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SOUTH AFRICA ECONOMIC REVIEW 

 As anticipated, the South African Reserve Bank (SARB) kept its benchmark repo rate 

unchanged at 7%. However, the SARB’s accompanying statement was more “hawkish” than 

expected. The SARB reduced its GDP growth forecast for 2017 from 1.2% to 1.1% while 

leaving 2018 unchanged at 1.6%. The SARB now expects consumer price inflation (CPI) to 

average 6.2% in 2017 up from a previous 5.8% and forecasts that CPI will only return to its 

3-6% target range in the fourth quarter (Q4), later than the previously projected Q2. The 

SARB cited the unpredictability of the rand as the main obstacle to declining inflation, 

stating that the rand “remains vulnerable to both domestic and external shocks.” Key risks 

include changes in US monetary policy, global investor sentiment towards emerging markets 

and local political uncertainty. 

 

 Stats South Africa altered the weighting of the consumer price inflation (CPI) basket for the 

first time since January 2013. The key changes in basket weight were food and non-

alcoholic beverages from 15.4% to 17.2% and transport from 16.4% to 14.3%. With food 

prices expected to ease during 2017, the bigger food weighting should have a moderating 

effect on inflation in the months ahead. Equally, the lower transport weighting should 

diminish the impact of rising oil prices. The re-weighting of the CPI basket bodes well for 

inflation returning to within the South African Reserve Bank’s 3-6% target range by mid-

year.  

 

 Producer price inflation (PPI) unexpectedly accelerated from 6.9% year-on-year in 

November to 7.1% in December above the 6.9% consensus forecast and well up on 3.6% in 

2015. The biggest culprit was food price inflation, which increased 11.1% on the year and 

contributed 3.9 percentage points. However, with food prices contributing 25.2% of the PPI 

basket, producer inflation should subside in 2017 as the effects of the drought continue to 

fade in turn reducing pressure at the consumer price inflation level. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Private sector credit extension: Due Tuesday 31st January. Growth in private sector credit 

extension (PSCE) is expected to slow further from 4.7% year-on-year in November to 4.6% in 

December exacerbated by the continued decline in household credit growth. In the year to 



 

 

end November PSCE growth slowed to just 0.8% in real terms, supported by corporate credit 

growth while household credit extension contracted by 3.9% in real terms.  

 

 Trade balance: Due Tuesday 31st January. The trade deficit traditionally posts a surplus in 

December as imports subside following festive season restocking in the prior months. 

According to consensus forecast the trade balance is expected to reverse from a -R1.1 

billion deficit in November to a R6.0 billion surplus in December. The trade deficit would 

narrow to around -R8 billion in 2016 as a whole compared with -R52.3 billion in 2015.  

 

 Barclays manufacturing purchasing managers’ index: Due Wednesday 1st February. The 

manufacturing purchasing managers’ index (PMI) is expected to increase from 46.7 in 

December to 47.2 in January according to consensus forecast. After spending the whole of 

the second half of 2016 below 50, the key level demarcating expansion from contraction, 

the PMI is expected to recover gradually in 2017 amid improvement in allied industries such 

as mining and agriculture. Meanwhile the global PMI is rising indicative of growing trade 

momentum and export demand. 

 

 Vehicle sales: Due Thursday 2nd February. The National Association of Automobile 

Manufacturers of South Africa (NAAMSA) expects a moderate improvement in vehicle sales 

in 2017. After declining in December by -15.3% year-on-year the contraction in new vehicle 

sales is expected to ease to -11.4% in January, according to consensus forecast.  

 

NORTH AMERICA 

 The Dow Jones industrial index climbed past the watershed 20,000 level for the first time 

last Wednesday boosted by optimism that Trump’s pledges of tax cuts, deregulation and 

infrastructure spending will boost economic growth and company earnings growth. The 8.5% 

gain in the Dow Jones in the six weeks since the 8th November makes it the biggest post-

election rally since 1900. Meanwhile, earnings are expected to post fourth quarter (Q4) 

growth of 6.8% marking the biggest increase in two years. Of the companies comprising the 

S&P 500 index, which have so far reported earnings, 70% have beaten estimates.  

 GDP growth slowed from 3.5% quarter-on-quarter annualised in the third quarter (Q3) to 

1.9% in Q4 below the 2.2% consensus forecast. For 2016 as a whole GDP growth slowed to 

1.6% the slowest pace since 2011, down from 2.6% in 2015. The GDP slowdown in Q4 is 

attributed to a slump in exports, which fell 4.5% on the quarter and subtracted 1.7 

percentage points from GDP growth. However, according to Paul Ashworth, chief US 

economist at Capital Economics: “We would be wary of reading too much into the 

slowdown in GDP growth… because the temporary spike in soybean exports boosted the 

third quarter and subtracted from the fourth quarter.” Consumer spending and business 



 

 

investment were relatively strong, growing by 2.5% and 2.4% on the quarter. Treasury 

secretary Steve Mnuchin, a former financier at Goldman Sachs, insists that the US economy 

could achieve a GDP growth rate of 4% once Congress approves a series of tax cuts and 

spending plans put forward by the Trump administration.   

 The Markit manufacturing purchasing managers’ index (PMI) increased from 54.3 in 

December to 55.1 in January, well above the key 50-level which separates expansion from 

contraction, and the highest level since March 2015. The gain is attributed to strong 

increases in the output and forward looking new orders sub-indices, which increased to 

their highest levels since March 2015 and September 2014, boding well for manufacturing 

activity in the months ahead. According to Markit economist Chris Williamson: “US 

manufacturers are seeing a bumper start to 2017, with production surging higher in January 

on the back of rising inflows of new orders.” 

 US new home sales fell in December by an unexpectedly large 10.4% month-on-month to an 

annual rate of 536,000 well below the 588,000 consensus forecast, with the fourth quarter 

(Q3) average of 568,000 down from the average in Q4. Existing home sales also fell, 

although by a more modest 2.8% on the month. While the Federal Housing Finance Agency 

(FHFA) purchase-only house price index gained in November by a solid 0.5% month-on-

month and 6.1% year-on-year, the slowdown in home sales suggests the rise in mortgage 

rates since the November election is starting to affect housing demand.   

 President Trump announced that the US had pulled out of the 12-nation Trans-Pacific 

Partnership, paving the way for a renegotiation of the North American Free Trade 

Agreement (NAFTA) with Canada and Mexico. Although the renegotiation will take some 

time to finalise, it is relatively easy to implement tariffs. The Trump administration is 

considering a 20% tax on imports from Mexico in order to remedy the trade deficit and as a 

means of paying for the proposed wall along the southern border with Mexico. Trump 

appears committed to his campaign pledge to implement trade protectionism. While 

supporting his popularity with voters there will be indirect costs to the US economy.  

 

JAPAN 

 Japan recorded its first trade surplus in December since 2011. Exports increased for the 

first time in 15 months, rising 5.4% year-on-year compared with -0.4% in November and well 

above the 1.2% consensus forecast. Shipment volumes increased 8.4% on the year indicating 

a pick-up in overseas demand. The pick-up in exports is attributed to strong demand for 

Japanese electronics and car parts. Exports to the US increased 1.3% on the year but to the 

EU fell by 4.0%. Exports to China, Japan’s largest trading partner, increased a solid 12.5% 



 

 

with exports to Asian countries rising 12.0%. As well as providing a solid boost to Japan’s 

GDP prospects the upbeat trade data reflects strengthening domestic demand from China.  

 

 Japan’s Markit manufacturing purchasing managers’ index (PMI) increased from 52.4 in 

December to 52.8 in January its highest level since March 2014 and above the 50-level 

which separates expansion from contraction for a third straight month. The increase is 

attributed to strength in the new orders sub-index from 53.2 to 54.1 and the new export 

orders index from 51.1 to 53.2. Being forward-looking sub-indices the uptick bodes well for 

manufacturing conditions in the months ahead. The PMI data confirms that global trade is 

picking up, which will benefit Japan’s export driven economy.  

 

EUROPE 

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

manufacturing and services sectors, fell slightly from 54.4 in December to 54.3 in January. 

However, the index is well above the expansionary 50-level and still the second highest 

reading since December 2015. While the services component softened from 53.7 to 53.6 the 

manufacturing component increased from 54.8 to 55.1. The divergence between France and 

Germany started to narrow with Germany’s composite PMI dropping from 55.2 to 54.7 while 

France’s gained from 53.1 to 53.8 its highest since July 2011. Among the sub-indices, the 

employment index increased to its highest since February 2008 and the forward-looking 

new orders index remained at December’s level, its highest in 12 months. The index 

measuring Eurozone business expectations over the next 12 months increased to its highest 

level since July 2012. Companies appear to be disregarding political risk focusing instead on 

improving business prospects.  

 

 Germany’s Ifo business sentiment index unexpectedly declined from 111 in December, its 

highest level in almost three years, to 109.8 in January. While the current conditions index 

strengthened from 116.7 to 116.9 the forward-looking expectations index fell from 105.5 to 

103.2 a five-month low. Germany is heading into a potentially difficult year amid President 

Trump’s apparent determination to follow-through with protectionist trade policies and the 

UK’s reaffirmed commitment for a “hard Brexit” from the EU. Moreover, Germany’s general 

election in September will be fought by a strengthening populist movement.  

 

UNITED KINGDOM 

 As expected the Supreme Court ruled that the government would require parliamentary 

approval before triggering Article 50 to initiate withdrawal from the EU. The Court also 

ruled that devolved parliaments in Scotland, Wales and Northern Ireland will not have a 



 

 

“veto” vote, removing the risk of delay. The government is likely to introduce a short 

single-clause bill to parliament over the next few days in order to meet its end March 

deadline to trigger Article 50. Parliament is expected to uphold the EU referendum Brexit 

decision and therefore unlikely to stand in the way of the bill.  

 

 Fourth quarter (Q4) GDP growth registered 0.6% quarter-on-quarter matching the growth 

rates in Q2 and Q3, and beating the 0.5% consensus forecast. Although slowing from the 

GDP growth rates of 2.2% in 2015 and 3.1% in 2014 the 2.0% growth achieved in 2016 is a 

solid performance given the unexpected Brexit vote. GDP actually accelerated in the six 

months following Brexit to almost 2.5% annualised. Looking ahead, Brexit-related 

uncertainty may affect investment spending in the months ahead while rising inflation will 

undermine household disposable income in turn affecting consumer spending, which 

comprises around 70% of GDP. In Q4, consumer spending supported the services sector, 

which grew by 0.8% on the quarter.  

 

 The Confederation of British Industry (BTI) first quarter (Q1) Quarterly Trends Survey points 

to rising business optimism in the manufacturing sector. According to Rain Newton-Smith, 

CBI Chief Economist: “UK manufacturers are firing on all cylinders right now with domestic 

orders up and optimism rising at the fastest pace in two years.” The business optimism 

index increased from -9 to +15 its highest level since December 2014 and the forward-

looking new orders index from 0 to +5 its highest since July 2014. Although the BTI survey is 

upbeat at a headline level, investment intentions and labour market dynamics remain weak 

while inflationary pressure is building, indicating a threat to the positive outlook over the 

medium-term.   

 

FAR EAST AND EMERGING MARKETS 

 Australia’s consumer price inflation (CPI) increased in the fourth quarter (Q4) by 0.5% 

quarter-on-quarter below the consensus forecast 0.7% increase and down from 0.7% in Q3. 

The decline is attributed to lower than expected food price inflation. Despite the low 

inflation reading expectations of further interest rate cuts are low. Although CPI is well 

below the Reserve Bank of Australia’s (RBA) 2-3% medium-term core inflation target, the 

latest readings had already been discounted in the central bank’s forecasts. According to 

the interest rate swap market the probability of an interest rate cut in Q1 2017 lies at just 

8%. The RBA will need to see signs of underemployment and weakening wage growth before 

implementing further rate cuts.  

 

 The Philippines registered fourth quarter (Q4) GDP growth of 6.6% year-on-year, which 

although slower than the 7.0% recorded in Q3, nonetheless contributes to a solid 6.8% 



 

 

growth for 2016 as a whole, the fastest in Asia and up from 5.9% in 2015. Growth in Q4 was 

supported by robust investment spending, which increased during the quarter by 15% year-

on-year. Household consumption remained buoyant, rising 6.3% on the year, supporting a 

9% increase in domestic demand. GDP growth is likely to remain strong in 2017, helped by 

accommodative monetary policy and expansionary fiscal spending.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.96 

JSE Fini 15  - 1.63 

JSE Indi 25  + 4.34 

JSE Resi 20  + 9.93 

R/$   + 1.25 

R/€   - 0.22 

R/£   - 1.20 

S&P 500  + 1.88 

Nikkei   - 1.15 

Hang Seng  + 6.18 

FTSE 100  - 0.34 

DAX   + 1.75 

CAC 40   - 1.60 

MSCI Emerging  + 5.89 

MSCI World  + 2.33 

Gold    + 3.90 

Platinum  + 9.69 

 



 

 

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 



 

 

 Speaking at a conference on Wednesday last week Konrad Reuss, managing director of 

Standard & Poor’s (S&P) South Africa and sub-Saharan Africa, cautioned that South Africa’s 

investment grade credit rating hinged to a large extent on the country’s institutional 

strength. Konrad Reuss explained that S&P’s institutional assessment may be impacted by 

matters such as a cabinet reshuffle. 

 

 As if on cue, renewed rumours of a damaging cabinet reshuffle rattled domestic financial 

markets on Friday last week and on Monday. Having traded much stronger earlier in the 

week, the rand fell sharply on Friday from R/$13.35 to 13.60. 

 

 Foreign exchange and bond markets are poised for any negative news. Implications for the 

rand would not be positive if a cabinet reshuffle resulted in Finance Minister Pravin 

Gordhan removal from office. Besides undermining South Africa’s institutional strength, a 

change in Finance Minister could also jeopardise the country’s fiscal discipline.  

 

 The rand’s volatility is largely explained by local political uncertainty. However, commodity 

price volatility and global financial volatility are equally important drivers of rand 

volatility, according to a paper prepared by the IMF. The IMF paper investigated the drivers 

of rand volatility in the period since the 2008/09 global financial crisis. 

 

 Although the rand may dip on news of a damaging cabinet reshuffle the brightening outlook 

for commodity markets and global financial markets may limit the rand’s downside.  
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