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IN THIS WEEK’S BOTTOM LINE 

 While the South African Reserve Bank (SARB) left its benchmark repo rate unchanged at 

6.75% there was a clear shift in tone. The Monetary Policy Committee (MPC) statement was 

decidedly “dovish”, raising the likelihood of interest rate cuts over coming months.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales surged in November by 4.0% month-on-month. On a year-on-year basis retail 

sales jumped 8.2% up from 3.5% in October and well above the 3.5% consensus forecast. 

The sharp increase is attributed to consumers taking advantage of “Black Friday” retail 

discounts. Among the retail categories posting the strongest growth “other retailers”, 

“household furniture and appliance” and “textile and clothing” grew sales by 20.8%, 14.1% 

and 12.4%, respectively. In the year to end November retail sales increased 2.7% up from 

1.9% growth in the same period in 2016. Retail sales comprise around 6.2% of GDP. The 

outlook for retail sales in 2018 is brightened by prospects for a stronger rand, lower 

inflation and declining interest rates, providing relief to consumers. Reduced political and 

policy uncertainty should boost consumer confidence and household credit extension.  

 

 As expected the South African Reserve Bank (SARB) kept its benchmark repo rate 

unchanged at 6.75% although the decision was not unanimous with one of the six Monetary 

Policy Committee (MPC) members voting for an interest rate cut. The SARB raised its GDP 

forecasts for 2017, 2018 and 2019 from a previous 0.7%, 1.2% and 1.5% to 0.9%, 1.4% and 

1.6%, respectively. At the same time, the SARB also reduced its forecasts for consumer 

price inflation (CPI) for 2018 and 2019 from 5.2% and 5.5% to 4.9% and 5.4%. Its forecasts 

for core CPI, excluding food and energy prices, reduced from 5.1% to 4.6% for 2018 and 

from 5.3% to 5.1% for 2019. Despite the improving macroeconomic environment the MPC 

raised concerns over February’s Budget and Moody’s potential credit downgrade to junk 

status at its rating review in March. However, if the rand maintains its recent strength 

beyond these two watershed events, there is a strong likelihood the SARB will cut the repo 

rate in subsequent meetings. (See Bottom Line for further analysis).  

 

 Mining production growth accelerated on a year-on-year basis to 6.5% in November up from 

5.2% in October. The biggest contributors were platinum group metals and iron ore, which 

grew 12.3% and 20.7% on the year contributing 2.8 and 2.5 percentage points to headline 



 

 

growth, respectively. Mining production was less impressive over the short-term, dropping 

in November by 0.7% month-on-month and in the three months to end November by 1.1% 

quarter-on-quarter. Despite a mixed performance in November the outlook for mining in 

2018 remains positive, buoyed by strong global economic growth, rising international 

commodity prices and prospects for greater certainty in South African mining legislation.  

 

 Foreign investors bought a net R5.936 billion of South African equities in the week to 19th 

January while total net bond inflows measured R0.569 billion. In the year-to-date net 

equity and bond inflows total R5.424 billion and -R0.025 billion, respectively. The year has 

got off to a good start. Continued foreign equity investor inflows over coming months 

depend on further progress in government policy, improvement in business and consumer 

confidence, and a stable rand.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The government appointed a new board at Eskom aimed at strengthening corporate 

governance and ensuring financial stability. Eskom must release its interim financial results 

by 31st January to avoid having its bonds delisted from the JSE. The new Eskom board is 

chaired by businessman Jabu Mabuza, also chair of Telkom, Business Leadership South 

Africa (BLSA) and president of Business Unity South Africa (BUSA). Other board members 

include George Sebulala, secretary general of the Black Business Council (BBC) and 

Phakamani Hadebe, former Land Bank CEO. BBC chairman Sello Rasethaba said: “The BBC is 

witnessing an unprecedented consultation with black business by top government 

officials…” BUSA chief executive Tanya Cohen said: “The calibre and credentials of the 

board finally shows intent from government to rid Eskom of the corruption and 

mismanagement that has brought this important driver of economic growth and social 

development to the brink of collapse.” 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Composite leading business cycle indicator: Due Tuesday 23rd January. Having jumped 

sharply higher in October to its highest level since 2013 the leading business cycle indicator 

is expected to consolidate recent gains in the November reading. The South African Reserve 

Bank leading indicator indicates expected business conditions 6-12 months ahead. 

 

 Consumer price inflation (CPI): Due Wednesday 24th January. According to consensus 

forecast CPI is expected to lift slightly to 4.7% year-on-year in December from 4.6% in 

November. The expected lift is attributed to the increase in petrol and diesel prices during 

the month of 71cents and 60 cents per litre. In 2017 CPI averaged 5.3% down from 6.3% in 

2016. The South African Reserve Bank forecasts headline CPI will reduce further to 4.8% in 

2018 well within its 3-6% target range. 



 

 

 

 Producer price inflation (PPI): Due Thursday 25th January. The December increase in petrol 

and diesel prices is expected to contribute to a slight pick-up in PPI in December to 5.2% 

year-on-year from 5.1% in November, according to consensus forecast.  

 

 Conclusion of World Economic Forum meeting Davos: Due Friday 26th January. The South 

African delegation to the World Economic Forum, led by ANC President Cyril Ramaphosa, is 

expected to make a positive impression on the global investment and business community.  

 

GLOBAL 

 The US dollar trade weighted index, measured against a basket of six major currencies, 

slumped to a three-year low of 89.96 on Friday after the Senate failed to agree to an 

extension in government funding. The ensuing government shutdown lasted three days. The 

last government shutdown occurred in 2013, lasted two weeks and according to the Office 

of Management and Budget cost the US taxpayer an estimated $2 billion in lost 

productivity. Other currencies have appreciated sharply versus the US dollar over the past 

few months despite strong US economic data and an upward path in US interest rates. The 

pound sterling hit its highest post-Brexit level versus the dollar at £/$1.3944 while the euro 

hit a three-year peak against the dollar at €/$1.2322. Markets are increasingly discounting 

the normalisation in monetary policy in other major economies besides the US.  

 

NORTH AMERICA 

 Housing starts fell in December by more than expected, contracting 8.2% year-on-year. This 

marks the largest percentage drop since November 2016 and far worse than the consensus 

forecast decline of 1.7%. Despite homebuilder confidence slipping in January from its 

recent 18-year high, December’s moderation in homebuilding is likely to be temporary as 

conditions improve from the unseasonably cold weather at the end of the month. Housing 

demand is expected to remain strong, driven by a buoyant labour market and historically 

low mortgage interest rates. Homebuilding increased in 2017 by 2.4% over the previous year 

to 1.202 million units the highest level since 2007.  

 

 Weekly jobless benefit claims fell sharply in the past week from 261,000 to 220,000 the 

lowest level since February 1973 and well below the consensus forecast of 250,000. The 

abrupt decline is attributed to distortions over the prior month relating to cold weather and 

December/January public holidays. The weekly jobless claims number has remained below 

the 300,000 threshold, traditionally associated with a strong labour market, for 150 

consecutive weeks, the longest winning streak since 1970. In 1970 the labour market was 

much smaller making the current record even more impressive. With the labour market 

close to full employment at an unemployment rate of just 4.1%, its lowest since 2001, 



 

 

companies are reporting increased difficulty in finding qualified workers. Jobs growth is 

slowing in line with the tightening labour market. Nonfarm payrolls increased in December 

by 148,000 a marked slowdown from 252,000 in November.  

 

 The Federal Reserve’s Beige Book economic report, based on anecdotal information 

collected from the 12 Federal Reserve districts, reported that: “The outlook for 2018 

remains optimistic for a majority of contacts across the country.” However, the Beige Book 

highlighted concern over a tightening labour market: “Most districts cited on-going labour 

market tightness and challenges finding qualified workers across skills and sectors, which, 

in some instances, was described as constraining growth.” The $1.5 trillion tax bill, signed 

into law by President Trump on 22nd December, featured strongly in the Beige Book. Most 

districts indicated that the tax bill will have a positive impact on business activity, boosting 

debt repayments, investment spending, productivity and company profits.  

 

 Industrial production bounced back in December, rising by 0.9% month-on-month compared 

with -0.1% in November and well above the 0.4% consensus forecast. Manufacturing output 

nudged higher by 0.1% while mining and utilities output increased by 1.6% and 5.6%. 

Manufacturing output was held back by reduced production of computers and electronics. 

Encouragingly however, motor vehicle production increased which bodes well for economic 

momentum in 2018. Motor vehicle sales are a reliable proxy for consumer demand. In the 

fourth quarter 2017 industrial production increased by a solid 8.2% quarter-on-quarter 

annualised showing a robust recovery from the after-effects of Hurricanes Harvey and 

Irene.  

 

 San Francisco Federal Reserve President John Williams, Trump’s expected choice for Vice 

Chairman of the Fed board, said significant risks to the economy have faded for the first 

time since the recession. He said stronger growth could force the Fed to raise interest rates 

more rapidly than anticipated. He believes there is a greater chance of more rather than 

less rate hikes than the Fed’s median forecast of three quarter-point rate hikes in 2018. 

Federal Reserve Bank of Dallas President Robert Kaplan, citing stronger expansion and fiscal 

stimulus, said he expects three rate hikes in 2018 and perhaps even more to prevent the 

robust economy from overheating.  

 

CHINA 

 China’s GDP grew in the fourth quarter (Q4) by 6.8% year-on-year beating the consensus 

forecast of 6.7%. In 2017 GDP grew by 6.9% up from 6.7% in 2016 and ahead of the 

government’s target of 6.5%. However, there are signs of slowing momentum especially in 

consumer spending and the property market. On a quarter-on-quarter basis, GDP growth 

slowed in Q4 to 1.6% down from 1.8% in Q3. Retail sales growth slowed in December to 9.4% 

on the year compared with 10.2% the prior month marking the slowest pace since February 



 

 

2004. Consumer spending’s contribution to GDP growth decreased to 58.8% in 2017 from 

64.6% in 2016. The property market has also shown signs of slowdown. Growth in property 

sales slowed from 22.5% on the year in 2016 to 7.7% in 2017 and in value terms from 34.8% 

to 13.7%. Meanwhile, fixed asset investment growth slowed from 8.1% to 7.2% the slowest 

rate since 1999 due to the steep decline in investment by state-owned enterprises. 

However, infrastructure spending increased in 2017 by a robust 19% on the year up from 

17.4% in 2016. Government is expected to maintain its support for infrastructure spending 

in 2018 to moderate the expected impact from deleveraging and monetary tightening.  

 

JAPAN 

 Core machinery orders, excluding orders for utilities and ships which tend to be volatile, 

unexpectedly increased in November by 5.7% month-on-month. Some pullback had been 

expected following the 5.0% gain in October. Core machinery orders are at their highest 

since 2007 indicating a strong increase in capital spending in the coming six to nine months. 

Capital spending is likely to remain in an uptrend in 2018 helped by rising company profits, 

historically low interest rates, labour shortages and the build-up to the 2020 Tokyo 

Olympics. According to Marcel Thieliant, senior Japan economist at Capital Economics: 

“The biggest picture is that firms are facing the most severe capacity shortages since the 

early 1990s.”  

 

EUROPE 

 Germany’s centre-left Social Democrat Party (SPD) agreed over the weekend to enter 

formal coalition negotiations with Chancellor Angela Merkel’s centre-right Christian 

Democrats Party (CDU). The SPD had initially ruled out any coalition deal following 

September’s inconclusive general election. Merkel, who now seems set to secure a fourth 

term as chancellor, said the coalition partners will work towards forming a new government 

by Easter. The latest political developments bode well for a continuation of positive 

economic momentum in Germany, the largest economy in the Eurozone. The news boosted 

the euro to a three-year high against the US dollar. 

 

 Germany’s producer price inflation (PPI) increased in December by a solid 0.2% month-on-

month up from 0.1% in November. Although slowing slightly in December on a year-on-year 

basis to 2.5% from 2.3% the prior month PPI nevertheless increased in 2017 by 2.6% the first 

positive reading since 2012. In 2016 PPI declined by 1.7%. The uptrend in Germany’s PPI 

underscores the return of inflation to the wider Eurozone region. The news should 

encourage the ECB, which by extending its asset purchase programme is hoping to lift 

consumer price inflation to its target of close to but less than 2%.  

 



 

 

 Fitch credit rating agency upgraded Spain’s sovereign rating to “A” with a stable outlook, 

citing a broad-based economic recovery and limited impact on the economy from the 

Catalonian bid for independence. This marks the first “A” credit rating for Spain from one 

of the top rating agencies since the Eurozone debt crisis. S&P Global Ratings upgraded 

Greece’s long-term foreign currency sovereign credit rating for the first time in two years, 

citing improvements in the country’s finances and fiscal outlook. Greece is expected to exit 

its bailout programme this year. The credit rating upgrades in Spain and Greece indicate a 

sustained turnaround in the Eurozone’s so-called peripheral economies.  

 

UNITED KINGDOM 

 Consumer price inflation eased from a six-year high of 3.1% in November to 3.0% in 

December. The improved reading was helped by softer rates of increase in prices of 

transport, recreation, culture, restaurants, hotels, utilities, food and non-alcoholic 

beverages. While the CPI reading was higher than the Bank of England’s (BOE) forecast of 

2.7% the BOE, in the minutes of its December policy meeting, described inflation as “likely 

to be close to its peak.” The BOE believes inflation will “decline toward the 2% target in 

the medium term.” The gradual appreciation in the pound sterling since its post-Brexit lows 

should ease the pressure of imported inflation. The pound has appreciated to a current 

level of £/$1.3944 compared with a low of £/$1.18 in the weeks following the EU 

referendum on 23rd June 2016.  

 

 Retail sales fell in December by a pronounced 1.5% month-on-month more than reversing 

the 1.0% gain in November. December’s fall is attributed to retail sales being brought 

forward by Black Friday discounting in November. Nonetheless, December’s decline is the 

largest for that month since 2010. In 2017 retail sales increased by just 1.7% the weakest 

pace since 2013. Fourth quarter (Q4) retail sales increased on a quarter-on-quarter basis by 

0.4% indicating only a modest contribution to Q4 GDP. The outlook for retail sales should 

improve in 2018 helped by increased jobs growth and a pick-up in wage conditions.  

 

FAR EAST AND EMERGING MARKETS 

 In the January update of its World Economic Outlook the IMF forecasts India’s GDP will grow 

6.7% in 2018, rising to 7.4% in 2019 and 7.8% in 2020 making it the world’s fastest growing 

economy over the forecast period. While growth in the past year was disrupted by the 

removal of high denomination bank notes from circulation in late 2016 and the 

implementation of the Goods and Services Tax in 2017, the economy is showing signs of 

improvement. Industrial production grew in November by 8.4% year-on-year a 25-month 

high. In December passenger vehicle sales increased by a solid 5.2% on the year while 



 

 

commercial vehicle sales surged by 52.6% indicating a rapid recovery in business investment 

spending.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 2.61 

JSE Fini 15  - 0.83 

JSE Indi 25  + 3.28 

JSE Resi 20  + 6.69 

R/$   + 2.17 

R/€   + 0.15 

R/£   - 1.03 

S&P 500  + 5.96 

Nikkei  + 4.62 

Hang Seng  + 8.27 

FTSE 100  + 0.36 

DAX   + 4.23 

CAC 40  + 4.32 

MSCI Emerging + 6.91 

MSCI World  + 5.59 

Gold   + 2.62 

Platinum  + 9.31 

Brent oil  + 4.19 

 

 

 



 

 

TECHNICAL ANALYSIS 

 Having broken key resistance levels at R/$13.50 and R/$12.50, the rand has returned to its 

appreciating trend, targeting a break below R/$11.70 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 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 below key resistance at 9.0% indicating 

the potential for 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 

 While the South African Reserve Bank (SARB) left its benchmark repo rate unchanged at 

6.75% there was a clear shift in tone. The Monetary Policy Committee (MPC) statement was 

decidedly “dovish”, raising the likelihood of interest rate cuts over coming months.  

 



 

 

 The outlook for a cut in interest rates has improved markedly. Following the SARB’s January 

policy meeting the Forward Rate Agreement market has re-priced the probability of a 25 

basis-point rate cut in March to 80%. There is a 100% probability of a rate cut by June 2018.  

 

 The SARB has dramatically lowered its forecast for core consumer price inflation (CPI) for 

2018 from a previous 5.1% to 4.6%. Core CPI excludes food and energy prices, which tend to 

be volatile over the short-term and not indicative of consumer demand levels.  

 

 A strengthening rand will allow the SARB to cut its inflation forecast even further, paving 

the way for interest rate cuts. On a trade weighted basis, the rand has strengthened by 

10.6% since the SARB’s last monetary policy meeting in November. The rand has been 

boosted by the market-favourable outcome of the ANC elective conference, a strengthening 

in global economic growth and rising international commodity prices. 

 

 The SARB cited two key risks to the rand, most notably the February Budget and the March 

credit rating review by Moody’s. Fortunately, early signals indicate a positive outcome for 

each of these two concerns. 

 

 The appointment of a new board for Eskom indicates an abrupt change in government 

policy direction and an urgency in addressing the financial health of State-Owned 

Enterprises (SOEs). The financial health of SOEs is a key determinant of the country’s fiscal 

stability. The broad macroeconomic policies proposed by Cyril Ramaphosa, ahead of the 

ANC elections, include fiscal discipline, debt discipline and reformed governance at SOEs.  

 

 In a post ANC election report issued last week, Moody’s credit rating agency said that the 

election of Cyril Ramaphosa opens up the tentative possibility of a “credit positive” shift in 

South African policy. Moody’s is the sole credit rating agency still awarding South Africa an 

investment grade rating on its local currency debt making the continuation of this rating 

crucial to keeping South African local debt included in key global bond indices.  

 

 The positive outlook for the rand, inflation and interest rates significantly brightens the 

prospects for consumer and business confidence and the prospects for the JSE. Premised 

largely on the expectations for a strengthening rand and declining interest rates, Goldman 

Sachs has identified South Africa as the “big emerging market story” of 2018.  
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