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SOUTH AFRICA ECONOMIC REVIEW 

 Total net foreign selling of bonds and equities since the start of the year amounts to R8.68 

billion, comprising R1.96 billion bonds and R6.72 billion equities. In 2016 foreign investors 

sold a net R26.13 billion in bonds and a massive R124.83 billion in equities. Net foreign 

selling of equities has continued for 16 consecutive months since September 2015. A change 

in this trend should provide a solid indicator for the domestic equity market.  

 

 Retail sales surprised to the upside in November rising 3.5% month-on-month and 3.8% year-

on-year well above the consensus forecast for a 0.4% decline on the year. Part of the surge 

may be attributed to increasing popularity of annual Black Friday sales. Six out of the seven 

main retail categories made positive contributions with the strongest year-on-year gains in 

“food, beverages and tobacco”, “hardware, paint and glass” and “pharmaceuticals and 

medical goods, cosmetics and toiletries” at 6.0%, 5.8% and 4.8%. Consumer spending is 

likely to pick-up in the months ahead amid better economic growth prospects, declining 

inflation and the possibility of interest rate cuts in the second half of the year.  

 

 Consumer price inflation (CPI) unexpectedly accelerated from 6.6% year-on-year in 

November to 6.8% in December well above the consensus forecast for a decline to 6.5%. On 

a month-on-month basis CPI increased 0.4%. The key culprits were food prices, which 

increased 0.8% on the month and 12.0% on the year, and housing and utility prices with 

housing rentals rising 1.4% on the month. Meat prices increased 2.0% on the month as 

better rains encouraged livestock farmers to rebuild their herds. Core inflation, excluding 

food and energy prices, increased from 5.7% to 5.9%. Despite the recent uptick, CPI is 

expected to return to the South African Reserve Bank’s 3-6% inflation target by March this 

year helped by the base effect of high year-ago comparative figures and a steep decline in 

food prices. In its latest report Agbiz estimates the total maize production in 2016/17 will 

be between 11.7 million and 13.0 million tons, well above last year’s 7.5 million tons and 

total domestic demand of 10.5 million tons.  

 

 After recovering from -11 in the second quarter (Q2) last year to -3 in Q3 the FNB/BER 

consumer confidence index fell back to -10 in Q4. The index remains well below its +4 long-

term average. Among the three categories making up the index, the degree of confidence 

in economic prospects over the next 12 months and the household financial position over 

the next 12 months, fell the most from -4 to -23 and from +16 to +6, respectively. 



 

 

Pessimism was concentrated across the lower income groups, attributed to soaring food 

prices, weak household income growth and poor credit extension. Meanwhile, the durable 

goods index rebounded from -21 to -13 helped by significant discounting by durable goods 

retailers around annual Black Friday shopping.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 South African Reserve Bank (SARB) Monetary Policy Committee (MPC) meeting: Due Tuesday 

24th January. The repo rate has remained at 7.0% since March 2016 and although consumer 

price inflation increased to 6.8% in December the SARB is expected to keep the benchmark 

interest rate on hold. (See Bottom Line for further analysis). 

 

 Leading economic indicator: Due Tuesday 24th January. The South African Reserve Bank 

(SARB) leading economic indicator, which measures the expected economic outlook six to 

twelve months ahead, has increased steadily for four months in a row since July last year 

ending at 94.4 in October. A further increase in November would bode well for economic 

improvement in 2017.  

 

 Producer price inflation (PPI): Due Thursday 26th January. According to consensus forecast 

PPI is expected to remain unchanged in December at November’s rate of 6.9% year-on-year 

despite the beneficial impact of better rains on agricultural prices. While the increase in 

food prices has abated energy prices have risen.  

 

NORTH AMERICA 

 Donald Trump’s inauguration speech was more of a campaign than presidential speech, 

filled with populism and nationalism. He repeated his campaign pledges and rhetoric telling 

the American people they have been “robbed of unrealized potential” and will henceforth 

be protected from the “ravages” of other countries. However, the speech lacked policy 

detail. It is feasible that the more populist the inauguration speech the greater the 

likelihood of policy moderation. Trump needs to appease his voters and it is better he uses 

words to do this than actual policy. The inaugural speech prompted a dip in the dollar but 

US bond and equity markets were resilient. While monitoring rhetoric financial markets will 

scrutinise policy substance more closely. The six key policy areas are deregulation, 

infrastructure spending, tax reform, trade reform, healthcare reform, immigration and 

border security.  

 Housing starts increased in December by 11.3% month-on-month to an annual rate of 1.23 

million well above the 1.188 million consensus forecast. This brings the fourth quarter 



 

 

average to 1.22 million units, the highest quarterly average in 2016. For 2016 as a whole 

1.17 million units were started up 5% on 2015 and the strongest year since 2007. Meanwhile 

the number of building permits for new construction fell in December by 0.2% month-on-

month, an improvement on the previous month’s 3.8% decline. The National Association of 

Home Builders (NAHB) homebuilder sentiment index edged lower from 69 in December to 

67 in January but some retreat had been expected following the previous month’s gain to a 

decade high. The housing industry outlook for 2017 is positive, expected to benefit from 

Trump’s pledges to lift building and environmental regulations and raise infrastructure 

spending.  

 The Philadelphia Federal Reserve (Philly Fed) manufacturing index, a key barometer of 

mid-Atlantic manufacturing activity, unexpectedly increased in January to 23.6 having 

surged the previous month from 7.6 to 19.7. The gain is attributed to robust employment, 

new prices and forward-looking new orders sub-indices. Expectations for the general 

business environment in six months’ time also improved indicating further underlying 

strength in the months ahead.  

 Industrial production increased in December by 0.8% month-on-month above the 0.6% 

consensus forecast and reversing November’s 0.7% decline. The increase is attributed to 

utilities production which increased a solid 6.6% on the month. However, utilities 

production is notoriously volatile and weather dependent. Manufacturing production, which 

comprises 78% of industrial output, increased by just 0.2% on the month and would have 

been flat if vehicle production is excluded. Production of motor vehicles and parts 

increased 1.8% on the month and 6.6% on the year. Overall capacity use increased from 

74.9% to 75.5% indicating declining slack in the economy and the potential for increased 

inflationary pressure. Industrial production should benefit in 2017 from Trump’s 

infrastructure spending stimulus.  

 In a speech in San Francisco Federal Reserve Chair Janet Yellen said the US economy is 

close to full employment and price stability with inflation heading towards the Fed’s 2% 

goal and so it “makes sense” to gradually lift interest rates. Yellen noted that “waiting too 

long to begin moving toward the neutral rate could risk a nasty surprise down the road, 

either too much inflation, financial instability, or both.” Yellen said Fed policy makers 

expected the Fed to lift the benchmark fed funds rate “a few times a year” through to 2019 

putting it near the long-term sustainable level of 3%. Meanwhile, Dallas Fed President 

Robert Kaplan described Trump’s proposed tax and regulatory structural reforms as 

“healthy’ but cautioned against adding to an already unsustainably high public debt level. 

 Consumer price inflation (CPI) increased in December by 0.3% month-on-month, rising for a 

fifth consecutive month. On a year-on-year basis CPI accelerated from 1.7% in November to 

2.1% in December, above the Federal Reserve’s 2% target for the first time since June 2014. 



 

 

The increase is attributed to rising energy prices, which have increased for four straight 

months. However, core CPI, which excludes food and energy prices, also increased by a 

solid 0.2% on the month and on a year-on-year basis from 2.1% to 2.2%. pushed higher by 

transportation, rent, medical care and overall commodity prices. Services inflation 

increased to 3.1%. The Fed’s preferred inflation gauge is the personal consumption 

expenditures (PCE) prices index, which is at a more modest 1.4% but also sharply higher 

than its reading of near zero in 2015.  

 

CHINA 

 China’s GDP grew in the fourth quarter (Q4) last year by 1.7% quarter-on-quarter down 

slightly from 1.8% in Q3. However, for 2016 as a whole GDP grew a solid 6.7% comfortably 

within the government’s 6.5-7% target range. The key driver of growth has shifted from 

investment and exports to private consumption, which now comprises 65% of GDP growth. 

Private consumption is being driven by an increasingly wealthy middle class and rising 

credit growth. While industrial production growth slowed from 6.2% year-on-year in 

November to 6.0% in December retail sales growth increased from 10.8% to 10.9%. China’s 

GDP is expected to expand by 6.4% in 2017 although potential US trade protectionist 

policies may put this figure at risk. According to Ning Jizhe, director of China’s National 

Bureau of Statistics: “I believe that, once he is in position, Mr. Trump will consider the 

issue from the perspective that both sides benefit, and he will expand the co-operation 

that the two countries have long had.” 

JAPAN 

 The government left its overall economic assessment unchanged in January after upgrading 

it in December for the first time in 21 months. It maintained its assessment of exports and 

domestic consumption as “showing signs of a pickup” and industrial production as “picking 

up”. Meanwhile the Economy Watchers’ current economic climate sentiment index 

remained unchanged in December at 51.4 having risen for each of the previous five months. 

The Reuters Tankan manufacturing index increased from +16 in December to +18 in January 

its highest since August 2014, while the non-manufacturing index increased from +19 to +30 

its best reading since June 2015. Japan’s economic outlook is clearly improving helped by 

rising global economic growth and a sharp depreciation of the yen.  

 

EUROPE 

 Eurozone consumer price inflation (CPI) accelerated from 0.6% year-on-year in November to 

1.1% in December due primarily to rising energy prices. Core CPI, excluding food and energy 



 

 

prices, was more subdued rising from 0.8% to 0.9%. The European Central Bank (ECB) said 

that: “At the core inflation, which excludes prices of food and fuel, there is no decisive 

trend.” While ECB President Mario Draghi said the threat of deflation in the Eurozone has 

largely disappeared he added that: “There is a need for a significant degree of relief in 

monetary policy in order to build up pressure in favour of inflation in the medium term.” 

The ECB forecasts average inflation will pick-up to 1.4% in 2017, rising to 1.5% in 2018 and 

to 1.8% by 2021.  

 

 As expected the European Central Bank (ECB) left its benchmark interest rate unchanged at 

0% and its asset purchase programme at €80 billion per month. ECB President Mario Draghi 

indicated that although inflation had risen in recent months, underlying price pressures 

remain benign and the economy still needs substantial stimulus. Draghi stressed that the 

ECB still has leeway to extend, expand or adjust its quantitative easing (QE) programme. 

There is a strong likelihood that monetary policy will remain ultra-accommodative over the 

medium-term with the possibility of QE extending into 2018.  

 

 Germany’s ZEW economic sentiment index increased from 13.8 in December to 16.6 in 

January mirroring firmer Ifo and purchasing managers’ indices. According to ZEW President 

Achim Wambach: “The slight increase of the ZEW indicator of economic sentiment is mainly 

due to the improved economic situation across European countries.” The ZEW current 

situation index surged higher from 63.5 to 77.3 well above the 65.0 consensus forecast and 

the highest reading since mid-2011. The ZEW data bodes well for Germany’s economy in 

the first half of 2017 raising the likelihood of GDP growth exceeding the 1.4% annualised 

consensus forecast.  

 

 The Eurozone current account surplus increased from €28.3 billion in October to an all-time 

high €36.1 billion in November. In the 12 months to November the cumulative current 

account surplus increased to 3.4% of GDP compared with 3.1 the previous year. The growing 

current account surplus is attributed mainly to the trade surplus which increased over the 

month from €19.9 billion to €22.7 billion, boosted by the weaker euro. While imports 

increased 1.8% on the month the gain was eclipsed by the 3.2% surge in exports. Trade 

activity should remain upbeat during 2017 although a “Hard Brexit” could threaten 

progress. The UK is one of the Eurozone’s biggest trading partners.  

 

 

UNITED KINGDOM 

 There was some market anxiety ahead of Prime Minister Theresa May’s keynote speech 

outlining government’s Brexit priorities. Although upholding the referendum result and 

committing to departure from the EU, May’s speech fell short of “Hard Brexit”. Equivalence 



 

 

to the single market agreement would be sought. Plans to enter a free trade agreement 

and customs union with the EU appear ambitious but the overall tone of the speech was 

conciliatory and appeased market fears. Moreover, May confirmed that Parliament will be 

given the opportunity to vote on Britain’s final Brexit deal, adding extra reassurance to 

financial markets. 

 

 The unemployment rate remained unchanged at 4.8% in the three months to end November 

the lowest unemployment rate since July 2005. Average weekly earnings increased at an 

annual pace of 2.8% over the same period up from 2.6% in the previous three months. 

However, the acceleration in earnings did not keep up with the uptick in inflation so that in 

real terms wage growth slowed from 1.8% to 1.7%. Real wage growth is likely to slow 

further in the months ahead due to rising inflation and slow employment gains stemming 

from Brexit. A slowdown in real wage growth may prompt a consumption-driven slowdown 

in economic activity.  

 

 Retail sales fell in December by 1.9% month-on-month the largest monthly decline since 

April 2012 when sales fell by the same amount. Non-food store sales declined 2.6% on the 

month and non-store sales declined by a substantial 4%. The slump is attributed to 

aggressive retail buying during November’s Black Friday sales, creating an overhang in 

December. Continuing unease over Brexit is also to blame, and will likely dampen 

employment and consumer confidence in coming months.  

 

 Consumer price inflation (CPI) accelerated from 1.2% year-on-year in November to 1.6% in 

December the highest since July 2014 and well above the 1.4% consensus forecast. Core 

CPI, which excludes food and energy prices, also gained from 1.4% to 1.6%. According to 

Elizabeth Martins, economist at HSBC: “With CPI inflation now within touching distance of 

the Bank of England’s (BOE) 2% target, there will be mounting speculation that the Bank 

could raise rates.” Inflationary pressure is being exacerbated by sterling weakness. The 

currency has depreciated 17% against the US dollar since the EU referendum in June last 

year.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.71 

JSE Fini 15  + 0.75 

JSE Indi 25  + 4.69 

JSE Resi 20  + 10.72 



 

 

R/$   + 1.65 

R/€   - 0.28 

R/£   - 0.91 

S&P 500  + 1.18 

Nikkei   - 3.59 

Hang Seng  + 4.08 

FTSE 100  + 0.12 

DAX   + 0.56 

CAC 40   - 0.84 

MSCI Emerging  + 4.62 

MSCI World  + 1.73 

Gold    + 5.78 

Platinum  + 8.58 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 14.20 and 

13.80 the strengthening trend is not confirmed by momentum indicators, signalling that the 

currency is overbought.  

 

 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 Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The key £/$1.30 level support level has been broken opening up a £/$1.20-1.24 

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 SA Gilt yield is now testing the key support level of 9.0% endangering 

the mini-bull market in bonds which has been in place since the start of the year.  

 

 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 crude price is well supported at $40 a barrel and having broken key resistance at 

$50 is targeting further gains to the next key level at $60. Base metal prices are in a bull 

trend confirmed by copper’s increase above key resistance at $5000 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 JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,900 in turn 

opening a downside target of 45,000. 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 

 At its policy setting meeting on Tuesday 24th January the South African Reserve Bank (SARB) 

is expected to keep the benchmark repo rate unchanged at 7.0% where it has been fixed 

since March 2016.  

 

 Despite an improving outlook for the global economy and a gradual acceleration in the pace 

of inflation in developed economies amid rising energy and commodity prices, the SARB 

Monetary Policy Committee is near the peak in the interest rate cycle. 

 

 Although consumer price inflation accelerated to 6.8% in December the pace of inflation is 

expected to return to the SARB’s 3-6% target range by March 2017 and average around 5.4% 

between then and the end of the year. The SARB is forward-looking and so will be more 

mindful of the lower inflation rates around mid-year than current elevated levels.  

 

 According to the forward rate agreement market the probability of a 25 basis point rate 

hike on Tuesday is just 5% and in three months’ time just 13%. Weakness in key economic 



 

 

indicators supports the view that interest rates are unlikely to rise further. GDP grew in the 

third quarter (Q3) last year by just 0.2% quarter-on-quarter in stark contrast to the 

upwardly revised 3.5% in Q2. Mining output contracted in November by -4.2% year-on-year. 

Manufacturing output surprised to the upside with year-on-year growth of 1.9% but due 

mainly to export demand and seasonal factors. New vehicle sales contracted in December 

by -15.3% on the year and although retail sales grew in November by 3.8% on the year the 

trend remains subdued due to weakening consumer confidence. Growth in private sector 

credit extension slowed further to a multi-year low of 6.3% year-on-year.  

 

 Conditions are ripe for a shift in monetary policy emphasis. The SARB is likely to lower its 

CPI forecasts and reiterate that we are at the peak in the interest rate cycle. SARB 

Governor Lesetja Kganyago may hint at the possibility of rate cuts in the second half of the 

year premised on a stable rand, an absence of political tensions and a gentle trajectory in 

US rate increases.  

 

 Financial markets are forward-looking and will start to discount rate cuts well before they 

happen. Further confirmation that interest rates have peaked and may fall towards year-

end would provide positive momentum for both bond and equity markets.  
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