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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) picked up slightly from 5.3% year-on-year in April to 5.4% in 

May, attributed to a rise in fuel inflation from 5.6% to 8.0% and in food inflation from 6.6% 

to 7.0%. Meat price growth increased from 10.5% to 12.3% as improved weather conditions 

encouraged farmers to rebuild their herds. Core CPI, excluding food and energy prices, 

remained unchanged at 4.8%. Despite the slight uptick CPI remains well below the upper 

range of the Reserve Bank’s 3-6% target and is likely maintain its softer trend in response to 

a strengthening rand, weaker oil prices and subdued domestic demand. The time is ripe for 

the Reserve Bank to initiate its interest rate cutting cycle. 

 

 The Reserve Bank’s Quarterly Bulletin confirms the current account deficit widened from 

1.7% of GDP in the fourth quarter (Q4) to 2.1% in Q1. The increase is attributed to a 

widening in the income deficit from 2.1% of GDP to 2.6% due to a drop in offshore dividend 

receipts. Despite the increase, the 2.1% current account deficit shows a marked 

improvement on the 5.0% deficit in the same quarter last year and the 3.3% recorded for 

2016. The narrowing current account deficit is positive for the rand.  

 

 The Reserve Bank Quarterly Bulletin confirms that growth in gross fixed capital formation 

slowed from 1.7% quarter-on-quarter annualised in the fourth quarter (Q4) to 1.0% in Q1. 

Spending by general government and public corporations slowed sharply from 19.8% to 4.4% 

and from -3.3% to -2.7% respectively, constrained by fiscal consolidation. Growth in private 

sector capital spending improved from -1.7% to 1.2% turning positive for the first time since 

Q3 2015, signaling the first green shoots of an economic recovery albeit before the ill-fated 

government cabinet reshuffle and subsequent credit rating downgrades. Household 

consumption expenditure contracted -2.3% with real disposable income shrinking -1.6% 

following a 2.3% rise in Q4. However, the ratio of household debt to disposable income 

continued to improve from 73.5% to 73.2%. The Quarterly Bulletin’s expenditure data 

reflects weak domestic demand constrained by fiscal consolidation and a lack of consumer 

confidence. The data should embolden the Reserve Bank into initiating monetary easing. 

 

 The Reserve Bank composite leading economic indicator (LEI), which measures economic 

conditions 3-6 months ahead fell for a second straight month from 98.3 in February to 97.5 

in March and 96.7 in April. Coming after the government’s ill-fated cabinet reshuffle the 

latest LEI decline had been expected, taking it back to its lowest since December. Among 



 

 

the ten components making up the LEI the biggest detractors were a deceleration in the 

number of building plans passed and a deterioration in the BER Business Confidence Index. 

The largest positive contributions came from an acceleration in job advertising space and 

an increase in manufacturing orders.  

 

 Foreign investors sold -R3.123 billion of domestic bonds in the week ended 16th June 

marking the biggest sell-off in 19 weeks. The sell-off is attributed to concerns over the new 

Mining Charter and suggestions by the Public Protector that the mandate of the Reserve 

Bank be changed. For the month-to-date total foreign inflows into domestic bonds have 

reduced to nil while outflows from the equity market have risen sharply to -R14.61 billion. 

For the year-to-date, foreign investors have purchased a net R45.52 billion of domestic 

bonds although by contrast net foreign equity sales have increased to a substantial -R58.74 

billion, culminating in a combined net outflow of -R13.22 billion. Although inflows into 

South Africa’s bond market should resume alongside rising global demand for emerging 

market debt, the threat of continued political uncertainty and further credit rating 

downgrades looms large.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Quarterly employment statistics: Due Tuesday 27th June. The first quarter quarterly 

employment statistics are expected to mirror the weak labour market conditions reported 

in the quarterly labour force survey in which unemployment increased to a record high 

27.7%. While jobs are being created these are too few to accommodate a rapidly growing 

labour force. 

 

 Producer price inflation: Due Thursday 29th June. Producer price inflation (PPI), which 

slowed from 5.2% year-on-year in March to 4.6% in April, is expected to rise slightly in May 

to 4.9% due to higher fuel prices. Prospects of a substantial fuel price cut in July coupled 

with continued agricultural disinflation should enable PPI to resume its downward trend 

over the remainder of the year.  

 

 Private sector credit extension: Due Thursday 29th June. Growth in private sector credit 

extension (PSCE) is likely to slow slightly from 5.9% year-on-year in April to 5.8% in June 

amid weak business and household confidence. While corporate credit extension is 

reasonably buoyant at around 8.5% household credit extension is especially weak at under 

3.0%. According to the National Credit Regulator over half of credit active consumers are in 

arrears.  

 

 Trade balance: Due Friday 30th June. The trade balance is expected to show its fifth 

consecutive surplus in May lifting from R5.1 billion in April, due to the Easter related 



 

 

slowdown. Since the start of the year the trade surplus has measured R9.89 billion 

compared with a deficit of -R26.39 billion in the same period last year. Imports are 

declining due to weak domestic demand at the same time that exports are rising in 

response to increased global demand and improving international commodity prices.  

 

GLOBAL 

 The oil price has fallen for four straight weeks by over $10 per barrel to its lowest since 

November as US drillers continue to add rigs. Meanwhile the oversupplied oil market is 

being exacerbated by rising production from Nigeria and Libya, which are both exempt from 

the OPEC-led production cut agreement. Following a 20% oil price decline since the start of 

the year the worst of the fall in oil prices may be behind us. Demand is expected to 

increase in line with rising global economic growth while the northern hemisphere summer 

traditionally coincides with a seasonal pick-up in demand in line with the holiday driving 

season. Negative sentiment towards oil has reached peak levels, which from a contrarian 

viewpoint may signal the bottom of the market. Google trends shows queries for “oil bear 

market” have surged to their highest since January 2016 the point at which Brent oil hit a 

multi-year low of $27 per barrel. The oil price subsequently rallied from that low point. The 

short position in the Brent oil market is currently at a record high 169 million barrels.  

 

NORTH AMERICA 

 There is a growing consensus that the Fed will not only hike at least one more time before 

year-end, most likely in December, but also announce a trimming of its balance sheet as 

early as September. In an interview Philadelphia Fed President Patrick Harker said: “We 

need to get on with this.” New York Fed President William Dudley argued that: “If we were 

not to withdraw accommodation, the risk would be that the economy would crash to a 

very, very low employment rate, and generate inflation: then the risk would be that we 

would have to slam on the brakes and the next stop would be a recession.” During the 

global financial crisis, the Fed increased its balance sheet from $800 billion to $4.5 trillion 

as it bought Treasury bonds and mortgage-backed securities via successive quantitative 

easing (QE) programmes. Since the end of QE, the Fed has continued to reinvest coupons 

and the proceeds from maturing bonds on its balance sheet, a practice which is likely to be 

phased out first prior to the actual selling of bonds.   

 The Federal Housing Finance Agency (FHFA) purchase-only House Price Index increased in 

April by a stronger than expected 0.7% month-on-month, well above the 0.5% consensus 

forecast while the previous month’s increase was revised upwards from 0.6% to 0.7%. Year-

on-year growth increased to 6.8% its highest since January 2014. The strong uptrend in 



 

 

house prices is attributed to a combination of rising confidence and a scarcity of housing 

inventory. Meanwhile, both existing and new home sales showed solid month-on-month 

advances in May of 1.1% and 2.9% respectively with broad-based demand across single- and 

multi-family units. The latest house price and home sales data signal a robust residential 

property market with further growth expected in the second half of the year. 

 The Conference Board Coincident Economic Index increased in May by 0.1% to 115.3 

building on its 0.3% increase in April and 0.1% increase in March. The Leading Economic 

Index (LEI), measuring expected economic conditions 3-6 months ahead, increased in May 

by 0.3% to 127 following increases of 0.2% and 0.4% in April and March. According to 

Ataman Ozyildirim director of business cycles and growth research at the Conference 

Board: “The US LEI continued on its upward trend in May, suggesting the economy is likely 

to remain on, or perhaps even moderately above, its long-term trend of about 2% growth 

for the remainder of the year.” Among the sub-indices making up the LEI the positive 

drivers were better jobless claims, consumer goods orders, Institute for Supply Management 

new orders, stock prices, credit conditions and consumer sentiment.  

 

CHINA 

 The profitability of Chinese industrial firms increased in May with their combined profit 

rising 16.7% year-on-year up from 14% in April. The pick-up is attributed to growth in 

investment income, rising sales and the base effect of weak year-ago data when industrial 

profits increased by just 3.7%. The National Bureau of Statistics cited a continued uptrend 

in industrial business conditions boosted by an improvement in profit margins, faster 

product turnover, better receivables turnover and higher financial leverage. The positive 

data should add further support to the recent upswing in the Shanghai Composite Index. 

 

 MSCI announced it would include 222 A-share large-cap stocks in its emerging market index. 

A-shares are mainland listed equities. Three previous proposals to add mainland equities to 

the MSCI index were rejected due to restrictions on capital movement. However, investors 

can now access A-shares via links between the Hong Kong, Shanghai and Shenzen exchanges 

easing the trade of mainland shares. Helen Wong head of HSBC’s Greater China operations 

called the MSCI inclusion a “pivotal moment” adding that: “This is the start of a process 

through which Chinese equities will achieve a prominence in global investors’ portfolios 

that reflects the size and significance of China’s domestic stock market and its economy.”  

 

JAPAN 



 

 

 Minutes from the Bank of Japan’s (BOJ) last policy meeting reveal concern that consumer 

price inflation (CPI) may not reach its 2% target by fiscal 2018. While the output gap 

between actual and full capacity utilisation in the economy is improving amid a tightening 

labour market and rising exports, concerns remained that companies are reluctant to lift 

prices and wages. BOJ Deputy Governor Kikuo Iwata said that while the economic recovery 

was taking hold “there is still a long way to go to achieve the price stability target of 2% in 

Japan”. He dismissed speculation that monetary accommodation would end soon: “Under 

these circumstances, I believe that it is necessary that the BOJ persistently pursue 

monetary easing.” 

 

 The IHS Markit manufacturing purchasing managers’ index (PMI) slid from 53.1 in May to 

52.0 in June. Paul Smith senior economist at IHS Markit reported that: “Slower growth was 

signaled in June, with both orders and output rising at the weakest rates since late last 

year amid reports of a slight softening in market conditions.” The forward-looking new 

orders index fell from 53.4 to 51.3 and the new export orders from 53.0 to 52.5. Although 

disappointing the PMI decline does not signal a change in trend. The PMI has remained 

above the key 50-level, which signals expansion, for 10 straight months corroborating the 

Bank of Japan’s recent upgrades to its economic assessment. Accommodative monetary 

policy, a tightening labour market, firming domestic demand and strong export demand are 

likely to keep the PMI in positive territory in the second half of the year.  

 

EUROPE 

 With a 70-seat majority in parliament President Emmanuel Macron’s government has a 

strong mandate to implement structural economic reforms. Reforms to simplify the labour 

code and increase the flexibility of the labour market could be endorsed before the end of 

September. In addition to reforming the domestic economy Macron also supports greater 

European defence and fiscal integration. Fuller integration will receive strong support from 

Germany although concrete debate will depend on the outcome of Germany’s general 

election on 24th September.  

 

 The IHS Markit composite purchasing managers’ index (PMI), measuring conditions in both 

manufacturing and services sectors of the economy, softened to a five-month low from 56.8 

in May to 55.7 in June. While the manufacturing PMI increased from 57.0 to 57.3 the 

services PMI fell from 56.3 to 54.7. Despite the disappointing June reading, the Eurozone 

composite PMI remains comfortably above the expansionary 50-level and over the second 

quarter (Q2) recorded its highest average in six years. IHS Markit reported that: “Although 

the rate of growth waned to a five-month low, the high order book inflows and elevated 

levels of business confidence meant job creation remained one of the strongest recorded 

over the past decade as firms continued to expand capacity to meet rising demand.” The 



 

 

PMI data is consistent with Q3 Eurozone GDP growth of 0.7% quarter-on-quarter up from 

0.6% in Q1.  

 

 Germany’s Ifo Business confidence index, based on a monthly survey of 7,000 firms, 

unexpectedly increased in June to a record high 115.1 up from 114.6 in May and above the 

114.4 consensus forecast. Ifo chief Clemens Fuest said: “Sentiment among German 

businesses is jubilant… Companies were significantly more satisfied with their current 

business situation this month. They also expect business to improve. Germany’s economy is 

performing very strongly.” The Ifo data is consistent with continued GDP growth of 0.5% 

quarter-on-quarter in the second quarter (Q2), likely to be maintained into Q3.  

 

UNITED KINGDOM 

 Minutes from the Bank of England’s (BOE) June policy meeting reveal that three members 

unexpectedly voted for a rate hike. While BOE Governor Marc Carney stressed that “now is 

not the time to raise interest rates” there is a growing probability that the central bank 

may start hiking rates as early as November. In a speech BOE Chief Economist Andy 

Haldane, one of the more influential Monetary Policy Committee members, said: “Partial 

withdrawal of the additional policy insurance the MPC put in place last year would be 

prudent relatively soon…. The risks of tightening too early have shrunk as growth and, to a 

lesser extent, inflation have shown greater resilience than expected.” 

 

 The Confederation of British Industry (CBI) manufacturing survey confirms total orders 

increased in June to their highest since August 1988. CBI Chief Economist Rain Newton-

Smith reported that: “Britain’s manufacturers are continuing to see demand for “Made in 

Britain” goods rise with the temperature. Total and export order books are at highs not 

seen for decades, and output growth remains robust.” The total orders index increased 

from +9 in May to +16 in June and the total export orders index from +10 to +13 both well 

above their respective long-term averages of -14 and -19.  

 

FAR EAST AND EMERGING MARKETS 

 In its quarterly inflation report Brazil’s central bank (BCB) cut its inflation forecast for 2017 

and 2018 from a previous 4.0% and 4.6% to 3.8% and 4.5% reducing to 4.3% by mid-2019 

below its 4.5% target. The moderating inflation outlook adds to the probability of a further 

75-100 basis point interest rate cut at the upcoming policy meeting on 26th July building on 

the successive 100 basis point rate cuts at the last two meetings. The benchmark interest 

rate has been cut rapidly from a peak of 14.25% last October to the current 10.25% in 

response to a sharp decline in inflation. Were it not for the political uncertainty stemming 



 

 

from a corruption investigation into President Michel Temer the magnitude of monetary 

easing would be even greater.  

 

 After three weeks into India’s official monsoon season cumulative countrywide rainfall is 4% 

above normal comparing favourably with the same time last year when rainfall was 18% 

below normal levels. The improved weather patterns augur well for agricultural output, in 

turn boosting economic activity. In addition, agricultural output should lower food price 

inflation raising the likelihood of an additional interest rate cut in the second half of the 

year. Minutes form the Reserve Bank of India’s June policy meeting indicate a greater 

easing bias with a further rate cut dependent only on upcoming inflation data.  

 

 Nigeria’s oil sector is rebounding with crude oil exports expected to exceed 2 million 

barrels per day in August its highest level since March 2016. Nigeria’s oil industry is almost 

at full production following the easing in militant attacks and the reopening of the Trans-

Forcadas pipeline in early June. A full resumption of oil exports bodes well for Nigeria’s 

economic recovery while helping restore the Central Bank of Nigeria’s foreign exchange 

reserves and prospects for interest rate cuts. Nigeria is emerging from recession with the 

pace of economic contraction slowing from -1.7% year-on-year in the fourth quarter (Q4) to 

-0.5% in Q1. The World bank forecasts Nigeria’s GDP will grow 1.2% in 2017 picking-up to 

2.4% in 2018.  

 

 Namibia’s economy edged deeper into recession with GDP falling for a third straight 

quarter, contracting in the first quarter (Q1) by 2.7% year-on-year compared with growth of 

4.1% in the same quarter last year. While agriculture and mining recorded double digit 

growth of 10.5% and 16.8%, secondary and tertiary economic sectors performed poorly. 

Output in the construction, manufacturing, wholesale and retail trade, and hotel and 

restaurant sectors fell 44.9%, 10.7%, 7.4% and 9.3%, respectively. However, Namibia is 

likely at the bottom of the current downward cycle with a recovery in the second half of 

the year forecast to restore economic growth to around 1.5-2.0% in 2017.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.25 

JSE Fini 15  - 3.83 

JSE Indi 25  + 10.05 

JSE Resi 20  - 9.69 

R/$   + 6.37 



 

 

R/€   + 0.39 

R/£   + 2.00 

S&P 500  + 8.91 

Nikkei   + 2.85 

Hang Seng  + 17.60 

FTSE 100  + 4.26 

DAX   + 11.23 

CAC 40   + 8.91 

MSCI Emerging  + 18.19 

MSCI World  + 10.07 

Gold    + 8.15 

Platinum  + 1.61 

Brent oil  - 19.55 

 

TECHNICAL ANALYSIS 

 The rand has broken key resistance at R/$13.00 pointing to further gains towards R/$12.50 

and thereafter R/$12.00.   

 

 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.  

 

 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 below the key resistance level of 2.0% 

providing continued support for 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.   

 

 The Brent oil price has broken below key support at $50-55, indicating a sharp decline to 

the $40-45 range. 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 

 Despite its profoundly negative implications for South Africa’s mining industry the revised 

version of the Mining Charter has only had a muted impact on the JSE Resources index. The 

Resources index has fallen since 15th June when the Charter was first made public although 

only by 2.4%.  

 

 Unlike its predecessors, the original 2002 Mining Charter and its revised version in 2009, the 

current Charter has lacked consultation between the government and other stakeholders 

including labour and the mining industry itself. Chamber of Mines president Mxolisi Mgojo 

criticised the lack of consultation: “The lack of meaningful engagement with the industry, 

and collective engagement with all stakeholders, has been most disappointing.” Within 

hours of the Mining Charter’s release the Chamber of Mines announced that it would seek a 

legal challenge to its implementation.   

 

 Key aspects of the Mining Charter include an increase in BEE shareholding of all mines from 

a previous 26% to 30%. In addition, 50% of all board members and executive management 

must be black while 70% of all mining goods and 80% of all services in the mining industry 

must be procured from BEE entities. New mining rights are subject to a 1% revenue 



 

 

payment to BEE shareholders prior to any shareholder distribution. Mining companies will 

have only 12 months to comply with the new Charter objectives. In their current form the 

Mining Charter objectives will incur significant additional costs for new and existing mining 

with dire consequences for investment and job creation.  

 

 Due to the absence of a consultative process and its considerable ambiguity the Charter is 

likely to be stuck in the law courts for years. The final version is expected to be very 

different. Investors should take advantage of the knee-jerk albeit mild reaction to the 

Mining Charter, by raising exposure to the resources sector.  

 

 The outlook for global metals demand remains strongly positive helped by synchronised 

world economic growth and rising prospects for infrastructure spending across the US, 

China, India, the Eurozone and UK. At the same time, new mining investment has dropped 

sharply and the financial health of the mining industry has recovered from its 2015 decline. 

The resumption of dividend payments is likely to provide the catalyst for a sector re-rating.  
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