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SOUTH AFRICA ECONOMIC REVIEW 

 The Bureau of Economic Research (BER) manufacturing survey collapsed from an already 

depressed 28 in the first quarter (Q1) to just 16 in Q2 the lowest since it hit 11 in the 

middle of the 2008/09 global financial crisis. This means that 84% of survey respondents 

viewed business conditions as unsatisfactory. Among the sub-indices, the manufacturing 

production index collapsed from -3 to -18, the domestic sales index from -14 to -27 and the 

export sales volumes index from +1 to -14. The most concerning finding of the BER 

manufacturing survey is that 47% of respondents expect conditions to deteriorate even 

further, up from just 16% of respondents in Q1. The percentage of respondents who rate 

the political climate as a deterrent to investment reached its previous all-time high of 87%. 

(See Bottom Line for further analysis). 

 

 Following its rebound from 44.7 to 51.5 in May the Absa manufacturing purchasing 

managers’ index (PMI) fell back sharply to 46.7 in June well below the key 50-level which 

signals contraction. The extreme volatility in the PMI series suggests a high level of 

uncertainty relating to the political outlook. Looming wage disputes in the steel and 

engineering sectors may also have contributed to the PMI slump. Among the PMI sub-

indices, the business activity index fell from 52.3 to 45.4 while the forward-looking new 

sales orders index declined precipitously from 54.1 to 43.7 its lowest since August last year. 

The purchasing commitments index fell from an already depressed 44.0 to 39.4. The index 

measuring expectations in six months’ time fell from an elevated 61.4 to 50.0, which 

although not yet in contractionary territory is the weakest since February 2016. The PMI 

data signals a continuation of the manufacturing sector’s decline into the second quarter. 

The sector has already contracted for three straight quarters.  

 

 In its fifth production estimate for this year’s summer harvest the Crop Estimates 

Committee maintained its forecast for a record 15.6 million ton maize harvest and raised 

its soya bean forecast to a record 1.3 million tons. The maize harvest is well above the 

estimated annual domestic consumption of 10 million tons indicating a solid net export 

boost of around R6-8 billion. The upbeat harvest forecasts confirm continued expansion in 

agricultural output over the remainder of the year building on the first quarter’s 22.2% 

quarter-on-quarter annualised growth. While agricultural output only contributes 2-3% of 

South Africa’s GDP the pace of growth should provide a useful counter-balance to the 

shrinking manufacturing sector.  

 



 

 

 The trade account recorded a surplus in May for the fourth straight month. The trade 

surplus increased from R4.97 billion in April to R9.50 billion in May lifting the cumulative 

trade surplus for the first five months of the year to R19.52 billion compared with a R13.29 

billion deficit over the same period in 2016. Exports of mineral products increased 38.5% 

year-on-year followed by chemical products with an increase of 19.3% and base metals by 

8.9%. Export values are likely to be buoyed by improving global demand and rising 

commodity prices while imports are expected to remain constrained by subdued economic 

growth. The positive trade outlook should support the continued narrowing in the current 

account deficit which at 2.1% of GDP shows a marked improvement on the 5.0% deficit in 

the same quarter last year and the 3.3% recorded for 2016. A narrowing current account 

deficit is positive for the rand.  

 

 Growth in private sector credit extension (PSCE) increased from 5.9% year-on-year in April 

to 6.7% in May above the 6.0% consensus forecast. The pick-up in PSCE is attributed to 

company credit extension, which increased 1.0% month-on-month lifting year-on-year 

growth from 8.2% to 9.9%. By contrast household credit extension slowed from 2.9% to 2.8% 

on the year although growth in mortgage advances increased from 4.3% to 4.6%. Growth in 

other loans and advances, which includes unsecured loans and makes up 43% of total credit, 

increased 0.7% on the month and 9.4% on the year up from 8.1% in April. Despite the latest 

uptick credit extension remains subdued and unlikely to show any meaningful acceleration 

until the Reserve Bank initiates its cycle of interest rate cuts.   

 

SOUTH AFRICA: THE WEEK AHEAD 

 New vehicle sales growth: Due Wednesday 5th July. Vehicle sales are expected to fall by a 

further 2.5% year-on-year in June following-on from the 2.6% decline in May. Sales have 

declined in every year since 2014 culminating in an 11.3% contraction in 2016 amid 

depressed business and consumer confidence. The National Association of Automobile 

Manufacturers of South Africa (NAAMSA) forecasts mild sales growth of 0.2% in 2017.   

 

 Conclusion of African National Congress policy conference: Due Wednesday 5th July. The 

ANC’s fifth policy conference, held every five years, provides policy direction for the party 

although formal decisions will be taken at the party’s elective conference in December. 

The ANC conference concludes on Wednesday and should provide useful insight into the 

evolving balance of power between the pro-Zuma and pro-Ramaphosa factions.  

 

GLOBAL 



 

 

 Developed market sovereign bond yields spiked higher over the past week with gains 

ranging from 10-25 basis points. The US 10-year treasury bond yield climbed from 2.15% to 

2.35%. The steep upward move in global bond yields is attributed to a bout of hawkish 

central bank statements. Both the European Central Bank (ECB) and Bank of England (BOE) 

alluded to the beginning of the end of ultra-loose monetary easing. ECB President Mario 

Draghi downplayed the impact of the recent pullback in inflation while BOE Governor Mark 

Carney suggested the time for a rates increase is nearing. Meanwhile Fed officials 

continued to make hawkish statements. Fed Vice Chairman Stanley Fischer warned against 

complacency and excessive risk taking.  

 

 While recording the worst first half performance since 1998 the oil price gained for eight 

straight days marking the longest winning streak since April. A decline in the Baker Hughes 

US rig count provided the catalyst for the oil price rally. After rising for 23 straight weeks 

the rig count fell in the week to 30th June from 758 to 756 helping to ease concerns of 

oversupply. Meanwhile the US Energy Information Administration reported that US oil 

production fell in April by 24 kb/d to 9.08 mb/d with declines in Gulf of Mexico production 

exceeding the expansion in onshore growth. 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. 

 

NORTH AMERICA 

 The Fed announced the results of its annual bank stress test, the Comprehensive Capital 

Analysis and Review (CCAR). For the first time all 34 participating banks passed the CCAR 

mirroring the successful Dodd-Frank Act stress test in the prior week. The CCAR indicates a 

strong increase in banks’ capital return plans over the next four quarters with the total 

distribution in share buybacks and dividends expected to rise by around 38% year-on-year to 

over $130 billion. The upbeat banks’ stress test, while expected, is nonetheless positive 

news for the economy and equity performance of the bank and financial sector.  

 First quarter (Q1) GDP growth was revised upwards from its second estimate of 1.2% 

quarter-on-quarter annualised to 1.4% substantially above the original 0.7% estimate. The 

upgrade is attributed to a revision in personal consumption growth from 0.6% to 1.1% up 

from just 0.3% in the first estimate. Nonetheless, GDP growth remained substantially 

weaker than the 2.1% pace recorded in Q4. The only improvement came from net exports 

which contributed 0.23 percentage points to GDP growth compared with a subtraction of 

1.82 percentage points in the prior quarter. The upgrade in Q1 GDP means the rebound in 

Q2 is likely to be less pronounced than previously expected. The IMF recently downgraded 

its US GDP forecasts for 2017 and 2018 to 2.1% from a previous 2.3% and 2.5% respectively, 

explained by the removal of fiscal stimulus assumptions from its model.  



 

 

 The trade deficit narrowed from $67.1 billion in April to $65.9 billion in May. Imports fell by 

0.4% month-on-month while exports increased by the same margin. Exports of vehicles and 

consumer goods grew by 4.8% and 6.0% respectively, both rebounding after two months of 

declines. Exports increased by 6.8% year-on-year maintaining the upward trend which has 

been in place since early 2016. The positive outlook for export growth is buoyed by a 

competitive dollar and the upturn in global growth, expected to contribute positively to 

second quarter GDP growth.  

 The Senate postponed voting on the new Healthcare Reform Bill reigniting concerns over 

the Trump administrations’ ability to implement other reforms. The longer the Senate takes 

to vote on healthcare the less time there will be to pass tax reforms prior to the mid-term 

elections in November 2018. If the healthcare reform fails, the Republican party will hope 

that this happens sooner rather than later to maximise the time available to successfully 

implement tax reform. A failure to implement the Trump administration’s two largest 

campaign promises would cost the Republican party dearly in the mid-term elections likely 

resulting in the loss of the party’s Congressional majority. According to consensus forecast 

the probability of passing tax reform has dropped to just 50%.  

 The Conference Board consumer confidence index unexpectedly increased from 117.6 in 

May to 118.9 in June well above the 116.0 consensus forecast. However, while the present 

situations index climbed from 140.6 to 146.3 the forward-looking index measuring 

expectations in six months’ time fell from 102.3 to 100.6. Personal income growth 

increased from 0.3% month-on-month in April to 0.4% in May. However, personal spending 

growth fell from 0.2% to 0.1%. The savings rate climbed sharply from 5.1% to 5.5% 

indicating a declining propensity to spend. Consumer spending remains the main engine of 

US GDP growth and will be watched closely for any shift in trend.  

 

CHINA 

 China’s official manufacturing purchasing managers’ index (PMI) surprised to the upside 

rising from 51.2 in May to 51.7 in June beating the 51.0 consensus forecast and well above 

the expansionary 50-level. Among the sub-indices new export orders increased by more 

than overall new orders indicating strong support from external demand. The two price 

components also increased together for the first time since December signaling an easing in 

the downward pressure on producer prices. The Caixin/Markit manufacturing PMI, which 

surveys a higher weighting of smaller, private companies, also increased from 49.6 to 50.4 

beating the 49.5 consensus forecast and corroborating the official reading. Although the 

manufacturing PMI attracts more attention the official services PMI was stronger, rising 

from 54.5 to 54.9. The services sector is a key barometer of consumer spending, which 



 

 

following China’s shift from investment-led towards consumer-led growth, now accounts for 

more than 50% of GDP.   

 

JAPAN 

 The Bank of Japan’s quarterly Tankan corporate survey showed a further improvement in 

business sentiment. Sentiment among large manufacturers increased from +12 in March to 

+17 in June its highest since March 2014 and well above the +14 consensus forecast. The 

diffusion index is calculated by subtracting the percentage of companies reporting 

deteriorating conditions from the percentage reporting an improvement. A positive figure 

indicates that most firms view the outlook as positive. Sentiment among large non-

manufacturers also improved from +20 to +23. Among smaller companies, manufacturing 

and non-manufacturing sentiment improved from +5 to +7 and from +4 to +7. 

Encouragingly, large companies projected an 8.0% increase in capital expenditure in the 

year ahead up from 0.6% in the March Tankan survey and above the 6.2% recorded in the 

June 2016 Tankan. 

 

 Industrial production fell in May by 3.3% month-on-month reversing April’s 4.0% increase. 

However, the Ministry of Economy, Trade and Industry (METI), which confirmed that 

industrial production “shows signs of a pickup” forecasts a production increase of 2.8% in 

June. This would be consistent with growth in industrial production in the second quarter 

(Q2) of 2.5% quarter-on-quarter marking the fifth straight quarterly increase. On a year-on-

year basis industrial production increased in May by an impressive 6.8% up from 5.7% in 

April led higher by robust mining, manufacturing, transport equipment and utilities 

production.  

 

 Consumer price inflation (CPI) increased in May by 0.4% year-on-year the eighth straight 

year-on-year increase. Core CPI, excluding food but including energy prices, also increased 

0.4% accelerating from 0.3% in April and 0.2% in March marking the fifth straight increase. 

However, the uptick in core inflation is due exclusively to higher utility prices with 

household goods costs remaining in deflation. Core-core CPI, excluding food and energy was 

flat after registering no change in April and declining 0.1% in March. The Bank of Japan 

(BOJ), which has focused on defeating the country’s deflation for several years, is still a 

long way from achieving its 2% inflation target. Although GDP is expanding, wage growth 

remains subdued. As a result, the Bank of Japan’s is likely to maintain its ultra-

accommodative monetary easing for a sustained period.  

 

EUROPE 



 

 

 Eurozone consumer price inflation (CPI) eased from 1.4% year-on-year in May to 1.3% in 

June a long way from the ECB’s target of just under 2%. While core CPI excluding food and 

energy prices picked up from 0.9% to 1.1% the increase is attributed to once-off service 

costs such as package holiday prices. The overall inflation outlook remains subdued with 

headline and core CPI expected to average around 1.7% and 1.0% in 2017 and 1.3% and 1.2% 

in 2018. Despite the weak inflation outlook ECB President Mario Draghi stated that the 

Eurozone’s deflationary pressures had been replaced by “reflationary pressures”, paving 

the way for a moderation in central bank easing. While expected to maintain its €60 billion 

a month quantitative easing (QE) programme until the end of the year the ECB is likely to 

introduce the topic of QE tapering in the next policy meeting.  

 

 The European Commission’s Eurozone economic sentiment index jumped higher from 109.2 

in May to 111.1 in June its highest since it touched 111.9 in August 2007. The business 

confidence index moved sharply higher from 0.9 to 1.15 its highest since April 2011. 

Confidence increased across all sectors including manufacturing from 2.8 to 4.5, services 

from 12.8 to 13.4, retail trade from 2.0 to 4.4 and financial services from 20.3 to 23.2. The 

surge in business confidence is attributed to expectations of higher future production, 

increased new orders, rising exports and employment growth. Financial and general 

economic conditions are expected to show continued improvement over the next 12 

months.   

 

UNITED KINGDOM 

 Bank of England (BOE) Governor Mark Carney made an about-turn on his comments the 

previous week in which he stated that “now is not the time to raise interest rates” by 

indicating that a rise in interest rates would be debated “in the months to come”. BOE 

chief economist Andy Haldane said that the central bank needed to “look seriously” at 

raising interest rates to keep a lid on inflation which is at its highest level in nearly four 

years at 2.9% and expected to move higher. He added that some policy tightening may be 

needed sooner than thought. Government bond yields spike higher in response to the BOE 

policy makers’ comments with the two-year gilt yield rising to its highest in seven months.   

 

 The GfK consumer confidence index slumped from -5 in May to -10 in June its weakest since 

registering -12 in July 2016 in the aftermath of the EU referendum. The decline is 

attributed to the inconclusive general election and the rising cost of living. Joe Staton, 

head of market dynamics at GfK reported that: “The twin pressures of higher prices and 

sluggish wage growth are squeezing household finances and adding to widespread fears of a 

Brexit-induced economic slowdown.” Among the GfK sub-indices the outlook for personal 

finances and the intent to make purchases over the next 12 months both suffered heavy 



 

 

declines. The decline in consumer confidence will likely affect consumer spending in 

coming months. Consumer spending contributes around 70% of GDP.  

 

FAR EAST AND EMERGING MARKETS 

 India’s IHS Markit manufacturing purchasing managers’ index (PMI) slipped to a four-month 

low of 50.9 in June from 51.6 in May reflecting a slowdown in total production and forward-

looking domestic new orders. Pollyanna De Lima, economist at IHS Markit reported that: 

“For the third month in a row production growth in India eased during June… in many 

cases, business indicated that growth was held back as a reflection of water scarcity and 

the impending introduction of the goods and services tax (GST).” The GST was rolled out on 

1st July to simplify the complex combination of indirect central and state levies. While 

affecting companies negatively over the short-term the simplification of the tax structure 

should boost the manufacturing outlook over the longer-term.  

 

 Ghana’s GDP grew in the first quarter (Q1) by 6.6% year-on-year up strongly from 4.1% in Q4 

and 2016 growth of 3.5%. The key mining and quarrying, manufacturing, agriculture and 

construction sectors showed a marked improvement. Mining and quarrying grew 32.8% on 

the year boosted by a surge in oil and gas production, which increased 58.9%. 

Manufacturing production increased 5.9% and agricultural output by 7.6%. The recent 

uptrend puts Ghana closer to the 8% growth rate it achieved for several years before 

slowing sharply in 2014. Moody’s credit rating agency forecasts Ghana’s GDP growth will 

accelerate to 6.1% in 2017 and 7.5% in 2018. Elisa Parisi-Capone, a Moody’s Vice President 

reported that: “Ghana’s credit strengths include the strong growth outlook for the 

country’s diversified economy compared to the regional average over the next few years, 

supported by new oil and gas field developments coming on stream.” 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 1.89 

JSE Fini 15  - 4.03 

JSE Indi 25  + 9.69 

JSE Resi 20  - 5.67 

R/$   + 4.79 

R/€   - 3.17 



 

 

R/£   - 1.62 

S&P 500  + 8.24 

Nikkei   + 2.24 

Hang Seng  + 17.11 

FTSE 100  + 2.38 

DAX   + 7.35 

CAC 40   + 5.31 

MSCI Emerging  + 17.22 

MSCI World  + 9.43 

Gold    + 7.91 

Platinum  + 2.60 

Brent oil  - 14.17 

 

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 

 The economy is in a crisis of confidence. Most of the blame lies at the door of political and 

regulatory uncertainty. Business and consumer confidence has been dealt a severe blow by 

this year’s sequence of political events starting with the cabinet reshuffle, followed by 

credit rating downgrades, and most recently a mountain of evidence pointing to state 

capture. The Zuma faction of the ANC has sought to deflect the growing evidence of state 

capture and corruption through the adoption of “radical economic transformation” policies 

including land expropriation without compensation, a profoundly negative Mining Charter 

and repeal of the Reserve Bank’s inflation targeting mandate.  

 

 Reflecting the economy’s crisis of confidence, the Bureau of Economic Research (BER) 

manufacturing survey collapsed from an already depressed 28 in the first quarter (Q1) to 

just 16 in Q2 the lowest since it hit 11 in the middle of the 2008/09 global financial crisis. 

This means that 84% of survey respondents viewed business conditions as unsatisfactory. 

Among the sub-indices, the manufacturing production index collapsed from -3 to -18, the 

domestic sales index from -14 to -27 and the export sales volumes index from +1 to -14. 

 

 The most concerning finding of the BER manufacturing survey is that 47% of respondents 

expect conditions to deteriorate even further, up from just 16% of respondents in Q1. The 

percentage of respondents who rate the political climate as a deterrent to investment 

reached its previous all-time high of 87%. 



 

 

 

 The BER manufacturing survey seems to be in contradiction with the purchasing managers’ 

index (PMI), which, except for April and June, has spent most of this year above the 

expansionary 50-level. Unfortunately, the PMI has consistently overshot the hard data, 

perhaps due to there being no weighting for firm size in the PMI so that a couple of large 

firms reporting negative conditions could easily be outweighed by a few more positive small 

companies. The BER survey has tended to be the most accurate barometer of actual 

conditions. The manufacturing sector of the economy has contracted in real terms for three 

straight quarters and in nine of the past 13.  

 

 While it is hard to be optimistic given the dismal BER manufacturing survey it is fair to say 

that we are likely close to if not already at the bottom. A cyclical recovery is probably 

imminent fuelled by the Reserve Bank’s looming interest rate cutting cycle and pent-up 

demand after years of sub-trend business investment and household consumption. 

Furthermore, a secular recovery is not out of the question in the likely event that the 

“technocratic constitutionalist” arm of the ANC manages to beat Zuma’s patronage-based 

faction in December’s elective conference. 

 

 Equity markets are forward-looking. It is always darkest before dawn and the best 

performance will come from portfolios which are invested during this time. In the words of 

Warren Buffet in the 2016 Berkshire Hathaway financial report: “Every decade or so, dark 

clouds will fill the economic skies, and they will briefly rain gold. When downpours of that 

sort occur, it’s imperative that we rush outdoors carrying washtubs, not teaspoons. And 

that we will do.” 
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