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IN THIS WEEK’S BOTTOM LINE 

 Domestically focussed REITs are extremely cheap when compared with bond yields. 

Historically, REITs yield less than the government bond yield as they provide an element of 

growth. Many of the smaller domestic REITs are yielding over 10%, a whole 200 basis points 

above the yield on the R186.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Moody’s credit rating agency maintained South Africa’s investment grade sovereign debt 

rating, citing a halt in the deterioration of the country’s institutions, improved actual and 

expected economic growth, and a stabilisation in the fiscal outlook. Moody’s cited “a sharp 

recovery in business and consumer confidence, illustrated both in surveys and by other 

indicators such as the recent recovery in the value of the rand.” Moody’s signalled the 

potential for a credit rating upgrade at its next policy review in October by shifting its 

outlook from “negative” to “stable”. Moody’s stated that “the successful implementation 

of structural reforms to raise potential growth as well as stabilise and eventually reduce 

the debt burden, including through reforms to the State-Owned Enterprise sector which 

reduce contingent liabilities, would put upward pressure on the rating.”  

 

 The current account deficit widened to -2.9% of GDP in the fourth quarter (Q4) from -2.1% 

in Q3 due to the moderation in the trade surplus and a further deterioration in the services, 

income and current transfers account. The trade surplus narrowed from R92 billion in Q3 to 

R74 billion in Q4 as imports increased faster than exports attributed to increased purchases 

of manufactured goods. The deficit in the services, income and current transfers account 

increased for the fourth straight quarter to R211 billion, exacerbated by an increase in 

dividend payments to non-resident investors. The current account deficit may widen 

further in coming quarters as imports recover in line with improving business and consumer 

confidence and dividend payments to non-resident investors rise in response to improving 

corporate earnings. However, any widening in the current account deficit will likely be 

tempered by strong export demand, keeping the deficit contained at under -4% of GDP over 

a 1-2 year horizon.  

 

 Consumer price inflation (CPI) fell more than expected in February to 4.0% year-on-year 

from 4.4% in January, well below the 4.2% consensus forecast and closer to the lower end 

of the Reserve Bank’s 3-6% target range. The decline is attributed to lower fuel and food 

prices and the base effect of high year-ago comparative data. Core CPI, excluding food and 

energy prices, remained unchanged at 4.1%. On a month-on-month basis, CPI increased by 



 

 

0.8% and 1.1% at the headline and core level, respectively due to a 0.6 percentage point 

contribution from miscellaneous goods and services. This category includes insurance and 

financial services, which tend to implement annual price increases during February. The 

current 4% CPI reading is expected to mark the low point in the inflation cycle. Inflation is 

likely to rise in coming months in response to the VAT increase from 14% to 15%, which will 

add an estimated 0.5 percentage points to the year-on-year inflation rate over the rest of 

2018. A fading beneficial base effect, moderation in fuel and food price declines as well as 

increased taxes on fuel, alcohol, tobacco and sugar will also apply upward inflationary 

pressure. Nonetheless, the Reserve Bank emboldened by the benign inflation report, a 

reprieve from Moody’s credit rating agency and a stable rand, is expected to cut its 

benchmark interest rate, the repo rate, by 25 basis-points at its policy meeting this week. 

 

 Retail sales growth slowed in January to 3.1% year-on-year from 5.1% in December and 7.9% 

in November. However, retail sales traditionally dip in January as consumers consolidate 

after the festive season. January’s reading was higher than the 2.8% average for 2017 and 

the 1.7% contraction in the same month last year. By retail category, textiles, clothing, 

footwear and leather goods, stood out with growth of 6.5% on the year, contributing 1.1 

percentage points to headline growth. The household furniture, appliances and equipment 

category grew 9.2% on the year contributing 0.4 percentage points to headline growth. The 

outlook for retail sales for 2018, while constrained by an increased tax burden in particular 

from the VAT increase, should benefit from rising consumer confidence, lower inflation and 

faster real wage growth. The BER retail business confidence index, which measures the 

outlook for the retail, wholesale and motor trade sectors, increased sharply in the first 

quarter from 29 to 42, signalling a substantial improvement in retail trading conditions.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Reserve Bank Monetary Policy Meeting: Due Wednesday 28th March. The Reserve Bank is 

widely expected to announce a 25 basis-point cut in the repo rate, from 6.75% to 6.5%. This 

would be the first rate cut in the current easing cycle since July 2007, helped by an easing 

in political and credit risk, lower inflation and a strengthening rand. 

 

 Private sector credit extension: Due Thursday 29th March. Private sector credit extension is 

likely to have picked-up slightly in February from January’s subdued year-on-year growth 

rate of 5.5% to around 6.0%, boosted by a lift in business and consumer confidence.   

 

 Producer price inflation: Due Thursday 29th March. Producer price inflation is likely to have 

eased in February to 5.0% year-on-year from 5.1% in January according to consensus 

forecast, helped lower by a strengthening rand, and lower fuel and food prices.  

 

 Trade balance: Due Thursday 29th March. The trade balance is expected to have returned to 

a surplus in February following the larger than expected R27.7 billion deficit in January. 



 

 

February traditionally marks an increase in export activity as shipments resume following 

the December-January festive season.  

 

GLOBAL 

 Behind the scenes trade negotiations between the US and China, led by US Treasury 

Secretary Steven Mnuchin and Chinese vice-premier Liu He, have provided some relief to 

financial markets. Liu expressed hope that the outcome of negotiations will “maintain the 

overall stability of their economic and trade relations.” China’s response to US demands 

has so far been constructive indicating concessions to US demands. The US has asked China 

to accelerate financial liberalisation, reduce subsidies to state-owned enterprises, reduce 

tariffs on vehicles, and ease pressure on foreign companies to transfer technology and 

other intellectual property in mandated joint ventures. Some financial market analysts 

have cautioned against over-reaction to fears of a trade war arguing that President Trump 

is adopting a carrot and stick approach and that his bark is louder than his bite. Andrew 

Milligan, head of global strategy at Aberdeen Standard Investments argued that tariffs so 

far amount to “a trade skirmish, undoubtedly worrying but still a skirmish.”  

 

 

NORTH AMERICA 

 As anticipated the Fed raised its benchmark fed funds interest rate by 25 basis-points to a 

range of 1.50-1.75% although the accompanying policy statement was more “dovish” than 

expected prompting a sharp decline in the US 2-year Treasury bond yield from 2.35% to 

2.29%. The gold price also spiked higher from $1315 per ounce to $1335 on lowered interest 

rate expectations. The “dot plot” of Fed policy makers’ interest rate forecasts remained 

unchanged at three rate hikes in 2018 despite the Fed reducing its unemployment forecast 

from a previous 4.1% to a revised 3.8% by the end of 2018 and to 3.6% by end 2019. The Fed 

now expects inflation to rise above its 2% target in 2019 and stay there in 2020 indicating it 

will tolerate inflation that is slightly above target. The Fed stated that: “The stance of 

monetary policy remains accommodative, thereby supporting strong labour market 

conditions and a sustained return to 2 percent inflation.” In his first policy meeting as 

Chairman of the Federal Reserve, Jerome Powell said monetary policy would turn 

“modestly restrictive” by 2020 with the dot plot indicating a further three rate hikes in 

2019 and two in 2020, which would lift the fed funds rate to 3.25-3.50%.   

 

 Durable goods orders jumped in February by 3.1% month-on-month reversing the 3.5% 

contraction in January and beating the 1.6% consensus forecast by a wide margin. The 

strong reading is partly attributed to a 25.5% increase in civilian aircraft orders. However, 

excluding the volatile transport component, durable goods orders still increased 1.2% on 



 

 

the month. Non-defence capital goods orders excluding aircraft, a closely watched 

barometer for business investment, increased a solid 1.8% on the month to $67.8 billion, its 

best percentage gain since September and its highest level since 2014. The data indicates 

an increased appetite for capital spending in response to tax incentives and expectations 

for a general improvement in economic activity. Increased capital spending is vital to 

raising labour productivity and sustaining the economic expansion.  

 

 The Conference Board Leading Economic Index (LEI), which signals growth and economic 

momentum 6-9 months ahead, increased in February by 0.6% to 108.7 building on the 0.8% 

increase in January and 0.7% increase in December. Comprising 10 components, the LEI in 

was pulled higher in February by a longer workweek, lower jobless claims, growth in new 

orders, and increased durable goods orders. The upbeat data suggests the current rapid 

pace of economic expansion is likely to persist at least until year-end barring any 

unforeseen events such as a slowdown in global trade or a sudden spike in inflation. 

Conference Board director of business cycles and growth research cautioned that: “While 

the Federal Reserve is on track to continue raising its benchmark rate for the rest of the 

year, the recent weakness in residential construction and stock prices, important leading 

indicators, should be monitored closely.”  

 

 Existing home sales increased in February by a stronger than expected 3% month-on-month 

easing concerns of a slowdown following weak data over the prior two months. The housing 

sales market appears to be overcoming the challenges of falling housing inventories and 

rising mortgage rates. The supply of homes on the market fell in February to 3.4 months’ 

supply at the current sales rate, down from 3.8 months’ supply a year ago, marking the 33rd 

straight month of declining inventory. A balanced market traditionally entails 6-months’ 

supply. Meanwhile, the average nationwide rate for a 30-year fixed mortgage has increased 

to 4.4% from 3.9% at the beginning of the year. Rising home prices and rising mortgage 

rates are reducing the affordability of homes for first-time buyers. First-time buyers 

comprised 29% of sales in February down from 31% a year ago.  

 

CHINA 

 Following the Federal Reserve’s 25 basis-point interest rate hike the Peoples’ Bank of China 

(PBOC) hiked its key lending rate, the reserve repo rate, from 2.50% to 2.55% in order to 

maintain the China-US yield spread and prevent potential capital outflows. Although a mild 

interest rate adjustment, the move indicates a continuation of monetary policy tightening 

under new PBOC Governor Yi Gang. Monetary tightening is aimed at further deleveraging in 

the economy and to address the moderate uptrend in inflationary pressure.  

 



 

 

JAPAN 

 Consumer price inflation increased to 1.5% year-on-year in February up from 1.4% in 

January. While food prices eased, prices of medical care, transport, communication and 

entertainment, showed moderate increases. Core CPI, excluding food and energy but 

including alcoholic beverages, gained from 0.2% to 0.3% on the year. Although far below the 

Bank of Japan’s 2% target, core CPI is at multi-year highs. There are signs of sustained 

upward inflation pressure helped by stronger than expected economic growth, the 

emergence of modest wage increases and increased consumer spending. Confidence is 

gaining that Japan has exited its decades-long deflationary spiral.  

 

 Japan’s IHS Markit manufacturing purchasing managers’ index (PMI) fell in March for a 

second straight month, declining from 54.1 in February to 53.2 in March. The forward-

looking new orders sub-index fell from 54.7 to 53.2 its weakest level in five months while 

the new export orders index fell from 54.1 to 52.5. Despite the apparent loss in momentum 

the PMI remained above the key 50-threshold, which separates contraction from expansion, 

for the 19th consecutive month. IHS Markit economist Joe Hayes reported that: “Despite 

two months of weaker headline PMI readings, the 2008 Q1 average still signals a robust 

operating environment.” Hayes noted that: “Firms raised output prices to a quicker extent, 

signalling confidence in the demand climate and purchasing power of their clients.”  

 

EUROPE 

 The Eurozone IHS Markit composite purchasing managers’ index, measuring activity across 

economic sectors, fell in March from 57.1 to 55.3 its lowest level since January 2017. Chris 

Williamson, chief business economist at IHS Markit said: “While the first quarter average 

PMI reading remains relatively robust, indicative of GDP rising by 0.7-0.8 percent, the loss 

of momentum since the buoyant start to the year has been quite dramatic.” Williamson 

cited cold weather, skills shortage, growing political uncertainty, and a strong euro: “The 

fact that export order book growth has more than halved since the end of last year suggests 

the stronger euro is taking an increasing toll on export performance.” The services PMI fell 

from 56.2 to 55.0 a five-month low while the manufacturing PMI fell from 58.6 to 56.6 its 

lowest in eight months.  

 

 France’s IHS Markit composite purchasing managers’ index (PMI), measuring activity across 

economic sectors, fell in March from 57.3 to 56.2 a seven-month low. The service and 

manufacturing sector PMIs fell to seven- and twelve-month lows, respectively from 56.8 to 

57.4 and from 57.1 to 53.9. Despite the sharp declines France’s PMIs remain comfortably 

above the expansionary 50-threshold and markedly higher than the long-term average, 

continuing to signal an elevated pace of expansion. Alex Gill, economist at IHS Markit said 

the PMI data is “consistent with a robust GDP number” adding that “strong client demand 



 

 

in both domestic and foreign markets continues to support output and employment. 

Meanwhile, a further robust degree of business confidence combined with a sharp and 

accelerated accumulation of outstanding business suggests further growth in the coming 

months.”  

 

 The ZEW economic sentiment index, a gauge of financial professionals’ view of the German 

economy, fell sharply in March from 17.8 to 5.1 well below the consensus forecast of 13.0 

and the long-term average of 23.6. The steep decline is attributed to rising trade 

protectionism and the effect of the stronger euro on trade competitiveness. ZEW president 

Achim Wambach said: “Concerns over a US-led global trade conflict have made the experts 

more cautious in their prognosis.” The decline in confidence was echoed by the Ifo German 

business sentiment index, which fell in March from 115.4 to 114.7 a significant fall from 

January’s reading of 117.6. Ifo president Clemens Fuest said: “The threat of protectionism 

is dampening the mood in the German economy.” The Ifo nonetheless forecasts robust 

economic growth of 0.6% in the first and second quarters slowing marginally to 0.5% in the 

third quarter.  

 

UNITED KINGDOM 

 Consumer price inflation (CPI) eased more than expected from 3.0% year-on-year in January 

to 2.7% in February below the 2.8% consensus forecast and its lowest reading since July 

2017. The inflationary effect of the pound’s post-Brexit depreciation is starting to fall 

away. At the same time pricing pressure in food, healthcare, communication, restaurants 

and hotels also eased. The services inflation sub-index fell from 2.8% to 2.4% showing little 

sign of domestic inflation. Producer price inflation (PPI) fell from 4.5% to 3.4% below the 

3.8% consensus and its lowest reading since June 2016, indicating an easing in pipeline 

inflationary pressure. While CPI appears to have peaked it remains significantly above the 

Bank of England’s 2% target.  

 

 Unemployment fell to 4.3% in the three months to end January down from 4.4% in the 

fourth quarter marking the lowest rate since 1975. Regular wages increased in the three 

months to end January by 2.6% year-on-year up from 2.5% in the prior three months 

marking the fastest growth in almost two-and-a-half years. Growth in total weekly earnings 

accelerated from 2.7% to 2.8% confirming the pick-up in wage pressure. Rising wages bode 

well for consumer expenditure, which contribute around two-thirds of UK GDP.  

 

 The Bank of England (BOE) kept its benchmark interest rate at 0.5%, unchanged since 

November when it hiked the rate by 25 basis points, although it signalled gradual interest 

rate hikes over the next two years. While inflation has subsided faster than expected wage 

growth has surprised on the upside in recent months. Financial markets forecast a 25 basis-

point rate hike in May and a further rate hike before year-end followed by two rate hikes in 



 

 

2019, lifting the benchmark interest rate to 1.5% by end 2019. This would still indicate a 

negative real rate, after taking inflation into account, suggesting the BOE will maintain 

accommodative monetary policy well into the medium-term in line with its guidance for 

“gradual” and “limited” rate hikes.  

 

FAR EAST AND EMERGING MARKETS 

 The Kigali Declaration on the establishment of the African Continental Free Trade Area 

(AfCFTA) was signed by 44 African nations including South Africa. Twenty-two countries 

have to ratify the agreement for the trade deal to come into effect, which the African 

Union (AU) hopes will happen before the end of the year. Paul Kagame, Rawandan 

president and AU chairperson described the afCFTA as “A new chapter in African unity…. As 

we trade more among ourselves, African firms will become bigger, more specialised, and 

more competitive internationally.” AfCFTA will cut tariffs from their current average of 

6.1% to eventually zero and address non-tariff trade barriers including poor infrastructure, 

corruption and ineffective customs procedures. According to the African Export-Import 

Bank (Afrexim) Intra-African trade accounts for just 15% of the continent’s trade, indicating 

extremely low regional trade integration compared with Asia’s equivalent measure of 58%.   

 

 As anticipated Brazil’s central bank cut its benchmark Selic interest rate by 25 basis-points 

to 6.50% an all-time low capping a 775 basis-point decline since October 2016. However, 

the bank’s monetary policy committee, known as Copom, unexpectedly guided for a further 

rate cut confounding market expectations that the latest rate cut could be the last. 

According to the policy statement: “Regarding the next meeting, at this time the Copom 

views an additional moderate monetary easing as appropriate…. The Committee judges that 

this additional stimulus mitigates the risk of delayed convergence of inflation toward the 

targets.”   

 

 South Korea, the third largest exporter of steel to the US, gained a permanent exemption 

from new US steel and aluminium tariffs of 25% and 10%. At the same time South Korea will 

open its market to the US motor industry by easing environmental and certification-related 

regulations. South Korea agreed to accept US safety regulations on up to 50,000 vehicles 

per automaker per year up from 25,000 previously and to extend tariff exemption for US 

pickup trucks by 20 years to 2041. Trade negotiators from both countries described the 

revised trade agreement as “win-win”.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 5.59 

JSE Fini 15  + 0.05 



 

 

JSE Indi 25  - 6.90 

JSE Resi 20  - 6.22 

R/$   + 6.47 

R/€   + 2.69 

R/£   + 1.18 

S&P 500  - 0.56 

Nikkei  - 8.78 

Hang Seng  + 2.10 

FTSE 100  - 10.39 

DAX   - 8.75 

CAC 40  - 4.64 

MSCI Emerging + 2.06 

MSCI World  - 1.63 

Gold   + 3.77 

Platinum  + 1.87 

Brent oil  + 5.29 

 

TECHNICAL ANALYSIS 

 Having broken key resistance levels at R/$12.50 and R/$11.70, 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 $60 and likely to remain in a trading 

range of $60-70 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 signal 

the early stages of a new bull market. 

 

BOTTOM LINE 

 The market capitalisation of the real estate investment trust (REIT) sector has surged in 

recent years, rising from under R80 billion in 2008 to around R400 billion today. The 

number of REITs listed on the JSE has increased over the period from less than 30 to over 

50.  

 

 The REIT sector has provided consistently strong investment returns. REITs have been the 

top performing asset class in South Africa in six of the past fourteen years. The SAPY REIT 

index beating equities, bonds and cash in each of those six years. In 2016 the SAPY REIT 

index returned 14.7% compared with the All Share return of 2.6%. 

 

 Over the past year the SAPY REIT index has suffered from a substantial derating in the 

Resilient stable of companies, which includes Resilient, Fortress, NEPI Rockcastle and 

Greenbay. The derating of other rand hedge REITs such as MAS, Intu and Hammerson has 

also been evident due to a strengthening rand. The rand hedge component comprises 



 

 

around 45% of the SAPY REIT index contributing to its 21% decline since the start of the year 

compared with the 5% decline in the All Share index. 

 

 How representative is the decline in the SAPY REIT index? Not very. The differential in 

returns between the best performer and worst performer in the SAPY index since the start 

of the year is around 80%. While the Resilient stable and rand hedge REITs have slumped, 

domestically focussed REITs have provided amongst the best returns on the JSE with returns 

in the high teens.  

 

 Domestically focussed REITs are poised to deliver excellent returns. The fundamental 

outlook, which has been hindered in the most recent Zuma years by weak economic 

activity, high vacancy rates and poor rental growth, is set to show significant improvement. 

The shift in political leadership and increased policy certainty will boost business and 

consumer confidence and economic growth, putting REIT rentals on a firmer upward 

trajectory. 

 

 The improved policy and economic outlook has had a strong positive effect on the rand and 

bond yields. Bond yields have a close correlation with REIT prices. As bond yields come 

down so too do the yields on REITs, which means REIT prices rise. So far REIT prices have 

been slow to respond to falling bond prices. Since the ANC elective conference in December 

the benchmark R186 government bond yield has dropped sharply from 9.50% to 8.0%. 

Domestic REITs have not discounted the steep decline in bond yields. Furthermore, despite 

the strong performance by the rand and South African gilts over the past three months, 

they remain cheap on a relative basis. The R186 yield of 8% is still around 400 basis points 

above inflation (CPI at 4%), a much higher real yield than most emerging markets. There is 

considerable scope for further tightening in yield spreads versus other emerging market 

bonds. 

 

 Domestically focussed REITs are extremely cheap when compared with bond yields. 

Historically, REITs yield less than the government bond yield as they provide an element of 

growth. Many of the smaller domestic REITs are yielding over 10%, a whole 200 basis points 

above the yield on the R186.  

 

 Growthpoint, the elephant of the sector with a market capitalisation of around R80 billion, 

is trading on an estimated forward yield of 7.3% just 70 basis points below the R186 yield of 

8%. Growthpoint’s current estimated forward yield premium of 70 basis points compares 

with a long-term average yield premium of 107 basis points for the REIT SAPY index. 

Growthpoint’s narrow yield premium compared with the R186 bond indicates significant 

value for Growthpoint and for the sector as a whole, in particular domestically focused 

REITs.    
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