basis export growth accelerated from 6.8% to 

8.8% while import growth slowed from 9.1% to 8.0%. Germany’s trade surplus was especially 

strong, rising from €21.3 billion to €21.8 billion its biggest surplus since April 2016. 

Impressively, the Eurozone trade surplus has continued to improve despite the 

strengthening euro. The outlook remains positive with world trade growing at a solid pace 

amid accelerating global economic growth.  

 

 Eurozone GDP growth slowed from 0.7% quarter-on-quarter in the second quarter (Q2) to 

0.6% in Q3 but accelerated on a year-on-year basis from 2.3% to 2.5% helped by the low 

base effect from a year ago. This beats growth in the US and UK of 2.3% and 1.6%. Eurozone 

GDP growth is enjoying its strongest annual growth in a decade. Economists surveyed by 

Bloomberg have raised their growth forecasts for the Eurozone eight times this year. By 

country, Spain’s GDP growth slowed from 0.9% on the quarter to 0.8%, and France’s from 

0.5% to 0.4%. By contrast, German and Italian GDP accelerated from 0.6% to 0.8% and from 

0.3% to 0.5%, respectively. The GDP data confirm that the Eurozone economy is maintaining 

strong momentum. While the strengthening euro may dampen export competitiveness the 



 

 

ECB’s extended quantitative easing programme should prevent the currency from becoming 

over-valued.  

 

 Germany’s ZEW Indicator of Economic Sentiment current conditions index increased from 

87.0 in October to 88.8 in November its highest since July 2011. The future expectations 

index increased for the third straight month from 17.6 to 18.7 its highest level since May 

when it reached 20.6. The ZEW current situation index for the Eurozone increased from 

26.7 to 30.9 reversing the previous month’s sharp decline while the equivalent future 

expectations index surged higher from 36.5 to 47.8. The buoyancy in the ZEW survey is 

attributed to the ECB’s decision earlier in the month to extend its quantitative easing 

programme until at least September next year.  

 

UNITED KINGDOM 

 Retail sales increased in October by 0.3% month-on-month although not enough to reverse 

September’s 0.7% decline. On a year-on-year basis retail sales fell 0.3% its slowest growth 

since March 2013. In the three months to end October retail sales grew by just 1.0% in 

marked contrast to equivalent growth of almost 6% a year ago. Other sales indicators such 

as credit card spending also indicate a subdued retail outlook. Analysts are concerned that 

the usual seasonal boost to consumer spending may not occur this year. Consumers are 

under pressure from subdued income growth and rising inflation. A sustained slowdown in 

consumer spending will dampen GDP growth.  

 

 Consumer price inflation (CPI) remained unchanged in October at September’s level of 3.0% 

year-on-year, defying the Bank of England’s (BOE) projection that it would rise to 3.2%. On 

a month-on-month basis CPI slowed from 0.3% to 0.1% suggesting inflation is past its peak. 

On a year-on-year basis core CPI, excluding food and energy, remained unchanged at 2.7%. 

While still far above the BOE’s target of 2% there are indications that inflation will slow 

over coming months as the inflationary impact of sterling’s depreciation starts to fade. 

Producer price inflation, which eventually feeds through to CPI, decelerated sharply from 

8.1% on the year in September to 4.6% in October, helped by an improving base effect. The 

better-than-expected inflation data should prompt the BOE to postpone its next interest 

rate hike until the middle of next year.  

 

FAR EAST AND EMERGING MARKETS 

 Moody’s credit rating agency unexpectedly upgraded India’s local and foreign currency 

sovereign debt from Baa3 to Baa2. A report from Nomura concluded that: “In our view, 

Moody’s upgrade confirms the positive direction of government reforms and their expected 



 

 

benefits over the medium-term. These include implementation of the GST, bankruptcy 

reforms, infrastructure spending and the large-bank recapitalization, among others.” 

Although the initial reaction has been subdued bond yields and borrowing costs are likely to 

decline and the rupee should stabilize. Meanwhile, polls indicate Prime Minister Narendra 

Modi’s BJP party is set to win convincing victories in upcoming state assembly elections, 

which would provide an added boost to the government’s reform programme. These 

developments are positive for India’s equity market. The Sensex index, which has gained 

over 25% since the start of the year has outperformed most other major emerging markets.   

 

 Investor inflows into dedicated emerging market equity and bond funds continued unabated 

in the week to 15th November. Accelerating synchronized global economic growth should 

remain supportive of emerging market capital inflows. Capital inflows are likely to 

continue, targeting higher bond yields and the rising earnings momentum provided by 

emerging equity markets. The MSCI Emerging Markets Index has significantly outperformed 

the MSCI World Index since the start of the year with a return of 29% versus 15%. The 

constructive global economic environment is expected to encourage continued emerging 

market outperformance in 2018.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 19.44 

JSE Fini 15  + 5.00 

JSE Indi 25  + 33.91 

JSE Resi 20  + 15.03 

R/$   - 2.49 

R/€   - 12.40 

R/£   - 10.23 

S&P 500  + 15.33 

Nikkei   + 13.61 

Hang Seng  + 33.00 

FTSE 100  + 3.45 

DAX   + 13.74 



 

 

CAC 40   + 9.83 

MSCI Emerging  + 31.76 

MSCI World  + 16.25 

Gold    + 11.00 

Platinum  + 2.21 

Brent oil  + 9.50 

 

TECHNICAL ANALYSIS 

 To return to its medium-term appreciating trend of the past 18 months the rand needs to 

break through key resistance at R/$14.00 and R/$13.50, which if broken would target 

further gains to R/$12.50. A range of R/$13.50-14.50 is more likely signalling a gradual and 

controlled depreciation in the rand.  

 

 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 £/$1.30 promoting further near-term 

currency gains to a target range of £/$1.35-1.40.  

 

 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 failed to break below key resistance at 2.0% raising the 

probability that the multi-year bull trend in US bonds is over. 

 

 The benchmark R186 2025 SA Gilt yield has broken above key support at 9.0% indicating the 

potential for a rapid upward move to the 10.5% target level. A break back below the new 

resistance level of 9.0% is required to remove the danger of a further upward spike in bond 

yields.  

 

 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 $50 and likely to remain in a trading 

range of $50-60 over the foreseeable future. Base metal prices are in a bull trend 

confirmed by copper’s increase above key resistance at $6000 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 

 An IMF mission which visited South Africa to discuss recent economic developments found 

that “the subdued economic growth of 0.7%, projected by the authorities for 2017, is not 

likely to improve much in 2018.” This may be overly pessimistic. 

 

 Despite the manufacturing and mining sectors suffering a month-on-month contraction in 

September, strong growth in July and August together with respectable third quarter (Q3) 

retail sales figures should ensure solid GDP expansion of around 2% in Q3.  

 

 The global growth environment is conducive to a pick-up in South African economic growth. 

The Markit global composite purchasing managers’ index (PMI) increased in October to its 

equal highest level of the year at a level consistent with world GDP growth of around 4%. 

The current 54.0 reading is well above the neutral 50.0 level, pointing to robust expansion.  

 

 The outlook for global trade is constructive. The CPB Global Trade Monitor reports global 

trade volumes increased in August by 1.2% month-on-month despite the hurricane-induced 

drop in US exports, which fell in August by 0.8% on the month.  

 

 Trade data from Asian economies, traditionally viewed as barometers for world trade, point 

to continued positive momentum. The Baltic Dry Index, which measures the cost of shipping 

bulk commodities, and a useful indicator of sea freight demand, increased in August to its 

highest level in three years.  

 

 Inflation remains subdued worldwide ensuring that the retreat by central banks from ultra-

accommodative monetary easing will be gradual. Even in the US, where the interest rate 

hiking cycle is already underway, the Fed’s preferred measure of consumer price inflation 

remains well below the 2% target.  

 



 

 

 The IMF mission cautioned that: “Despite South Africa’s institutional strength and favorable 

global conditions, increasing domestic political uncertainty and stalled reforms point to a 

challenging economic outlook.”  

 

 However, the IMF’s caveat that “Growth would recover only gradually in the medium-term, 

unless the pace of implementation of structural reforms accelerates quickly” will soon be 

tested at the ANC elective conference. The outlook in this regard is increasingly positive.  
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