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SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales unexpectedly increased in June by 0.2% month-on-month its fifth straight 

monthly gain. On a year-on-year basis retail sales increased a robust 2.9% up from 1.6% in 

May and well above the 2.3% consensus forecast. Second quarter (Q2) retail sales grew by a 

surprisingly strong 8.9% quarter-on-quarter annualised the strongest quarterly growth since 

2011. The recovery in retail sales is attributed to falling inflation and especially buoyant 

growth in food and beverage volumes. Combined with upbeat June manufacturing and 

mining production data released last week, the latest retail sales are consistent with Q2 

GDP growth of around 2.3% quarter-on quarter annualised, putting an end to the country’s 

short recession. South Africa suffered two consecutive quarters of GDP contraction in Q1 

and Q4 2016.  

 

 In its update on South Africa’s credit rating Moody’s reiterated the assessment made on 14th 

July in which it downgraded the country’s foreign and local currency ratings by one notch 

to Baa3 although still investment grade. However, Moody’s retained its negative outlook 

opening the door to a further downgrade. Citing concern over South Africa’s susceptibility 

to event risk, Moody’s emphasised three key factors which could lead to a further credit 

rating downgrade to junk status. These include liquidity pressures at state-owned 

enterprises leading to pronounced government intervention, unpredictable policy shifts 

that could undermine economic or fiscal strength, and further erosion of the independence 

of the country’s institutions. Moody’s next review is scheduled for end November, although 

no change in rating is expected until after the conclusion of the ANC elective conference 

from 16th-20th December.  

 

SOUTH AFRICA POLITICAL REVIEW 

 As expected the North Gauteng high court set aside the Public Protector’s widely criticized 

recommendation to change the Reserve Bank’s mandate. Public Protector Busisiwe 

Mkwebane had recommended the mandate be changed from protecting the value of the 

country’s currency to promoting the socio-economic wellbeing of the country’s citizens. 

The high court announced that Mkwebane’s recommendation to change the Reserve Bank’s 

mandate was irrational and procedurally flawed and represented an illegal overreach of her 

powers.  



 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank composite business cycle leading indicator: Due Tuesday 22nd August. The 

leading economic indicator, which measures expected business conditions 6-9 months 

ahead, is likely to show some improvement in June after remaining unchanged at 95.8 in 

May. Of the components making up the leading indicator, there is likely to be a positive 

contribution from the number of passenger vehicles sold, the commodity price index for 

South Africa’s main export commodities, and the interest rate spread between long- and 

short-dated interest rates.  

 

 Consumer price inflation (CPI): Due Wednesday 23rd August. CPI is expected to fall for a 

sixth straight month from 5.1% in June to 4.6% in July, according to consensus forecast, 

marking the first dip below 5% since November 2015. Inflation is benefiting from lower food 

and fuel prices. The effects of last year’s drought continue to fade and the petrol price was 

cut last month by 68c per litre. In addition, Eskom’s tariff increase this year was just 2.2% 

compared to 9.4% in 2016. The inflation rate is likely to remain below 5% for the remainder 

of the year, well below the upper limit of the Reserve Bank’s 3-6% target range, signaling 

the likelihood of further interest rate cuts over the months ahead.  

 

GLOBAL 

 The S&P 500 index fell 1.54% last Thursday its worst decline in three months and the second 

worst this year following the terrorist attack in Barcelona and growing US political 

uncertainty. There is concern over President Trump’s ability to implement his economic 

agenda following his inflammatory comments on the Charlottesville protests. Trump was 

forced to disband two business advisory councils after a growing number of corporate 

executives quit in response to his comments. There is growing speculation that Gary Cohen, 

a former executive at Goldman Sachs and the White House chief economic advisor, may 

also leave his post amid reports that he was deeply dismayed by Trump’s response to the 

protests.  

 

NORTH AMERICA 

 Minutes from the Federal Reserve’s July policy meeting reveal that a growing number of 

Fed officials are concerned about inflation remaining persistently low. While continued 

labour market gains have led to a sharp reduction in spare capacity and faster economic 

growth inflation remains subdued and a long way off the Fed’s 2% target. Many Fed officials 

saw a likelihood that inflation would remain below the target level for longer than 



 

 

expected and need to be more convinced over inflation’s trajectory before further interest 

rate hikes are announced. The minutes cited a concern over lackluster wage growth. 

Despite the weakness in inflation there is a growing consensus among Fed officials that it 

should start winding down its balance sheet which has grown following years of quantitative 

easing to $4.5 trillion. Although the minutes did not specify when the Fed would begin 

shrinking its balance sheet they did refer to the process beginning “relatively soon” which 

the market interprets as September. An announcement may be made by Fed chair Janet 

Yellen at the upcoming Jackson Hole Economic Symposium between 24-26th August.  

 

 Retail sales grew in July by a stronger than expected 0.6% month-on-month its biggest 

increase in seven months. Auto dealers and non-store retailers recorded their biggest 

increases in sales this year. Sales were up in ten of the thirteen major retail categories 

indicating a broad-based improvement. Furthermore, retail sales growth in May and June 

were revised upwards from a previous -0.3% and -0.2% month-on-month to 0.0% and 0.3% 

respectively. With consumer spending contributing around 70% to US economic growth the 

upbeat retail sales data signals a strong starting point to GDP growth in the third quarter.  

 

 Industrial production growth slowed from 0.4% month-on-month in June to 0.2% in July. 

While mining production and machinery production recorded declines most of the drop is 

attributed to weakness in motor vehicle and parts production, which fell 3.6% on the 

month. There is some disappointment among manufacturers over a lack of fiscal stimulus 

after ramping up employment in anticipation of reflationary economic policy at the start of 

the year. However, there are encouraging signs that consumer demand is picking up. 

Consumer spending is gaining momentum which should support manufacturing growth in the 

second half of the year. Vehicle sales, which are a reliable lead indicator of manufacturing 

activity, were especially strong in July. The New York Empire State manufacturing survey 

increased sharply from 10.0 in July to 25.2 in August its strongest reading since September 

2014, signaling a boost in confidence in the manufacturing sector. The forward-looking new 

orders sub-index was especially strong, rising from 13.3 to 20.6.  

 

 The University of Michigan US consumer confidence index rebounded from 93.4 in July to 

97.6 in August its highest level since January and well above the 94.0 consensus forecast. 

While the current conditions index slipped from 113.4 to 111.0 the forward-looking future 

expectations index increased sharply from 80.5 to 89.0. The upbeat consumer confidence 

data is attributed to a more positive outlook for the overall economy and more favourable 

personal financial prospects. Consumer confidence appears to be reversing its soft patch of 

recent months, which should support increased consumer spending in the third quarter.  

 

 Homebuilding activity unexpectedly fell in July as housing starts contracted by 4.8% month-

on-month and building permits fell 4.1%. However, the partial reversal should not be too 



 

 

surprising following respective surges of 7.4% and 9.2% the previous month. July’s soft data 

is unlikely to mark a change in trend. Moreover, housing data is notoriously volatile. The 

National Association of Home Builders (NAHB) homebuilder sentiment index jumped higher 

from 64.0 in June to 68.0 in July confirming the buoyant outlook for the housing market. 

Both present and forward-looking components of the NAHB index showed gains from 70.0 to 

74.0 and from 73.0 to 78.0.  

 

CHINA 

 China’s credit growth unexpectedly picked-up in July despite government measures to ease 

the country’s debt levels. Year-on-year growth in new loans accelerated from 12.9% in June 

to 13.2% while growth in total social financing, a broad measure of credit and liquidity, also 

gained from 12.8% to 13.2%. The IMF warned last week that China’s credit growth was 

following a “dangerous trajectory” and recommended “decisive action”. The Bank for 

International Settlements has said that excessive credit growth was signaling a banking 

crisis in the next few years. Encouragingly China’s companies are enjoying rapid earnings 

growth which should bolster company balance sheets. At the same time the excessive 

growth in home prices of the past few years is also slowing easing the appetite for new 

home loans. Month-on-month growth in new home prices in China’s Tier-3 cities fell from 

0.9% in June to 0.6% in July with country-wide growth in larger cities recording the slowest 

growth since August 2016. 

 

 

JAPAN 

 Japan’s trade activity gained further momentum in July with both exports and imports 

exhibiting strong growth, reflecting buoyant global demand and improving domestic 

conditions. Exports increased 13.4% year-on-year driven by autos, parts, machinery and 

equipment with exports to China rising 17.6%, to the US by 11.5% and to the EU by 8.3%. 

Imports increased by 16.3% reflecting a firming in domestic demand. The trade data 

suggests exports will return as a key driver to GDP growth in the third quarter (Q3) after 

showing a soft patch in Q2. Japan’s 4% annualised GDP growth in Q2 was largely attributed 

to domestic activity. 

 

 The Reuters Tankan business confidence survey showed a decline in the service sector index 

to 29 in August from 33 in July albeit from a two-year high so some pullback had been 

expected. Retail sector confidence fell for a third straight month although the decline is 

largely attributed to poor weather conditions. The Tankan manufacturing confidence index 

gained from an already elevated 26 to 27 its highest reading since August 2007 led by 



 

 

producers of industrial materials and manufacturers of machinery and transport equipment. 

The Tankan data signals an especially strong manufacturing outlook supported by buoyant 

global and firming domestic conditions.  

 

EUROPE 

 Minutes from the ECB’s August policy meeting highlighted stronger economic growth but 

argued that monetary policy would remain expansionary in order to build underlying 

inflationary pressures. However, the minutes did hint that an adjustment in forward 

guidance would come soon with the announcement that: “Postponing an adjustment for too 

long could give rise to a misalignment between the Governing Council’s communication and 

its assessment of the state of the economy, which could trigger more pronounced volatility 

in financial markets when communication eventually had to shift.” The ECB’s growing 

confidence suggests the central bank may start discussing tapering its asset purchases after 

the summer. Economists surveyed by Bloomberg forecast the ECB will gradually taper its 

current €60 billion a month quantitative easing programme over nine months, starting in 

January 2018. 

 

 The Eurozone trade surplus increased from €19 billion in May to €22.3 billion in June better 

than the €20.3 billion consensus forecast. The trade surplus is the highest since the start of 

the year despite the strengthening euro. The euro has gained 11% against the US dollar this 

year and is up 5% on a trade weighted basis in response to a broadening Eurozone economic 

recovery. Although the trade surplus was due to a large drop in imports rather than 

acceleration in exports the data reflects a constructive balance of payments outlook and 

increased economic stability in the region.  

 

 Germany’s GDP grew in the second quarter (Q2) by 0.6% quarter-on-quarter while Q1 

growth was revised upwards from 0.6% to 0.7%. Year-on-year growth accelerated slightly 

from 2.0% to 2.1% its fastest in three years. The biggest positive contributors were 

domestic demand and investment led by household consumption and general government 

spending. Trade detracted from GDP growth as the increase in imports was considerably 

higher than export growth. The upbeat GDP data caps 12 consecutive quarters of growth 

providing a positive economic backdrop for German chancellor Angela Merkel’s re-election 

in the 24th September general election. Merkel has a 15-20 point lead in the polls boosted 

by solid jobs growth data. German employment is at its highest since reunification in 1990.  

 

UNITED KINGDOM 



 

 

 Retail sales increased in July by 0.3% month-on-month helped by a rise in food sales, which 

increased a solid 1.5% on the month. However, all other retail categories weakened. On a 

year-on-year basis retail sales growth slowed from 2.8% in June to 1.3% in July. Inflation has 

started to erode household disposable income prompting consumers to switch to cheaper 

brands, while spending less on clothing and other discretionary items. Negative statistical 

base effects will likely push retail growth rates even lower in the second half of the year 

amid continued inflationary pressure and uncertainty over Brexit negotiations.   

 

 Consumer price inflation (CPI) was unchanged in July at 2.6% year-on-year while core CPI 

excluding food and energy also remained unchanged at 2.4% after falling 0.1% on a month-

on-month basis. Lower fuel prices helped offset increased prices in food, utilities and 

clothing. Despite slightly lower than expected inflation readings CPI remains well above the 

Bank of England’s (BOE) 2% target level, which is expected to weigh on real wage growth 

and household expenditure. The BOE, while forecasting that CPI will only fall back towards 

its 2% target after 2019 has shown a growing reluctance to hike interest rates due to its 

concerns over Brexit negotiations and the impact these may have on economic activity. As 

a result of the BOE’s increasing inflation tolerance, the first interest rate hike is unlikely 

before the second half of 2018. 

 

FAR EAST AND EMERGING MARKETS 

 India’s consumer price inflation (CPI) surprised to the upside rising from 1.54% year-on-year 

in June to 2.36% in July well above the 1.87% consensus forecast. The pick-up in inflation is 

attributed to a spike in vegetable prices which are likely to firm further in coming weeks in 

response to lower than normal monsoon rainfall. Cumulative rainfall since the start of June 

when the monsoon season starts is around 5% below normal levels. CPI is expected to reach 

4% over coming months in line with the Reserve Bank of India’s 4% target level, leaving 

little room for further interest rate cuts.  

 

 Malaysia’s GDP grew in the second quarter (Q2) by a better than expected 5.8% year-on-

year up from 5.6% in Q1 and 4.5% in Q4 2016, marking its fastest pace in over two years. 

The acceleration in economic growth is attributed to strengthening external demand for 

Malaysia’s exports, increased private consumption and robust investment spending. Exports 

grew by 9.6% on the year, while consumer and investment spending increased by 7.1% and 

7.4%, respectively. Malaysia’s economy is gaining momentum assisted by a rising current 

account surplus, easing inflation and relatively low interest rates. The Central Bank of 

Malaysia’s (CBM) benchmark lending rate is at 3%. CBM Governor Muhammad Ibrahim hinted 

at further rate cuts despite the robust GDP readings: “When economic growth is 

entrenched, and if inflation is essentially benign, it gives bank Negara a bit more flexibility 

in terms of policy.” 



 

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 9.47 

JSE Fini 15  + 2.79 

JSE Indi 25  + 16.68 

JSE Resi 20  + 7.11 

R/$   + 4.11 

R/€   - 7.06 

R/£   - 1.59 

S&P 500  + 8.47 

Nikkei   - 1.03 

Hang Seng  + 23.43 

FTSE 100  + 2.46 

DAX   + 5.09 

CAC 40   + 4.63 

MSCI Emerging  + 23.36 

MSCI World  + 10.34 

Gold    + 12.29 

Platinum  + 8.75 

Brent oil  - 9.08 

 

TECHNICAL ANALYSIS 

 The rand is testing key resistance at R/$13.00, which if broken would target further gains 

to 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 £/$1.30 which has now become a key support level and should promote 

further near-term currency gains.  

 

 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 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 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 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 price of a Bitcoin has increased from US$960 at the end of December 2016 to $3,941 on 

21st August, a massive 310% gain. In the past month alone the Bitcoin price has surged by 

104%. Bitcoin was priced at $1,931 on 17th July and flew through $4,000 on 14th August 

peaking at $4,350 on 18th August. 

 



 

 

 Bitcoin’s investment returns are attracting significant interest from retail investors. 

However, some caution is merited. German financial journalist Clemens Schmale posited 

the question: “Bitcoin: Die mutter aller blasen?” (the mother of all bubbles). Bubbles are 

common to financial markets. The Tulip mania of the 1630s is perhaps the first recorded 

speculative bubble. Between November 1636 and May 1637, the price of a tulip bulb 

climbed by over 1000% and dropped back from its peak by over 99%. A few decades later 

between 1719 and 1722 the South Sea Company share price followed a similar trajectory. 

Sir Isaac Newton reportedly lost the present-day equivalent of £2.4 million and was quoted 

as saying: “I can calculate the movement of the stars, but not the madness of men.”  

 

 Closer in time and closer to home the bubble in unusually coloured game lifted the price of 

white impala to an average of R8.2 million in 2014. In 2016 the average price had fallen to 

just over R48,000. Black impalas, which sold for an average of R384,964 in 2014 would do 

well to fetch more than R10,000 at the start of this year, according to Gerhard Damm, 

executive at the International Council for Game & Wildlife Conservation.   

 

 Bitcoin was started in 2008 by Satoshi Nakamoto as the world’s first cryptocurrency. It’s 

first ever quote was in 2009 at a rate of 0.08 US cents per Bitcoin. The first transaction in 

Bitcoin was executed in 2010 when a Florida based programmer Laslo Hanyecz purchased a 

pizza for 10,000 bitcoins, the equivalent in today’s terms of over half a billion rand. Bitcoin 

has continued to grow as a means of exchange and by the end of June 2014 67,000 

merchants across the world were accepting Bitcoin as a means of payment. Big companies 

including Dell, Microsoft and Expedia now accept Bitcoin. The market capitalisation of 

Bitcoin has increased to $65.1 billion.  

 

 Even more impressive than the price gain is the utility of Bitcoin. As a peer-to-peer 

cryptocurrency which is created, transferred and held electronically, Bitcoin payments 

bypass centralised financial institutions such as banks, credit institutions and brokers. With 

its decentralised ledger system Bitcoin cuts out the middlemen, decreasing the transaction 

cost and increasing efficiency. Put in context, the 2-3% charges linked to all Visa and Master 

Card transactions processed in 2013, (around 87% of global credit card transactions) 

amounted to about $250 billion.  

 

 Bitcoin has been developed around a distributed general ledger protocol software called 

Blockchain which is open to anyone. Blockchain has the potential to transform business, 

government and society. For example, Blockchain’s distributed ledger could be used to 

replace stock exchanges, to keep records of title deeds, certificates of ownership and other 

forms of ownership. Blockchain could radically reduce the cost of implementing and 

enforcing contracts. While Blockchain, the technology behind Bitcoin, has massive potential 

to transform industries across private, public and government sectors, the investment 

appeal of Bitcoin is questionable.  

 



 

 

 Part of Bitcoin’s investment appeal is that there will only ever be 21 million Bitcoin in 

existence. However, the scarcity value of Bitcoin is undermined by the multitude of other 

cryptocurrencies being developed. In terms of size Bitcoin is followed by Ethereum, Bitcoin 

Cash, Ripple, Litecoin and thousands of others. There are over 900 cryptocurrencies already 

available over the internet, and a number being added every week.  

 

 The real value is not in Bitcoin but in Blockchain technology and its ability to disrupt and 

transform diverse industries in the private and public domain.  
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