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SOUTH AFRICA ECONOMIC REVIEW 

 While bad news for higher income tax payers and for equity investors, the budget 

maintained fiscal prudence despite a difficult economic backdrop and extreme political 

pressure. The primary budget, measuring the difference between income and expenditure 

net of interest payments, has reduced steadily from -1.6% of GDP in 2012/13 to an 

estimated -0.5% in 2016/17 and projected to be in surplus at 0.2% of GDP in 2018/19. Total 

government debt has increased to 50.7% of GDP but is projected to decline below 50% over 

the next three years. Successive three-year budget ceilings first introduced in 2013 have 

been successfully adhered to, and a further R11 billion in expenditure has been cut from 

the current year’s budget. Furthermore, the budget has allocated another R947.2 billion in 

infrastructure spending over the next three years, equivalent to a healthy ratio exceeding 

6% of GDP. (See Bottom Line for further analysis). 

 

 Producer price inflation (PPI) decelerated sharply from 7.1% year-on-year in December to 

5.9% in January its lowest reading since December 2015. The decline is attributed to a 

decrease in food price inflation from 12.2% to 10.6%, while transport equipment inflation 

plunged from 2.1% to -4.3%. Metals, machinery, equipment and computing equipment 

inflation also enjoyed a substantial drop from 5.95 to 3.0%. PPI is expected to maintain its 

downtrend during 2017 as food price inflation continues to moderate in line with better 

crop yields.  

 

 The South African Reserve Bank (SARB) leading indicator, which projects economic 

conditions 3-6 months ahead, increased from 95.6 in November to 96.3 in December its 

fifth straight monthly gain, taking the reading to its highest since the fourth qurater 2014. 

The rise was led by an increase in the lead indicator of South Africa’s trading partners 

followed by an increase in the country’s dollar-based export commodity price index. The 

steady gain in the leading indicator indicates the worst of last year’s economic slowdown is 

past and that growth should pick-up in the months ahead.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Trade balance: Due Tuesday 28th February. The trade balance is expected to return to 

deficit in January following the substantial R12 billion surplus in December. A trade deficit 



 

 

typically occurs in January as imports resume following the seasonal decline during the 

festive season. However, the January deficit is likely to be smaller than in previous years 

due to constrained local demand.  

 

 Private sector credit extension: Due Tuesday 28th February. Growth in private sector credit 

extension (PSCE) is expected to pick-up slightly in January from the 5.1% level recorded in 

December, in line with a modest increase in GDP growth. While corporate lending is rising 

in line with the gradual recovery in business confidence household credit demand remains 

constrained by weak jobs growth and high levels of indebtedness. 

 

 Manufacturing PMI: Due Wednesday 1st March. The manufacturing purchasing managers’ 

index (PMI) for February is expected to remain above 50, denoting expansion, showing a 

similar reading to January’s 50.9 level. Market conditions in the allied mining and 

agriculture industries are showing a steady recovery while external demand is steadily 

improving.  

 

NORTH AMERICA 

 Minutes from the Federal Reserve (Fed) policy meeting on 1st February reveal that “many 

participants expressed the view that it might be appropriate to raise the federal funds rate 

fairly soon.” The statement suggests a rate hike may occur as early as March although the 

fed funds rate attributed the probability at less than 45%. The statement noted upside risks 

to the economy from more expansionary fiscal policy but also warned of downside risks 

from several potential changes in government policy. While the Trump administration is 

likely to release budget proposals prior to the Fed’s March policy meeting it will take until 

July at the earliest before any plans meet Congressional approval suggesting the first rate 

hike may be delayed until the second half of the year.   

 Durable goods orders increased in January by 1.8% month-on-month more than reversing 

the -0.8% decline in December. However, the gain is almost entirely due to the 6.0% rise in 

transport orders fueled by an unseasonably strong order for aircraft. Core orders, excluding 

aircraft, fell -0.2% on the month. Non-defence capital goods orders excluding aircraft, 

viewed as a key barometer of investment spending, fell -0.4% on the month although some 

payback had been expected following exceptional growth over the prior two months. 

Despite the slight pullback in January, capital goods orders maintained a three-month 

annualised growth rate of 8.9% signaling a strengthening in business equipment spending.  

 The Federal Housing Finance Agency (FHFA) house price index increased in the fourth 

quarter by a robust 1.5% quarter-on-quarter and 6.2% year-on-year maintaining the pace set 

since early 2016. According to FHFA Deputy Chief Economist Andrew Leventis: “Although 



 

 

interest rates rose sharply during the fourth quarter, our data show no signs of a home 

price slowdown.” New home sales increased in January by a solid 3.7% month-on-month and 

existing home sales by 3.3%. The inventory of existing homes for sale fell to just 4-months’ 

supply, its lowest in 20 years. Low inventories may constrain sales volumes but should 

support continued price growth and robust building activity.  

 

CHINA 

 According to official sources China’s authorities are planning to reduce the M2 money 

supply growth target to 12% in 2017 down from 13% in 2016, aimed at cooling the country’s 

high indebtedness levels following years of rapid credit expansion. Encouragingly the non-

performing loan ratio of China’s commercial banks reduced slightly from 1.76% in the third 

quarter (Q3) last year to 1.74% in Q4, easing fears that indebtedness is getting out of 

control. Signs that the property price bubble is gradually subsiding will also allay fears over 

excessive leverage. According to the National Bureau of Statistics new home prices 

increased in January by just 0.1% month-on-month the same rate as December, slowing 

sharply from earlier price increases in November, October and September of 0.4%, 1.2% and 

2.8%, respectively.  

 

JAPAN 

 Retail sales increased in January by 0.5% month-on-month the first rise in two months. On a 

year-on-year basis retail sales increased 1.0%, the third straight gain after rising 0.7% in 

December and 1.7% in November. The Ministry of Economy, Trade and Industry kept its 

assessment unchanged from the previous month, describing retail sales as “showing signs of 

a pick-up.” The data suggest retail sales, after being stagnant over the past few years, may 

finally be picking-up momentum. Higher wages are vital to restoring consumer confidence 

and retail spending as well bringing an end to deflation.  

 

 Industrial production fell in January by 0.8% month-on-month breaking a five-month 

winning streak. However, some pullback was to be expected given recent strength and on a 

year-on-year basis industrial production was still up by 3.2%. Shipments of capital goods 

excluding transport equipment, a key measure of business investment spending, increased 

0.7% on the month the first rise in two months. Despite the near-term slowdown the 

Ministry of Economy, Trade and Industry (METI) maintained its positive assessment that 

industrial production “shows signs of a pick-up”. METI forecasts industrial production will 

grow in February by 3.5% on the month up from its previous forecast of 0.8% and grow in 

the first quarter by 0.8% quarter-on-quarter marking the fourth straight quarterly gain. 



 

 

 

EUROPE 

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

manufacturing and services sectors, surged higher from 54.4 in January to 56.0 in February 

its highest reading since April 2011, also beating the 54.3 consensus forecast. The 

manufacturing PMI gained from 55.2 to 55.5 and the services PMI from 53.7 to 55.6. At a 

composite level the forward-looking new orders sub-index increased to its highest since 

April 2011 and the backlog of works reached a near six-year high indicating strong upward 

momentum in business conditions. At a country level, the French composite PMI increased 

from 54.1 to 56.2 its highest since May 2011 and the German PMI from 54.8 to 56.1 its 

highest since April 2014. The surge in Eurozone PMI readings is consistent with an 

acceleration in the region’s GDP growth to 0.6% quarter-on-quarter in the first quarter (Q1) 

up from 0.4% in Q4 last year.  

 

 Germany’s Ifo business confidence index unexpectedly increased from 109.9 in January to 

111 in February well ahead of the 109.6 consensus forecast, bucking the trend of recently 

weaker readings in the ZEW survey. Both the current conditions index and forward-looking 

expectations index were assessed more positively, rising from 116.9 to 118.4 and from 

103.2 to 104, respectively. The Ifo business confidence reading is consistent with a 

strengthening in German economic activity signaling an acceleration in GDP growth from 

0.4% quarter-on-quarter in the fourth quarter (Q4) to 0.5% in Q1. However, the threat of US 

protectionism, protracted Brexit negotiations and populist victories in European elections, 

may undermine business confidence in the second half of the year.  

 

UNITED KINGDOM 

 UK GDP growth in the fourth quarter (Q4) was revised up to 0.7% quarter-on-quarter from 

its initial estimate of 0.6%, confirming the unexpected resilience of the UK economy in the 

aftermath of the EU referendum. Trade was strong, helped by the weaker pound, 

contributing 1.3 percentage points to the headline GDP reading. However, investment 

spending recorded a 1.0% decline as companies put capital spending on hold amid 

uncertainty surrounding Brexit. Household spending grew by a solid 0.7%, but may succumb 

to inflationary pressures during 2017. GDP growth has remained strong since the Brexit vote 

but is likely to slip in coming quarters as consumer spending slows and Brexit negotiations 

potentially undermine business confidence.  

 

FAR EAST AND EMERGING MARKETS 



 

 

 The Central Bank of Nigeria introduced an additional official foreign exchange rate in an 

attempt to bridge the widening gap between the official rate of 305/US dollar and the 

parallel market, which is much higher at above 500/US dollar. The added official rate is 

pegged at 375/US dollar but is only accessible for foreign travel, medical expenses and 

foreign school fees. Despite the attempt to shore-up the country’s foreign exchange 

shortage, the parallel rate weakened to a new all-time low of 520/US dollar. The poor 

response so far and the added complication of two official foreign exchange rates may lead 

authorities to adopt a further currency devaluation in coming months. 

 

 Brazil’s central bank cut the benchmark Selic interest rate by 75 basis points to 12.25% 

marking the second such rate cut in a row. The central bank began cutting rates in October 

last year after inflation fell faster than expected from a high of 10.7% in early 2016, 

reaching 6.29% by year-end and falling further to 5.35% in January. The central bank 

expects inflation to reduce further to 4.5% in 2017 in line with the economists’ consensus 

forecast of 4.43% by the end of the year. The decline in the Selic rate has fueled a strong 

rally in Brazilian sovereign bonds, gaining over 10% since the start of the year. The Selic 

rate is expected to fall by a further 275 basis points over the next two quarters.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.67 

JSE Fini 15  - 0.52 

JSE Indi 25  + 3.06 

JSE Resi 20  - 0.48 

R/$   + 5.36 

R/€   + 4.99 

R/£   + 3.27 

S&P 500  + 5.85 

Nikkei   - 2.48 

Hang Seng  + 8.93 

FTSE 100  + 1.54 

DAX   + 2.98 



 

 

CAC 40   - 0.35 

MSCI Emerging  + 9.05 

MSCI World  + 5.16 

Gold    + 8.84 

Platinum  + 13.84 

Brent oil  - 1.09 

 

TECHNICAL ANALYSIS 

 While the rand has broken below key resistance levels versus the dollar at R/$ 13.20 and 

13.00 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 £/$1.25 level support level has been broken opening up 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 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 $50 a barrel and having broken key resistance at 

$55 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 $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 State budget stuck closely to the guidelines set out in October’s Medium-Term Budget 

Policy Statement. The budget deficit will reduce from an estimated -3.4% of GDP in the 

2016/17 financial year to -3.1% in 2017/18 and -2.8% in 2018/19. The 2017/18 budget 

deficit will raise an additional R28 billion equivalent to around 0.5% of GDP, from a 

combination of higher income taxes, an increase in the dividend withholding tax from 15% 

to 20% and higher indirect taxes on petrol, tobacco and alcohol. A higher marginal income 

tax rate of 45% was introduced on taxable income over R1.5 million.  

 

 While bad news for higher income tax payers and for equity investors, the budget 

maintained fiscal prudence despite a difficult economic backdrop and extreme political 

pressure. The primary budget, measuring the difference between income and expenditure 

net of interest payments, has reduced steadily from -1.6% of GDP in 2012/13 to an 

estimated -0.5% in 2016/17 and projected to be in surplus at 0.2% of GDP in 2018/19. Total 

government debt has increased to 50.7% of GDP but is projected to decline below 50% over 

the next three years. Successive three-year budget ceilings first introduced in 2013 have 

been successfully adhered to, and a further R11 billion in expenditure has been cut from 

the current year’s budget. Furthermore, the budget has allocated another R947.2 billion in 

infrastructure spending over the next three years, equivalent to a healthy ratio exceeding 

6% of GDP. 

 

 Finance Minister Pravin Gordhan espoused a more “radical” approach to economic 

transformation but insisted that this could not come at the expense of fiscal responsibility. 

In his budget speech Pravin Gordhan stressed: “Let me say clearly and emphatically: sound 

public finances, the health of our financial institutions, investment-grade ratings and our 

competitive public procurement processes are valued elements in the sustainability and 

integrity of our transformation path.” While dropping any mention whatsoever of 

privatization, which had been suggested in the 2016 budget, a firm commitment to 



 

 

expenditure ceilings, budget deficit reduction and lower debt to GDP will likely be 

rewarded by the financial markets.  

 

 The state budget should ensure that South Africa keeps its investment grade status averting 

any downgrade by the credit rating agencies to junk level.  

 

 Pravin Gordhan’s statesman-like performance and his clear popularity and support during 

the budget speech, in stark contrast to the president’s State of the Nation Address, will 

make it increasingly difficult for President Zuma to sideline the finance minister.  
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