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IN THIS WEEK’S BOTTOM LINE 

 The ANC’s resolution to support the expropriation of land without compensation has cast a 

shadow across South Africa’s financial markets, denting the euphoria that swept the 

country in the first days of Cyril Ramaphosa’s presidency. How worried should we be? 

 

SOUTH AFRICA ECONOMIC REVIEW 

 Retail sales increased sharply in February by 4.9% year-on-year, accelerating from the 

upwardly revised 3.3% growth rate in January. For the year-to-date retail sales grew by 

4.1% on the year a marked improvement on the 1.4% contraction in the same period last 

year. On a month-on-month basis, retail sales grew in February by 1.8%. By retail category, 

“household furniture, appliances, equipment” grew 14.2% on the year, followed by 

“textiles, clothing, footwear and leather” with growth of 7.1%. The outlook for retail sales 

is brightening helped by falling inflation and interest rates, rising jobs growth prospects, 

and the potential for increased household credit extension. These factors should more than 

compensate for the impact of the VAT increase.  

 

 Consumer price inflation (CPI) eased by more than expected in March to a seven year low of 

3.8% year-on-year down from 4.0% in February and well below the 4.1% consensus forecast. 

The main contributor was a muted increase in transport prices of just 2.8%, reflecting the 

decline in petrol and diesel prices. However, core CPI excluding food and energy prices 

remained unchanged for a third straight month at 4.1% suggesting inflation may struggle to 

fall any lower given the anticipated upturn in food prices, rising global oil prices and the 

slight depreciation in the rand over the past month. Moreover, the VAT increase on 1st April 

will cause a short-term inflation spike over coming months.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank composite leading business cycle indicator: Due Tuesday 24th April. The 

composite leading business cycle indicator is expected to have stalled in February after 

rising in January to its highest level since 2012. The chief culprits are uncertainty over land 

expropriation and increased global concerns over rising US government bond yields and 

trade protectionism.  

 

 BER consumer confidence index: Due Wednesday 25th April. The BER consumer confidence 

index is expected to have improved further in the first quarter (Q1) helped by a brightening 



 

 

economic outlook, lower inflation and lower interest rates, greater political certainty and 

the credit rating reprieve granted by Moody’s. Buoyant retail sales growth over the quarter 

suggests the consumer confidence index may have regained positive territory after 

registering -8 in Q4 2017.  

 

 Producer price inflation: Due Thursday 26th April. Producer price inflation (PPI), having 

fallen sharply from a year-on-year reading of 5.1% in January to 4.2% in February, is 

expected to have eased further in March to 4.0% according to consensus forecast. Lower 

food and fuel price inflation are cited. However, the VAT increase and the comparative 

effect of a rising base level suggests the March reading may represent the low point in the 

PPI cycle.  

 

GLOBAL 

 In its updated World Economic Outlook, the IMF left its forecast for global economic growth 

at 3.9% in 2018 and 3.9% in 2019 unchanged from its January forecast although significantly 

higher than its October forecast. According to the report growth will be supported by 

“strong momentum, favourable market sentiment, accommodative financial conditions and 

international repercussions of expansionary fiscal policy in the US.” Despite its warnings 

over the impact of trade barriers the IMF forecasts world trade will grow in 2018 by 5.1% up 

from 4.9% in 2017 and 3.3% in 2016. Among individual regions, the IMF forecasts US growth 

will strengthen from 2.3% in 2017 to 2.9% in 2018 and Eurozone growth from 2.3% to 2.4% 

over the same period while China’s growth will slow from 6.8% to 6.6% slowing further to 

6.4% in 2019. The UK would remain the slowest growing economy in Europe apart from Italy 

due to continued uncertainty over Brexit. The IMF cautioned that the fiscal boost to US 

growth would be unsustainable over the medium term, forecasting a dip in growth in 2019 

and beyond.  

 

 The IMF Fiscal Monitor cautioned that aggregate government debt in advanced economies 

had been stuck above 100% of GDP for more than five years and that it would likely remain 

above this threshold at least until 2023, a level exceeded only in 1945. A large part of the 

blame is levelled at the US, where tax cuts will lift government debt to GDP from 107% to 

117% by 2023. According to the report: “High government debt levels make it difficult to 

conduct countercyclical policies, especially in the event of a financial crisis.” Vitor Gaspar, 

director of fiscal affairs at the IMF said: “We urge policymakers to avoid pro-cyclical policy 

actions that provide unnecessary stimulus when economic activity is already pacing up.” 

According to the IMF Fiscal Monitor total global debt, including both public and private 

debt, currently stands at 225% of GDP up from 213% at its previous peak in 2009. Excessive 

debt levels make the global economy vulnerable to a repeat of the abrupt deleveraging 

which led to the 2008/09 global financial crisis.  

 

 The surge in the oil price continued unabated over the past week lifting the Brent price by 

9% over the past month to its highest level since November 2014. The oil price increase is 



 

 

attributed to a combination of increased political risk in key producing regions including the 

Middle East, Russia and Venezuela, output cuts by OPEC and rising global demand. 

According to OPEC global inventories have shrunk to their lowest level in more than three 

years falling in February by a further 17.4 million barrels to 2.85 billion barrels. However, 

the record level of investment in oil in financial markets suggests the oil price is being 

underpinned by speculative as well as fundamental pricing, indicating the risk of a sharp 

reversal in the oil price.  

 

 A weak after President Xi Jinping’s conciliatory speech at the Boao Forum aimed at 

appeasing US trade demands, China’s National Development Reform Commission announced 

it will abolish foreign ownership limits in key manufacturing industries. Foreign ownership 

caps in aircraft, shipping and electric vehicle manufacturing will be abolished by the end of 

the year and for all other vehicles by 2022. The move is a key concession to US trade 

demands. To date foreign ownership in these manufacturing industries has been limited to 

50/50 joint ventures, creating an avenue for the transfer of intellectual property, one of 

the Trump administration’s biggest grievances.  

 

NORTH AMERICA 

 The Conference Board Leading Economic Index (LEI), a barometer of expected business 

conditions 6-9 months ahead, increased for a third straight month in March by 0.3% 

following gains of 0.7% in February and 0.8% in January. According to Ataman Ozyildirim, 

Director of Business Cycles and Growth Research at the Conference Board: “While the 

monthly gain is slower than in previous months, its six-month growth rate increased further 

and points to continued solid growth in the US economy for the rest of the year.” However, 

he cautioned that “the recent weakness in residential construction and stock prices, 

important leading indicators, should be monitored closely.”  

 

 Housing starts showed some recovery in March, rising by 1.9% month-on-month although 

less than the 2.5% consensus forecast and not sufficient to make up the 3.3% decline in 

February. However, building permits which signal the pipeline of new construction, 

increased by a better than expected 2.5% on the month beating the consensus forecast for 

no change. Housing start data tend to be volatile and the first quarter is traditionally weak 

due to poor weather conditions. Encouragingly, multi-unit residential building permits 

increased to their highest level since October 2016 and on a year-on-year basis housing 

starts for the year-to-date are up by a solid 8.0%, indicating that construction activity 

remains robust. 

 

 US earnings are forecast to increase in the first quarter (Q1) by 18% year-on-year marking 

the fastest pace since Q1 2011. Of the companies in the S&P 500 index, which have so far 

reported Q1 earnings, 80% have beaten consensus forecast ahead of the five-year “beat” 

average. Moreover, companies have beaten the consensus forecast by an average 0f 5.9% 



 

 

also above the five-year trend. The outlook for earnings remains robust, aided by 

substantial cuts in company tax and windfall earnings in the oil industry. In addition, record 

cash levels on company balance sheets signals the potential for an increase in share 

buybacks. Share buybacks reduce the shares in issue, thereby lifting earnings per share. 

Non-financial companies comprising the S&P 500 index had $2.39 trillion in cash and 

investments in 2017 up from $2.2 trillion in 2016. JP Morgan forecasts total buybacks could 

increase from $530 billion in 2017 to $800 billion in 2018.  

 

 The 10-year US Treasury bond yield surged in the past week to just under 3% closing at 

2.98% on Friday its highest level since January 2014. The rise in bond yields is attributed to 

concerns over inflationary pressures, exacerbated by the sharp increase in oil prices since 

the start of the year. The break-even rate measuring the yield difference between 

conventional 10-year US Treasury bonds and Treasury inflation-linked bonds of similar 

maturity, has been increasing indicating rising inflation expectations. The break-even rate, 

which measures the expected average annual inflation rate over the next 10 years, has 

increased to a four-year high of 2.18% exceeding the Fed’s 2% target. As a result, financial 

markets are now pricing-in a 29% probability of four interest rate hikes this year. While 

equities have displayed a more muted response to surging bond yields than they did in 

February, there is considerable rotation out of so-called “bond proxy” stocks including 

utility and consumer staple stocks into sectors such as financials which tend to benefit from 

rising interest rates.  

 

CHINA 

 China’s economy posted GDP growth of 6.8% year-on-year in the first quarter (Q1) matching 

the growth rate of the previous two quarters. The upbeat result confounded expectations 

for a slowdown stemming from concerted government efforts to reduce indebtedness and 

curb speculation in the property market. The growth rate exceeded the government’s 2018 

growth target of 6.5%. However, some indicators point to a slowdown in momentum. 

Industrial production growth slowed in March to 6.0% on the year down from 7.2% in the 

first two months of the year. Residential property sales growth slowed to 11.4% in Q1 from 

15.7% in the first two months of the year. On a sequential quarter-on-quarter basis, GDP 

growth slowed in Q1 to 1.4% compared with 1.6% in Q4 2017.  

 

 The People’s Bank of China (PBOC) cut the Reserve Requirement Ratio for the first time 

since February 2016. The surprise easing in monetary policy occurred despite stronger than 

expected first quarter GDP growth signalling an ebbing in economic momentum. The RRR 

was reduced by 100 basis points from 17% to 16% for the country’s biggest banks and from 

16% to 15% for smaller banks. The cut in the RRR reduces the amount of reserves banks are 

required to hold, freeing-up an estimated 1.3 trillion yuan of bank capital. The monetary 

stimulus is aimed at boosting credit extension to small and private businesses.  



 

 

 

JAPAN 

 Consumer price inflation (CPI) fell sharply to 1.1% year-on-year in February down from 1.5% 

in January due to a near halving in the rate of fresh food price inflation. Core CPI, which 

excludes fresh food inflation but includes fuel inflation, also reduced from 1.0% to 0.9%. 

Service inflation fell from 0.3% to 0.2%, goods prices excluding fresh food fell from 1.8% to 

1.6%, while energy inflation eased from 7.0% to 5.7%. Core CPI, the measure most closely 

followed by the Bank of Japan (BOJ) is stuck well below the BOJ’s 2% target suggesting 

monetary policy will continue to remain highly accommodative for a considerable period.  

 

 The Markit manufacturing purchasing managers’ index (PMI) increased for the first time in 

three months rising to 53.3 in April from 53.1 in March, remaining above the expansionary 

50-level for the 20th straight month. While the headline PMI recovered lost ground the 

export orders index fell for the first time in over a year and a half due to increased trade 

friction and the appreciation in the yen. The yen has gained by around 4% against the US 

dollar since the start of the year, reducing Japan’s export competitiveness. Fortunately, 

domestic demand remains strong reducing Japan’s traditional reliance on external demand. 

According to Joe Hayes, economist at IHS Markit: “Although new export orders declined for 

the first time since August 2016, as the stronger yen begins to impact price 

competitiveness, the rise in total new business inflows signals stronger domestic demand.”  

 

EUROPE 

 Germany’s closely watched ZEW investor confidence index slumped in April to -8.2 down 

from 5.1 in March significantly below the consensus forecast of -1.0. In two months the ZEW 

index has dropped from 17.2 to -8.2 its lowest since November 2012. The sharp decline is 

attributed to concerns over a potential trade war, rising geopolitical tension and a 

substantial drop in German economic activity. ZEW president Achim Wamback noted: “The 

significant decline in production, exports and retails sales in Germany in the first quarter of 

2018 is also having a negative effect on the future economic development.” The ZEW tends 

to be a reliable leading indicator for the German economy. Current readings are consistent 

with continued volatility in financial markets.  

 

 The Eurozone manufacturing purchasing managers’ index (PMI) fell in April to 56.0 from 

56.6 in March. Although well above the expansionary 50-level the reading is the lowest in 

14 months indicating the impact on export competitiveness of a strengthening euro. The 

new export order sub-index fell from 54.8 to 53.7 an 18-month low. Germany’s 

manufacturing PMI fell from 58.2 to 58.1 a 9-month low and France’s from 53.7 to 53.4 a 

13-month low. By contrast the Eurozone services PMI increased in April to 55.0 from 54.9 in 



 

 

March helping the composite PMI, measuring conditions in both manufacturing and service 

sectors, to remain unchanged at March’s level of 55.2 in April. The composite PMI reading, 

although down from a multi-year peak of 58.8 in January, is consistent with a robust 

quarterly GDP growth rate of 0.6% or 2.4% annualised. This would mark an improvement on 

Eurozone GDP growth of 2.3% in 2017 and 1.8% in 2016.  

 

UNITED KINGDOM 

 In its World Economic Outlook, the IMF forecasts UK GDP growth will slow to 1.6% in 2018 

and 1.5% in 2019 down from 1.8% in 2017 and 1.9% in 2016, considerably below the IMF’s 

average forecast for advanced economies in 2018 of 2.5% and its Eurozone forecast of 2.4%. 

The IMF attributes the projected economic slowdown to continued uncertainty over Brexit 

over the next two years, leading to lower foreign direct investment and higher barriers to 

trade. At the same time the IMF forecasts UK consumer price inflation will ease only 

gradually from 2.7% in 2017 to 2.5% in 2018 and 2.2% in 2019, staying above the Bank of 

England’s 2% target for a prolonged period.  

 

 Average weekly wages increased in the three months to February by 2.8% year-on-year the 

strongest growth rate since mid-2015. This marks the first time in a year that wages have 

increased faster than inflation signalling a rise in real incomes. In March consumer price 

inflation eased from 2.7% to 2.5% accelerating the improvement in real wage growth. Real 

wage growth is likely to strengthen further in coming months as inflation continues to 

moderate and wage growth accelerates amid a tightening labour market. Moreover, the 

deceleration in inflation lowers the likelihood of the Bank of England hiking its benchmark 

interest rate in May, providing additional relief to consumers.  

 

FAR EAST AND EMERGING MARKETS 

 In its World Economic Outlook, the IMF raised its 2018 forecast for aggregate emerging 

market GDP growth to 4.9% from its February forecast of 4.8%. This compares favourably 

with the IMF’s aggregate forecast of 2.5% for advanced economies. The IMF attributed the 

forecast upgrade to growth acceleration in Latin America, the Middle East, sub-Saharan 

Africa and India. The Institute of International Finance echoed the improving outlook, 

raising its forecast for emerging market GDP growth to 5.0% in 2018 and 5.1% in 2019 citing 

especially strong growth in India. Its growth forecast for India in 2018 stands at a 

resounding 7.9%.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 3.07 



 

 

JSE Fini 15  - 0.33 

JSE Indi 25  - 5.58 

JSE Resi 20  + 3.82 

R/$   + 0.16 

R/€   - 1.47 

R/£   - 2.82 

S&P 500  - 0.12 

Nikkei  - 2.97 

Hang Seng  + 1.12 

FTSE 100  - 3.76 

DAX   - 2.67 

CAC 40  + 2.37 

MSCI Emerging - 0.02 

MSCI World  - 0.30 

Gold   + 2.71 

Platinum  - 0.64 

Brent oil  + 12.76 

 

TECHNICAL ANALYSIS 

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

appreciating trend, targeting a break below R/$11.00 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 broken decisively above key resistance at 2.5%, targeting 

the next key resistance level at 3.0%. A break above long-term resistance at 3.6% would 

indicate an end to the multi-decade bull market in bonds.  

 

 The benchmark R186 2025 SA Gilt yield has broken below key resistance at 8.6%% indicating 

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 $70 and likely to remain in a trading 

range of $65-75 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 

signals the early stages of a new bull market. 

 

BOTTOM LINE 

 The ANC’s resolution to support the expropriation of land without compensation has cast a 

shadow across South Africa’s financial markets, denting the euphoria that swept the 

country in the first days of Cyril Ramaphosa’s presidency. How worried should we be? In 

some quarters, Ramaphoria has turned to Ramaphobia. Anxiety over the issue of land 

expropriation is overblown. The idea of expropriating productive farms is completely 

inconsistent with the new government’s clearly stated objective of lifting investor 

confidence.  

 

 In its final set of resolutions on land expropriation the ANC stated that land expropriation 

must not “undermine future investment in the economy, or damage agricultural production 

and food security” and in addition “must not cause harm to other sectors of the economy”. 

 

 Furthermore, the ANC resolution emphasised the need to focus on the “redistribution of 

vacant, unused and under-utilised state land”, the better utilisation of “government-owned 



 

 

land”, and the need to “democratise control and administration of areas under communal 

land tenure”. The resolution emphasised the need to accelerate the rollout of title deeds 

to “black South Africans in order to guarantee their security of tenure and to provide them 

with instruments of financial collateral.” 

 

 The deepest poverty is concentrated in the former homelands, where people have no 

recorded rights to their land, making them vulnerable to eviction and exploitation, and 

incapable of joining the formal economy. They rely on intermediaries to provide proof of 

address when they apply for social grants. 

 

 The Peruvian economist, Hernando de Soto, winner of the Washington-based Competitive 

Enterprise Institution’s coveted Julian Simon Memorial Award, provides valuable insights 

into South Africa’s land question based on his experience in Peru. He said that in Peru the 

poor were locked out of the formal economy: “They have houses but not titles, crops but 

not deeds, businesses but not statutes of incorporation.” A lack of title means the poor 

cannot sell their assets, borrow money or trade in the formal economy and are often 

subjected to the whims of corrupt bureaucracy. De Soto persuaded Peru’s government to 

provide title deeds to millions, unlocking billions in “dead capital”.  

 

 Deputy executive director of Agri SA, Christo van der Rheede, echoes the views of De Soto. 

He stresses the ownership of land as a critical success factor in agricultural productivity. 

The lack of land title is the biggest constraint for black and coloured farmers as the land on 

which they farm cannot be used as security to raise loans.  

 

 The most likely target for land expropriation will be the former homelands and 

government-owned land. These areas comprise around 30% of South Africa’s land and are 

home to an estimated 17 million people. Offering these people land title and ownership will 

unlock capital, reduce poverty, raise agricultural productivity, and create tax revenue for 

infrastructure development.  

 

 The result will be a massive boost to the country’s GDP. Far from being a threat to the 

country’s economy, the land expropriation that is envisaged will provide the catalyst that 

lifts South Africa’ growth rate to the 5-6% level targeted in the National Development Plan.  
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