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SOUTH AFRICA ECONOMIC REVIEW 

 In its World Economic Outlook the IMF left South Africa’s GDP growth forecast at 0.8% for 

2017 and 1.6% for 2018, unchanged from its January update despite the latest political 

upheaval. Although unchanged the growth forecast is considerably less than the Reserve 

Bank and National Treasury growth forecasts for 2017 of 1.2% and 1.3%. The IMF cites 

favourable influences including higher commodity prices, stable electricity supply and the 

end of the drought but also highlights the effect of rising political uncertainty on 

confidence and investment. The IMF urges reforms of South Africa’s product and labour 

markets to foster faster jobs growth.  

 

 Consumer price inflation (CPI) declined from 6.3% year-on-year in February to 6.1% in March 

well below the 6.4% consensus forecast. The decline is attributed to slowing food price 

inflation as the country continues to recover from last year’s drought. Food inflation eased 

from 10% to 8.7% with bread and cereals slowing from 12.8% to 8.5%. Core CPI excluding 

food and energy fell sharply from 5.2% to 4.9%, significantly lower than the 5.3% consensus 

forecast. Although the decline is assisted by the statistical effect of the CPI basket 

reweighting in January there is unlikely to be any payback until 2018 which means core CPI 

could fall further to 4.6% by year-end. The benign inflation outlook should prompt the 

Reserve Bank to initiate its interest rate cutting cycle in the second half of the year. 

 

 Standard & Poor’s (S&P) cautioned that South Africa could suffer further credit rating 

downgrades if ongoing political uncertainty and factional infighting stall reforms and 

undermine economic recovery. Unlike Fitch rating agency which kept South Africa’s ratings 

“Stable” after downgrading them S&P maintained its “Negative Outlook” raising the 

likelihood of a further downgrade in its year-end review in December. A further downgrade 

in the local currency rating to “sub-investment” grade would be especially likely if there is 

a material shift in National Treasury policy or if Zuma’s “radical economic transformation” 

camp gains the upper hand ahead of the ANC national electoral conference in December.  

 

 

SOUTH AFRICA POLITICAL REVIEW 



 

 

 The National Treasury issued a statement that the radical economic views expressed by 

Chris Malikane, a Marxist economics professor at wits University, were not official 

government policy. Chris Malikane, who was appointed as an adviser to Finance Minister 

Malusi Gigaba advocates the nationalization of the mines and banks and expropriation of 

land without compensation. While Gigaba has distanced himself from Malikane’s views, 

investors will question why he has been appointed and if it heralds a shift in Treasury 

policy.  

 

 Deputy President Cyril Ramaphosa made the strongest statement yet to confirm his 

campaign for the presidency of the ANC. Speaking at a commemoration to Chris Hani hosted 

by the SACP Ramaphosa called for party unity and reform, while aiming attacks at President 

Zuma and the Guptas. He criticized the cabinet reshuffle, voiced his support for a judicial 

commission of enquiry into “state capture” and called for South Africa to be corruption 

free. Former deputy Finance Minister Mcebisi Jonas also spoke at the commemoration 

stating that those within the ANC calling for radical economic transformation were more 

interested in “radical economic looting.” The speeches appeared to unofficially draw the 

battle lines between the two candidates for the ANC presidency, Cyril Ramaphosa and 

Zuma-backed Nxosazana Dlamini-Zuma.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Composite leading business cycle indicator: Due Tuesday 25th April. The Reserve Bank 

leading business cycle indicator, which gauges economic conditions 3-6 months ahead, 

increased in January for the sixth consecutive month to 97.1 rising to its highest level since 

the fourth quarter 2014. The February reading is expected to remain firm boosted by an 

increase in the South African produced export commodity price index and a synchronized 

economic recovery in major trading partners.  

 

 Producer price index (PPI): Due Wednesday 26th April. Producer price inflation (PPI), which 

fell from 5.9% year-on-year in January to 5.7% in February is expected to decelerate further 

to 5.4% in March. The decline is mainly due to falling food price inflation as South Africa 

recovers from last year’s drought. Grain price inflation fell in February by 23.5% on the year 

contributing to a 4.8% drop in overall agriculture level food prices.  

 

 Freedom Day march: Due Thursday 27th April. The newly formed Freedom Movement, 

comprising opposition political parties, civil society, labour and faith-based organisations, is 

planning a protest march in Pretoria on Freedom Day to push for the removal of President 

Zuma.  

 



 

 

 Trade balance: Due Friday 28th April. South Africa is expected to record another trade 

surplus of R7.0 billion in March following-on from February’s R5.2 billion surplus, according 

to consensus forecast. Imports have continued to contract due to weak domestic demand 

while exports have benefitted from the global economic recovery and rising international 

commodity prices. The World Trade Organisation has reported that: “For the first time in 

several years all regions of the world economy should experience a synchronized upturn in 

2017. This could reinforce growth and provide an additional boost to trade.” 

 

 Private Sector Credit Extension: Due Friday 28th April. Growth in private sector credit 

extension (PSCE) is expected to show a slight lift from 5.3% year-on-year in February to 

5.5% in March although this pales compared with average growth of 6.9% in 2016 and 8.9% 

in 2015. PSCE is being held back by depressed business and consumer confidence combined 

with tight lending standards.  

 

NORTH AMERICA 

 Out of the 57 companies from the S&P 500 index which have so far reported quarterly 

financial results, 75.4% exceeded consensus forecast well above the 71% average over the 

past four quarters. Corporate profits are expected to increase 10.8% over the first quarter 

(Q1) an upgrade from last week’s 10.4% forecast, while marking the first double-digit 

increase since Q3 2014 and the best performance since 2011. While uncertainty remains 

over Trump’s ability to implement reflationary economic policy the earnings outlook is 

clearly positive for further equity market gains.  

 President Trump tweeted that he plans to announce a “big” tax reform and reduction plan 

on Wednesday 26th April. Treasury Secretary Steven Mnuchin said: “Whether health care 

gets done or doesn’t get done, we’re going to get tax reform done” adding that “We’re 

pretty close to being able to bring forward what is going to be major tax reform.” 

Meanwhile, adding to demand for financial sector shares Fed Governor Jerome Powell said 

he favoured some reform of financial regulation which had become “excessively complex”, 

adding that: “For example, we need to allow boards of directors and management to spend 

a smaller portion of their time on technical compliance exercises and more on the activities 

that support sustainable economic growth.” 

 US housing starts fell more than expected in March, declining 6.8% month-on-month worse 

than the 3.0% consensus forecast decline. However, some of the weakness is attributed to 

upward revisions to February’s data which are now reporting a 5.0% increase on the month. 

US existing home sales rebounded in March, rising by 4.4% on the month to an adjusted 

annual rate of 5.71 million, well above the 2.5% consensus forecast increase and the 

highest level since February 2007. According to Lawrence Yun, chief economist at the 



 

 

National Association of Realtors: “The early returns so far this spring buying season look 

very promising” adding that “sales will go up as long as inventory does.”  

 Consumer price inflation (CPI) fell in March by 0.3% month-on-month the first monthly 

decline since February 2016 and the biggest fall since January 2015. The decline is 

attributed to a large 6.2% drop in gasoline prices. On a year-on-year basis CPI slowed from 

2.7% to 2.4%. Core CPI excluding food and energy also declined, by 0.1% on the month and 

on a year-on-year basis from 2.2% to 2.0%, the lowest since November 2015. Following the 

release of weaker than expected inflation data the Fed Fund futures market lowered the 

probability of a June interest rate hike to 46% from 60% a week ago. The yield spread 

between the 30-year Treasury bond and similar-maturity Treasury Inflation Protected 

Securities (TIPS), the so-called breakeven rate which measures investors’ expectations for 

average annual inflation over the next 30 years, fell below 2% for the first time since the 

Trump election.  

 Manufacturing production fell in March by 0.4% month-on-month the largest decline since 

August last year while year-on-year growth slowed from 1.0% in February to 0.8%. The main 

culprit is the motor vehicle and parts industry. The slowdown is mirrored by the IHS Markit 

manufacturing purchasing managers’ index (PMI) which fell from 54.3 in March to 53.4 in 

April a seven-month low. Meanwhile, the Philadelphia Fed manufacturing index fell to 22.0 

in April down from 32.8 in March and 43.3 in February. However, a reading of 22.0 is high 

by historic standards and has only been reached twice since the 2008/09 global financial 

crisis prior to the recent surge. Some pullback was to be expected following February’s 33-

year peak.  

 

CHINA 

 The IMF upgraded its estimate for China’s GDP growth for 2017 from a previous 6.5% to 6.6% 

and for 2018 from 6.0% to 6.2%. The upgrade follows a stronger than expected first quarter 

(Q1) with China recording GDP growth of 6.9% year-on-year the fastest pace since Q3 2015. 

The economy is benefiting from both supply and demand strength. Growth is being boosted 

by healthy domestic fixed asset investment and strengthening global demand evidenced by 

robust trade activity and purchasing managers’ indices (PMIs). Speaking in Washington 

People’s Bank of China Governor Zhou Xiaochuan confirmed that the country’s growth 

target and financial risks are well under control. Zhou confirmed that authorities will 

continue to encourage de-leveraging and the prevention of asset bubbles while reducing 

excess capacity in coal, steel and other industries.  

 

JAPAN 



 

 

 The Tankan business sentiment index, measuring the percentage of companies saying 

conditions are good minus the percentage saying conditions are poor, increased from +25 in 

March to +26 in April the highest level since the 2008/09 global financial crisis. In further 

positive news the IMF raised its estimate for Japan’s GDP growth for 2017 from a previous 

0.8% to 1.2% and for 2018 from 0.5% to 0.6%. Meanwhile the Bank of Japan (BOJ) observed 

that: “Amid the continued low interest rate environment, banks have adopted the most 

accommodative lending stance since the (1980s) bubble period.” The easing in lending 

standards and rising credit demand bodes well for a solid economic recovery.  

 

 The outlook for Japan’s economy is steadily improving. The government maintained its 

positive economic assessment for a fourth straight month in April after upgrading it in 

December for the first time since March 2015. Its view on business sentiment was lifted for 

the first time in four months and its view on the world economy was raised for the first 

time in five month amid evidence of stronger US growth. Japan’s exports increased in 

March by a solid 12.0% year-on-year marking the fourth consecutive gain after rising 11.3% 

in February. Exports to the US increased by 3.5% on the year but were especially strong to 

Asia, rising by 16.3%. Meanwhile the outlook for domestic private consumption remained 

positive with the Private Consumption Integrated Estimates index rising in February by 0.2% 

on the month following gains of 1.0% in January and 0.1% in December.  

 

EUROPE 

 European election risk has receded following the lead taken by former economy minister 

Emmanuel Macron in France’s first-round election. Macron and follower-up National Front 

leader, Marine Le Pen, will contest the second-round election on 7th May. Macron is the 

strong favourite especially after receiving endorsements from Republican Francois Fillon 

and Socialist Benoit Hamon in their concession speeches. Macron leads Le Pen in the polls 

by 65% to 35%, reducing the threat to the EU’s survival. However, whoever wins the 

presidency will likely have to deal with a hung parliament. Parliamentary elections will 

take place on 11th-18th June amid expectations that four parties will end up with roughly 

equal shares of seats, making it difficult to implement meaningful reforms. Nonetheless the 

preliminary election result bodes well for the French economy and broader Eurozone equity 

markets.  

 

 The Eurozone HIS Markit composite purchasing managers’ index (PMI), measuring conditions 

in both manufacturing and service sectors, increased to its highest level since April 2011, 

rising from 56.4 in March to 56.7 in April. The manufacturing PMI rose from 56.2 to 56.8 and 

the services PMI from 56.0 to 56.2 both six-year highs. The French business activity sub-

index increased to its highest since 2011 despite uncertainty ahead of the general election. 

The data is consistent with second quarter GDP growth of 0.7% well above the current 0.4% 



 

 

consensus forecast. According to Chris Williamson, chief business economist at IHS Markit: 

“There is a good outlook for the year, it looks like the upturn has legs. With numbers like 

these, people are going to start edging up their forecasts.” ING chief economist Carsten 

Brzeski noted that: “Evidence is piling up that the Eurozone economy could become the 

positive surprise of the year.”  

 

 Eurozone consumer price inflation (CPI) fell from a four-year high of 2.0% in February to 

1.5% in March marking the biggest deceleration in over a year. Headline CPI is likely to 

remain volatile due to swings in food and energy prices. Energy prices increased by 7.4% 

down from 9.3% in February while the gain in food, alcohol and tobacco prices reduced 

from 2.5% to 1.8%. However, core CPI which excludes food and energy, also softened from 

0.9% to 0.8% amid a lack of broad based inflationary pressure. Core inflation is likely to 

remain subdued with labour market slack keeping wage pressure under control.  

 

UNITED KINGDOM 

 Prime Minister Theresa May surprised markets by calling a snap general election to be held 

on 8th June, leveraging her healthy approval rating and the loss in support for the 

opposition. The reaction on currency markets was especially pronounced with the news 

boosting the pound to a 2% gain on the day versus the dollar. The election news is positive 

for the pound and UK asset prices with the Conservative party likely to increase its 

majority, garnering a stronger mandate and more leeway to negotiate Brexit. In addition 

the polls will likely dilute the influence of members of parliament pushing for a “hard” 

Brexit.  

 

 Retail sales fell by more than predicted in March with a month-on-month decline of 1.8% far 

worse than the 0.5% consensus forecast drop. Retail sales fell over the first quarter (Q1) by 

1.4% quarter-on-quarter marking the first quarterly decline since Q4 2013. Weakness in 

retail spending will likely intensify as the year progresses creating a drag on GDP growth. 

Retail spending is under pressure from rising inflation and weakening wage growth.  

 

FAR EAST AND EMERGING MARKETS 

 The India Meteorological Department (IMD) predicted normal monsoon rainfall this year. 

According to IMD chief K.J. Ramesh: “The distribution of rainfall is also expected to be 

good”. Meanwhile the probability of El Nino weather patterns developing during mid-year 

have dropped to 40% from a previous 55%. With agriculture contributing 15% to India’s GDP 

and employing more than 50% of its workforce the positive rainfall and weather forecast 

bodes well for the country’s economic growth prospects. Following back-to-back droughts 



 

 

in 2014/15 and 2015/16 the outlook for crop harvests in 2016/17 is greatly improved 

following a return to normal weather conditions over the past year. Agricultural growth of 

4.2% is forecast in 2016/17 with similar growth expected in 2017/18.  

 

 Growth in Taiwan’s industrial production, a closely watched barometer of global electronics 

demand, fell from average year-on-year growth of 6.2% in January and February to 3.2% in 

March with month-on-month output contracting by 0.1%. However, the decline is attributed 

to a disruption in chemicals output caused by refinery maintenance. Production in other 

industrial sectors remained robust with output of electronics parts and components, and 

machinery and equipment both rising by 9.5% on the year. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.04 

JSE Fini 15  - 3.50 

JSE Indi 25  + 7.99 

JSE Resi 20  - 0.11 

R/$   + 4.46 

R/€   + 2.64 

R/£   + 1.10 

S&P 500  + 4.91 

Nikkei   - 4.97 

Hang Seng  + 9.28 

FTSE 100  - 0.40 

DAX   + 4.94 

CAC 40   + 4.05 

MSCI Emerging  + 11.54 

MSCI World  + 5.19 

Gold    + 11.68 



 

 

Platinum  + 7.70 

Brent oil  - 8.61 

 

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 rebound in Sub-Saharan Africa is good news for South Africa’s economy. The economic 

cycle in Sub-Saharan Africa is enjoying a solid recovery. Following growth of just 0.7% in 

2016 GDP is expected to expand in 2017 by 3.5% accelerating to 4.0% in 2018.  

 

 Dr. Monfort Mlachila, the IMF’s senior representative in South Africa, highlighted the 

importance of neighbouring African countries to South Africa’s economic outlook, stating 

that this fact is sometimes overlooked.  

 

 The Sub-Saharan region accounts for 30% of South Africa’s total exports and an even greater 

proportion of manufacturing exports, making it the country’s largest export destination. 

 

 After slumping in 2015 and 2016 due to weak commodity prices and drought conditions, 

which affected agricultural output and hydroelectric power generation, economic growth in 

Sub-Saharan Africa is expected to pick-up sharply in 2017. International commodity prices 

are rising, current account deficits are narrowing, and the normalization of weather 

patterns is boosting agricultural output and hydroelectricity generation. Currencies are 

stabilizing and inflation is falling allowing central banks to ease monetary policy.  

 

 After a year-long recession growth in Nigeria, Angola and Mozambique is expected to 

recover in 2017 aided by the stabilization in oil and gas prices. Kenya should benefit from a 

loosening in fiscal policy ahead of the presidential election in August. Ethiopia and Zambia 

will be boosted by higher rainfalls and recovering agricultural sectors. Ivory Coast, Uganda 

and Tanzania will benefit from easing inflation and increased infrastructure spending. While 

economic fortunes will vary between Sub-Saharan countries the common theme is broad-

based recovery across the region amid a narrowing in current account deficits and a 

loosening in monetary policy.  
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