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SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales unexpectedly increased in March by 0.8% year-on-year an improvement on 

February’s -1.6% contraction and ahead of the -0.7% consensus forecast. The winning retail 

categories were food, furniture and pharmaceuticals which gained on the year by 14.8%, 

8.2% and 7.2% respectively. The biggest loser was the textile category which fell 5.6% on 

the year. In the first quarter (Q1) retail sales fell 1.0% on the year shaving around 0.3% 

from Q1 GDP growth. Despite encouraging March figures the outlook for retail spending 

remains weak, clouded by depressed consumer confidence, tight lending standards and 

poor employment growth. Until real disposable income starts to show growth there is 

unlikely to be any reprieve from the downtrend in retail sales. There is a strong correlation 

between real per capita disposable income and retail sales growth. 

 

 Foreigners were net sellers of both South African bonds and equities in the past week to the 

tune of -R3.05 billion and -R0.99 billion respectively with net bond sales attributed to 

renewed political corruption allegations in Brazil. For the year-to-date net selling of 

equities was -R43.49 billion while inflows into the bond market remained positive at R38.02 

billion. Domestic bonds are in strong demand despite recent credit rating downgrades due 

to rising global appetite for higher yielding emerging market assets. However, since the 

South African bond market is large and very liquid any change in broader sentiment would 

have significant repercussions. Although still negative, for the first time in 18 weeks, the 

net foreign sales of equities were less than bonds potentially signaling a turning point in 

foreign sentiment towards the domestic equity market.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank composite business cycle leading indicator: Due Tuesday 23rd May. The 

leading indicator, which measures expected business conditions 3-6 months ahead, 

increased in February for a 7th straight month to 98.0 its highest level since early 2014 

although likely to show a decline in March due to President Zuma’s ill-fated cabinet 

reshuffle.  

 

 Consumer price inflation: Due Wednesday 24th May. Helped by falling food prices consumer 

price inflation is expected to soften from 6.1% year-on-year in March to 5.6% in April 



 

 

according to consensus forecast. Core CPI excluding food and energy is expected to remain 

unchanged at 4.9%.  

 

 Producer price inflation: Due Thursday 25th May. Producer price inflation (PPI) is expected 

to soften from 5.2% in March to 4.9% in April according to consensus forecast. The PPI 

deceleration is being assisted by a constructive base effect of higher year-ago levels, a 

strengthening rand and lower food prices.  

 

 Reserve Bank interest rate decision: Due Thursday 25th May. The Reserve Bank Monetary 

Policy Committee (MPC) will conclude its three-day meeting. According to consensus 

forecast the MPC will leave the repo unchanged at 7.0%. Although consumer price inflation 

will regain the Reserve Bank’s 3-6% target range and economic growth remains weak, there 

is a high degree of uncertainty over the rand’s direction due to potential credit rating 

downgrades. Renewed rand volatility would jeopardise the inflation trajectory.  

 

GLOBAL 

 Global equity markets were rattled last week due to political developments in the US and 

Brazil. Allegations that President Trump had asked recently dismissed FBI Director James 

Comey to drop investigations into former National Security Advisor Michael Flynn caused 

the biggest single-day decline in US equity markets since September 2016. Meanwhile, 

allegations of corruption against Brazilian President Temer undermined emerging market 

risk appetite. Despite the news headlines, the global economy continues to gain 

momentum. In the past week, global economic data confirms strengthening US industrial 

production, faster than expected Japanese GDP growth, a multi-year high in Germany’s 

business confidence, and stronger than expected UK retail sales. While China’s economic 

growth has slowed, the slowdown is intentional resulting from concerted monetary 

tightening. Solid global economic fundamentals are likely to take precedence over political 

uncertainty in guiding financial markets.  

 

NORTH AMERICA 

 Industrial production increased in April by a stronger than expected 1.0% month-on-month 

up from 0.4% in March and its fastest since February 2014. Manufacturing, which accounts 

for 75% of industrial production, grew 1% boosted by the production of machinery and 

vehicles. Automotive production grew 5% more than reversing March’s 3.6% slump. 

Excluding autos manufacturing production grew a robust 0.7%. The growth in industrial 

production was broad-based with utilities output rising 0.7% and mining output by 1.2%. 



 

 

Industrial capacity utilization increased to a 20-month high of 76.7%. The overall data 

indicate a healthy outlook for the US industrial sector, corroborated by the Philadelphia-

Fed (Philly Fed) manufacturing index. The Philly Fed index, one of the earliest forward-

looking indicators to be released and a barometer of activity in the mid-Atlantic region, 

surged higher from 22.0 in April to 38.8 in May.  

 Initial jobless benefit claims unexpectedly fell in the past week from 236,000 to 232,000 

versus a consensus forecast increase to 240,000. Jobless claims have now been below the 

key 300,000 level, traditionally associated with sustainable jobs growth, for 115 straight 

weeks the longest winning streak since 1970 when the labor market was far smaller. Jobless 

benefit claims have fallen by 11,000 since the April non-farm payroll survey which 

registered a robust 211,000 job increase in the month. Recent jobless claims data suggest 

another strong month of employment growth in May.  

 Strong labour market indicators have strengthened the case for a further interest rate hike 

at the Fed’s policy meeting on 13-14th June. Fed funds futures attribute a 97.5% probability 

of a 25 basis point rate hike in June. Individual policy committee members have joined the 

growing chorus of support for a normalization in monetary policy. Cleveland Fed Bank 

President Loretta Mester repeated her call for further interest rates now that the economy 

has reached full employment and inflation is nearing its 2% goal, adding that: “I think that 

its’s important for the FOMC to remain vigilant against falling behind, especially given the 

low level of interest rates and the large size of our balance sheet.”  

 Housing starts unexpectedly fell in April by 2.6% month-on-month building on March’s -6.6% 

decline. A rebound from the first quarter’s slump had been expected. The main culprit was 

the multifamily home starts category which fell 9.2% on the month. Building permits were 

also weak with a fall of 2.5% reversing the 3.4% increase in March. However, National 

Association of Home Builders Housing Market index (HMI) increased from 68 in April to 70 in 

May. The HMI future sales index increased from 75 to 79 its highest since June 2005 

confirming that the housing construction market remains healthy and likely to recover from 

its recent soft patch over coming months. An upbeat labour market, low housing inventories 

and rising home prices should provide solid support.  

 

JAPAN 

 GDP grew in the first quarter (Q1) by a stronger than expected 0.5% quarter-on-quarter 

accelerating from 0.3% in Q4. GDP has grown for five straight quarters marking the longest 

winning streak in almost 11 years. The pick-up in GDP is attributed to exports which 

contributed 0.1 percentage points and domestic demand which contributed 0.4 percentage 

points. Private consumption, which contributes 60% to GDP, had been weak for most of 



 

 

2016 but is starting to recover with demand rising sharply in Q1. On a quarter-on-quarter 

annualised basis GDP growth accelerated from 1.4% in Q4 to 2.2% in Q1 well above the 1.7% 

consensus forecast. Growth is likely to remain buoyant over the next two quarters helped 

by fiscal spending from last year’s supplementary budget. Thereafter growth remains less 

certain and may fall hostage to export demand and sustainability in the recent uptick in 

private consumption. However, monetary policy will likely remain supportive and the next 

budget may provide additional stimulus.  

 

 Core private sector machinery orders, excluding power generation and ships, increased in 

March by 1.4% month-on-month rising for a second straight month after gaining 1.5% in 

February. Despite solid February and March figures core machinery orders, a key measure 

of business investment plans, fell over the first quarter (Q1) by 1.4% quarter-on-quarter and 

according to the Cabinet Office will decline by a further 5.9% in Q2. However, the Cabinet 

Office cautioned that: “Excluding special factors, orders related to the real economy is not 

so bad.” The latest Tankan business survey suggests capital investment over the next 12 

months will recover amid rising business confidence and declining excess capacity.   

 

EUROPE 

 Minutes from the ECB’s April policy meeting were closely scrutinized for any hint of change 

in forward guidance on the central bank’s quantitative easing programme. The minutes 

acknowledged that: “Even small and incremental changes in communication could have 

strong signaling effects when interpreted as heralding a change in the monetary policy 

stance.” The ECB is keen to avoid a repeat of the mistake made by the Fed in 2013 when it 

signaled a tapering of its quantitative easing programme too early, leading to the financial 

market’s “taper tantrums”. However, the ECB minutes did provide a slight firming in its 

monetary policy stance, stating that new data and staff projections place the ECB “in a 

better position to take stock and reassess the sustainability of the recovery and outlook for 

inflation”.  

 

 Germany’s ZEW business confidence survey current conditions index increased from 80.1 in 

April to 83.9 in May its highest reading since July 2011 reflecting a fading in political 

uncertainties following the French general election. The ZEW forward-looking future 

economic situation index increased from 19.5 to 20.6 its highest since March 2015. The 

reading is consistent with quarter-on-quarter GDP growth of 0.5% in the second quarter 

(Q2) slightly below the 0.6% achieved in Q1 but nonetheless a respectable level. In the 

words of ZEW President Achim Wambach: “The prospects for the Eurozone as a whole are 

gradually improving, further strengthening the economic environment for German exports.” 

 



 

 

UNITED KINGDOM 

 Retail sales increased in April by a stronger than expected 2.3% month-on-month more than 

making up for the 1.4% decline in March and significantly ahead of the 1.0% consensus 

forecast. The robust increase is attributed to warm weather and the late timing of the 

Easter weekend. Even if retail sales show nil growth in May and June there would still be 

quarter-on-quarter growth in the second quarter (Q2) due to the low base set in Q1 when 

retail sales shrank 1.5%. Despite a solid April figure the retail outlook for the reminder of 

the year remains poor due to the combined impact of rising inflation and falling wage 

growth on disposable household income. Average wages increased in Q1 by 2.1% on the year 

slower than the 2.3% inflation rate over the same period.  

 

 Consumer price inflation (CPI) jumped from 2.3% year-on-year in March to 2.7% in April its 

highest since September 2013. Core CPI excluding food and energy prices also increased 

sharply from 1.8% to 2.4%. The increase is due to broad based pricing pressures although 

most notable among airfares, transport, restaurants and hotels, clothing and footwear, 

housing and household goods. The Bank of England, which forecasts inflation to peak at just 

below 3% in 2018 before falling back to its 2% target in 2019, blames the rise in inflation 

solely on the pound’s depreciation since the Brexit vote last June. Therefore, inflation 

should subside as the once-off effect of the weaker currency starts to fade. The signs of a 

fading currency effect are already evident in producer price inflation (PPI), which eased in 

April to 16.6% from 17.4% in March.  

 

 The unemployment rate fell in the first quarter (Q1) from 4.7% to 4.6% its lowest since July 

1975. However, wage growth continued to ease with average weekly earnings excluding 

bonuses rising by 2.1% lagging the inflation rate at 2.3% for the first time since September 

2014. Wage growth is likely to deteriorate further over coming months, which combined 

with rising inflation, signals negative real core wage growth over the course of 2017 

resulting in a squeeze in household budgets over coming quarters.  

 

FAR EAST AND EMERGING MARKETS 

 Malaysia’s GDP grew in the first quarter (Q1) by a significantly stronger than expected 5.6% 

year-on-year and 1.8% quarter-on-quarter prompting economists to upgrade their 2017 

growth forecasts. Growth was driven by strengthening domestic demand with strong 

contributions from private consumption, government spending and investment spending. 

Private consumption increased 6.6% on the year contributing 3.6 percentage points to GDP 

growth the most in eight quarters despite falling wage growth. Investment spending was 

the second largest contributor after jumping 12.9% on the year. The Malaysian Institute of 

Economic Research business confidence index increased sharply from 81.2 in Q4 to 112.7 in 



 

 

Q1 signaling continued growth in investment spending over the remainder of the year. 

Other macro-economic data were also constructive with Malaysia’s consumer price inflation 

easing from 5.1% year-on-year in March to 4.4% in April.  

 

 Although Nigeria’s consumer price inflation (CPI) only softened slightly from 17.3% year-on-

year in March to 17.2% in April core CPI excluding food and energy prices eased more 

convincingly from 15.4% to 14.8%. Favourable base effects and a more stable naira should 

lead to a further decline in inflation readings in the months ahead. In its Bi-Annual 

Economic Update the World Bank reported that Nigeria, after experiencing its first 

recession in 25 years in 2016, should return to GDP growth of 1.2% in 2017. Citing the 

recovery in oil production and the agricultural sector the World Bank was also positive on 

Nigeria’s ability to strengthen its macroeconomic policy framework and implement 

necessary structural reforms. The World Bank report states that: “The Economic Recovery 

and Growth Plan for 2017-2020… if implemented successfully, would lead to expanded 

transportation infrastructure, the increased reliability of supply of power by restoring 

financial viability to the power sector, an improved business environment, improved 

educational attainment, strengthening public institutions, and improved transparency and 

anti-corruption.” 

 

 The Bank of Zambia (BOZ) cut its benchmark interest rate by a larger than expected 150 

basis points from 14% to 12.5% by more than the consensus forecast for a 100 basis-point 

cut. The BOZ also reduced the statutory reserve ratio from 15.5% to 12.5% to help boost 

bank lending. The bold monetary easing is supported by a sharp decline in inflation. 

Consumer price inflation (CPI) registered 6.7% year-on-year in April, which although 

unchanged from the previous month is down substantially from its 22.9% peak in February 

2016. The BOZ expects CPI to remain within its 6-8% target range over the foreseeable 

future with better than normal rains and forecasts of a record corn harvest likely to keep 

downward pressure on food prices.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 7.63 

JSE Fini 15  - 1.33 

JSE Indi 25  + 16.26 

JSE Resi 20  + 1.45 

R/$   + 3.39 



 

 

R/€   - 2.90 

R/£   - 2.89 

S&P 500  + 6.38 

Nikkei   + 0.43 

Hang Seng  + 15.41 

FTSE 100  + 4.95 

DAX   + 9.92 

CAC 40   + 9.47 

MSCI Emerging  + 16.40 

MSCI World  + 8.78 

Gold    + 9.56 

Platinum  + 5.04 

Brent oil  - 5.12 

 

TECHNICAL ANALYSIS 

 The rand is trading in a range between R/$13.00 and 13.50. A break below R/$13.50 is 

required to pave the way for further depreciation to the R/$14.50 level.  

 

 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 announcement of the snap election the British pound has broken above key 

resistance at £/$1.25 which has now become a key support level and should promote 

further near-term currency gains. Recent strong gains have diminished prospects for a 

£/$1.18-1.22 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 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.   

 

 Despite failing to hold above the $55 level the Brent crude price is well supported at $50 a 

barrel. Base metal prices are in a bull trend confirmed by copper’s increase above key 

resistance at $5500 per ton. 

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 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 

 The greatest limitation for gold as an investment is its lack of income yield and the 

difficulty in predicting or modelling its anticipated price movement. Warren Buffett, well 

known for his disdain for gold as an investment famously said: “It is an entirely different 

game to buy a lump of something and hope that somebody else pays you more for that lump 

two years from now than it is to buy something that you expect to produce income for you 

over time.” Acknowledging the income generating limitations not to mention the insurance 

and storage costs associated with holding gold, there is a place for some gold in investment 

portfolios, as a hedge against geopolitical and economic risk.  

 

 While near impossible to model predicted gold price movements the outlook for bullion is 

brightening. The improving outlook is based on supply-demand fundamentals, historic 

relationships between the gold price and the monetary base, cross border capital 

movements and expected dollar weakness.  

 

 Gold demand is increasing in India and China, the world’s two largest bullion markets. 

Combined demand from these two nations already exceeds the total amount of gold mined 

worldwide. In India gold imports increased in April by 440% year-on-year to 98.3 tons 



 

 

compared with 22.2 tons the previous year. In China gold demand is expected to surpass 

1000 tons this year compared with 975 tons in 2016 boosted by curbs on property 

speculation and greater flexibility in gold trading. Bank of China International has 

sponsored G-banker, an online trading platform which enables buyers to buy, sell, deposit 

and withdraw gold via digital trading and a mobile app. Shanghai Gold Exchange volumes 

recently surged to 34 tons per day up sharply from the long-term daily average of around 27 

tons.  

 

 Outstanding gold contracts on the New York Commodities Exchange (Comex) have fallen for 

ten straight weeks, the longest stretch since October 2011. This negative positioning often 

acts as a “reverse indicator” signalling that we may be near to the bottom. Buying of gold 

contracts is more likely to rise from depleted rather than fully invested levels.   

 

 How is the Fed interest rate hiking cycle likely to affect the gold price? Contrary to 

generally accepted wisdom rate hiking cycles are normally associated with a rising gold 

price. During four separate Fed rate hiking cycles since 1988 commodities, to which gold 

tends to be closely correlated, provided almost double the performance of equities.  

 

 The gold price tends to rise when the US dollar weakens. The dollar was boosted between 

2012-15 by massive capital flight from the Eurozone and China in response to ECB 

quantitative easing and relaxation of capital controls in Beijing. Most of the estimated $1.6 

trillion which left China and $1.4 trillion which left the Eurozone flowed into the US. As 

monetary tightening spreads from the US to other regions in response to the global 

economic recovery, the massive capital flows into the US between 2012-15 will reverse, 

resulting in dollar weakness and a concomitant rally in the gold price. 

 

 Perhaps the most persuasive argument for including some gold in investment portfolios is 

the relationship between the gold price and the size of the US Monetary Base. The 

divergence between the value of stated US gold reserves and the size of the US Monetary 

Base is as wide as it has ever been, matched only in 1976 when a bull market in gold was 

just starting.   
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