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SOUTH AFRICA ECONOMIC REVIEW 

 New vehicle sales unexpectedly increased in January by 3.7% year-on-year, rising for the 

first time since November 2015. Sales growth was recorded in both passenger and 

commercial vehicles. The recovery occurred despite exports declining by 10.3% on the year 

following three months of expansion, attributed to extensive factory refurbishment at BMW 

plants. The outlook for vehicle sales is gradually improving, helped by the low comparative 

base in 2016, the boost to consumer confidence from lower inflation and prospective 

interest rates, and the benefit of rising commodity prices and agricultural output on 

commercial demand. The National Association of Automobile Manufacturers (NAAMSA) 

forecasts average vehicle sales will improve in 2017 by 3.5%.  

 

 The trade balance moved from a -R1.7 billion deficit in November to a larger than expected 

R12 billion surplus in December, the largest trade surplus in six months. While exports fell 

by 6.1% month-on-month imports declined by 19.6% as inventory restocking ebbed during 

the festive season. Exports of mineral products and base metals were a standout feature, 

rising by 56.8% and 8.0% on the year, respectively. For 2016 as a whole imports increased 

0.6% on the year due to weak domestic demand while exports fared better with a gain of 

5.6%, reducing the total trade deficit to -R2.9 billion from -R52.2 billion in 2015. The 

shrinking trade deficit should help to reduce the current account deficit in the fourth 

quarter.  

 

 Growth in private sector credit extension (PSCE) surprised to the upside, rising from 4.6% 

year-on-year in November to 5.1% in December. Household credit demand increased by just 

0.2% on the month leaving the annual growth rate unchanged at a depressed 0.7%. 

However, corporate credit demand grew 1.1% on the month lifting annual growth from 8.5% 

to 10.8%. While PSCE remains weak compared to 2015 when it grew by over 10%, the recent 

lift in corporate credit extension signals green shoots. Credit growth should recover 

gradually in 2017 helped by the low comparative base in 2016, prospects for lower interest 

rates, and rising business and consumer confidence.  

 

SOUTH AFRICA: THE WEEK AHEAD 



 

 

 SACCI Business Confidence Index: Due Tuesday 7th February. According to consensus 

forecast the South African Chamber of Commerce (SACCI) business confidence index is 

expected to remain unchanged in January from December’s level of 93.8.  

 

 Mining production: Due Thursday 9th February. According to consensus forecast mining 

production is expected to contract in December by 3.8% year-on-year a slight improvement 

on the 4.2% decline in November. The December mining output figure will cap a dismal year 

beset by rising domestic cost pressures, infrastructure constraints and regulatory 

uncertainty. 2017 should show considerable improvement in mining output with the World 

Bank forecasting an 11% increase in metals prices during the year.  

 

 Manufacturing production: Due Thursday 9th February. According to consensus forecast 

manufacturing production is expected to decline in December by 0.4% year-on-year 

following the larger than expected 1.9% growth in November. The gloomy manufacturing 

forecast is based on the manufacturing purchasing managers’ index (PMI), which slipped 

during the same month from 48.3 to 46.7.  

 

 President Jacob Zuma’s State of the Nation Address: Due Thursday 9th February. Despite 

persistent rumours that President Zuma is planning a sweeping cabinet reshuffle after the 

State of the Nation Address, it is unlikely that Finance Minister Pravin Gordhan will be 

moved from his post. Besides the limited time before the State Budget speech on 22nd 

February President Zuma has lost the authority to survive the backlash from a move against 

Gordhan.  

 

GLOBAL 

 The Markit global manufacturing purchasing managers’ index (PMI) was unchanged in 

January at 52.7 remaining at its highest level since early 2014 and above its long-term 

average of 51.4. The strengthening PMI is backed by a broad-based improvement across all 

developed economies. PMIs increased in the US, Eurozone, UK and Japan. Only South Korea, 

Brazil, Turkey and Greece recorded contractions. The global manufacturing PMI has risen 

steadily throughout 2016 and at current levels is consistent with an acceleration in global 

GDP growth to close to 4% in early 2017. However, inflationary pressures are also rising 

with both input and output pricing indices for developed economies rising to a five-year 

high, consistent with OECD inflation exceeding 2% in the months ahead.  

 

NORTH AMERICA 



 

 

 Non-farm payrolls increased in January by a stronger than expected 227,000 the highest 

reading in four months and well ahead of the 175,000 consensus forecast. The three-month 

moving average increased to 182,000. However, the unemployment rate increased from 

4.7% to 4.8% due to an increase in the labour force. Wage growth was also disappointing: 

Average hourly earnings grew by just 0.1% month-on-month reducing year-on-year growth 

from 2.8% to 2.5%. The mixed employment data should persuade the Federal Reserve to 

postpone any hike in interest rates until June given the lack of certainty over the timing 

and size of President Trump’s fiscal stimulus policy.  

 As widely expected, the Federal Reserve (Fed) kept its benchmark fed funds rate 

unchanged at 0.5-0.75%. The policy statement was similar to the one given in December 

although slightly more “dovish”, indicating a wait-and-see approach until there is greater 

clarity on the timing and scale of President Trump’s prosed fiscal stimulus. Trump is 

expected to unveil his plans for tax cuts and infrastructure spending in late February but it 

won’t be until June that these plans are potentially passed by Congress. Given that 

inflation is still below the Fed’s 2% long-term objective, the continuation of the interest 

rate hiking cycle will likely be pushed back to the second half of the year.  

 Although the Institute for Supply Management (ISM) non-manufacturing index slipped 

slightly from 56.6 in December to 56.5 in January this is nonetheless a commendable figure 

given November’s index was at its highest level in 15 months. Among the sub-indices, the 

business activity index ebbed from 60.9 to 60.3 and the new orders index from 60.7 to 

58.6, although the employment index gained from 52.7 to 54.7. Overall, the ISM data is 

solid, consistent with annualised GDP growth of 2.5-3.0%, up from 1.9% in the fourth 

quarter last year.   

 The Institute for Supply Management (ISM) manufacturing index gained from an already 

strong reading of 54.5 in December to 56.0 in January beating the 55.1 consensus forecast. 

Most sub-indices confirmed the positive trend, with the production index rising from 59.4 to 

61.4 and employment index increasing from 52.8 to 56.1. The forward-looking new orders 

index budged higher from an elevated 60.3 to 60.4 signaling continued buoyancy in 

manufacturing activity in the months ahead.  

 Productivity growth, measured as the rate of change in non-farm business output per hour, 

slowed from 3.5% annualised in the third quarter (Q3) to 1.3% in Q4. For 2016 as a whole 

productivity growth increased by just 0.2%, below 1% for a sixth straight year. The lack of 

productivity growth has been conspicuously absent from the economic recovery post 

2008/09 due largely to a lack of business investment. However, business investment is 

gradually picking-up amid rising capacity utilization and declining unemployment, which in 

turn should boost productivity growth. Productivity is essential to lifting the potential 

growth rate of the economy.  



 

 

 The S&P/Case-Shiller 20-city home price index increased in November by 0.9% month-on-

month beating the 0.7% consensus forecast. Year-on-year growth accelerated from 5.1% to 

5.3%. All 20 cities covered in the report registered home price increases for a third straight 

month, signaling strong momentum. A similar growth rate is expected during 2017 amid the 

limited supply of homes available for sale and rising employment. Mortgage rates are still 

at historically low levels despite the increase in the 30-year fixed rate mortgage from 3.7% 

to 4.3% over the past two months. 

 

CHINA 

 The People’s Bank of China (PBOC) surprised markets by raising a range of short-term 

interest rates. However, the PBOC kept its benchmark policy lending rate unchanged at 

4.35% where it has remained since it was last cut in October 2015. The short-term rate 

hikes are aimed at curbing the high level of leverage in the economy and the pace of 

capital outflows, while keeping the pace of economic expansion intact. PBOC assistant 

governor Zhang Xiaohui said monetary policy will be kept prudent and stable while avoiding 

a rapid slowdown in economic growth.  

 

 The Caixin manufacturing purchasing managers’ index (PMI) slipped from 51.9 in December 

to 51.0 in January although remained above the key 50-level which separates expansion 

from contraction for a seventh straight month. The data release confirms the trend in the 

official PMI published earlier in the week, which declined from 51.4 to 51.3. The official 

PMI tends to reflect conditions among larger state-owned companies while the Caixin PMI 

more closely tracks smaller private companies and tends to fall more quickly in a 

downtrend. Economists cautioned into reading too much into one month’s decline as the 

Caixin data tends to be more volatile and may reflect a seasonal decline due to the impact 

of the Lunar New year holiday, which started this year on 27th January.  

 

 The Caixin services sector purchasing managers’ index (PMI) fell slightly from 53.4 in 

December to 53.1 in January although well above the key 50-level signaling expansion. 

Among the sub-indices, the forward-looking business expectations index was unchanged at 

60.8 remaining at its highest level in 18 months. Although the headline services PMI 

declined in January the outlook remains solid and should continue to benefit from the 

government’s efforts to rebalance the economy towards services and consumer spending. 

The composite Caixin PMI, measuring both services and manufacturing sectors, declined 

from 53.5 to 52.2 although December’s reading was close to a four-year high.  

 

JAPAN 



 

 

 The Bank of Japan (BOJ) kept its monetary policy unchanged with the benchmark interest 

rate at -0.1% and purchases of government bonds at a rate of ¥80 trillion per annum. The 

BOJ kept its forecast for core inflation in 2017 at 1.5% but lifted its GDP growth forecast for 

the year from 1.3% to 1.5%. However, the central bank cautioned that despite its brighter 

growth outlook, it was concerned at potential trade protectionist measures from the US. 

The BOJ cited the US economy as the biggest foreign risk facing Japan’s economy, 

displacing China and emerging markets.  

 

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

December to 52.7 in January, its highest reading since March 2014. The PMI exceeded the 

50-level denoting expansion for a fifth straight month. According to Amy Brownhill, an 

economist at Markit: “The latest survey data signaled a further improvement in operating 

conditions at Japanese manufacturers. Output and new orders rose at solid rates, with the 

latter increasing at the quickest pace in over one year. Firms were also optimistic toward 

the outlook over the next 12 months, with business sentiment accelerating to a 31-month 

high.” 

 

 The Cabinet Office consumer confidence index increased in January by 0.1 points to 43.2 

building on December’s robust 2.2-point increase. The consumer confidence index is at its 

highest since September 2013 when the index jumped on news of Tokyo hosting the 2020 

summer Olympics. The government raised its assessment of consumer confidence for the 

first time in four months to “Consumer confidence is showing signs of a pickup.” The 

consumer survey showed that inflation expectations are rising adding to the likelihood that 

Japan is coming closer to ending its decade-long deflationary spiral. The percentage of 

survey respondents who projected an increase in prices grew from 74.2% to 74.9%.  

 

EUROPE 

 Eurozone GDP grew in the fourth quarter (Q4) last year by 0.5% quarter-on-quarter a slight 

acceleration from the upwardly revised 0.4% in Q3. For 2016 as a whole Eurozone GDP grew 

1.7% stronger than US growth (1.6%) for the first time since 2008. Q4 growth was powered 

by domestic demand with the small contribution from net trade offset by a reduction in 

inventories. Upbeat purchasing managers’ indices (PMIs) indicate the latest pace of GDP 

growth is likely to be maintained in Q1 and Q2.  

 

 Eurozone consumer price inflation (CPI) accelerated sharply from 1.1% year-on-year in 

December to 1.8% in January, its highest since February 2013, attributed to rising food and 

energy costs. However, core CPI excluding food and energy remained unchanged at 0.9% 

still far off the ECB’s target of just below 2%. The ECB is unlikely to be deterred from its 

quantitative easing programme despite recent spikes in headline inflation and continued 



 

 

declines in unemployment. Eurozone unemployment fell from 9.7% in November to 9.6% in 

December, its lowest since May 2009 and a considerable improvement on the 10.5% rate in 

December 2015.  

 

UNITED KINGDOM 

 Despite rising inflationary pressure and robust GDP growth, the Bank of England (BOE) voted 

unanimously to keep the benchmark Bank Rate steady at 0.25% and its government bond 

purchase programme unchanged at £435 billion. The BOE raised its forecast for GDP growth 

in 2017 sharply higher to 2.0% from 1.4% in November, attributed to increased government 

spending, stronger world growth and resilient consumer spending. Although the economy 

has remained buoyant despite Brexit, Carney cautioned that: “The Brexit journey is really 

just beginning. While the direction of travel is clear, there will be twists and turns along 

the way.” The BOE surprised markets by lowering its assessment of the medium-term 

equilibrium unemployment rate from 5.0% to 4.5%, which implies there is more labour 

market slack than previously anticipated and a more subdued inflationary threat.   

 

 The GfK consumer confidence index unexpectedly increased from -7 in December to -5 in 

January well above the -8 consensus forecast and slightly above its long-term average. The 

improvement is attributed to an uptick in consumers’ view of their personal finances and 

their view of the general economic outlook. However, rising inflation and weaker income 

growth are likely to sap household disposable income in the months ahead, which could 

undermine consumer confidence. The data was also released prior to Prime Minister 

Theresa May’s speech on exiting the EU customs union and President Trump’s controversial 

travel bans, which may dent February’s consumer confidence readings. 

 

FAR EAST AND EMERGING MARKETS 

 India’s manufacturing purchasing managers’ index (PMI) moved back into expansionary 

territory in January rising above the key 50-level to 50.4 from 49.6 in December. The main 

contributors to the PMI increase were manufacturing output and the forward-looking new 

orders index. The upbeat data suggest the removal of high denomination bank notes from 

circulation is not having a lasting impact. According to Pollyana De Lima, economist at 

Markit: “Improving confidence among firms bodes well for the outlook, with the expansion 

in manufacturing output likely to pick-up pace in coming months.” Meanwhile, the services 

PMI gained from a 30-month low of 46.8 in December to 48.7 in January, which although 

still contractionary indicates a steady recovery. 

 



 

 

 India’s state budget met its target of 3.5% of GDP despite disruption to economic growth 

during the fourth quarter (Q4) from the banning of high denomination bank notes. Finance 

Minister Arun Jaitley acknowledged the disruption but added that the currency ban was “a 

bold and decisive move” which in the longer-term would lead to greater GDP, more tax 

revenues and a cleaner economy. The Finance Minister set India’s budget deficit target at 

3.2% of GDP in the next financial year emphasizing the government’s commitment to long-

term fiscal discipline.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 2.96 

JSE Fini 15  - 2.92 

JSE Indi 25  + 4.03 

JSE Resi 20  + 6.94 

R/$   + 3.06 

R/€   + 1.23 

R/£   + 0.87 

S&P 500  + 2.40 

Nikkei   - 3.15 

Hang Seng  + 6.13 

FTSE 100  + 0.41 

DAX   + 0.25 

CAC 40   - 1.73 

MSCI Emerging  + 7.04 

MSCI World  + 2.68 

Gold    + 7.36 

Platinum  + 12.29 



 

 

 

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 

 The Absa manufacturing purchasing managers’ index (PMI), prepared by the Bureau for 

Economic Research, jumped from 46.3 in December to 50.9 in January well above the 47.5 

consensus forecast and above the expansionary 50-level for the first time since July 2016.  

 

 The stand-out among the PMI sub-indices was the forward-looking “expected business 

conditions” index, which surged from 53.2 to 70.3, its highest since 2010. The increase in 

optimism stems from increased domestic and export demand. Domestic demand is 

recovering in line with the fading of drought effects and the recovery in commodity prices, 

while export demand is rising in line with improving global growth.  

 

 The positive PMI surprise comes a week after equally encouraging data from the South 

African Reserve Bank (SARB). The SARB composite leading business cycle indicator 

increased from 94.9 in October to 95.6 in November gaining for a fourth straight month and 

rising on a year-on-year basis by 2.6% to its highest level since March 2015.  

 

 Both PMI and SARB leading indicator indices are forward looking, which bodes well for the 

expected upturn in South Africa’s economy in 2017. The economic outlook is expected to 

improve and with it the earnings power of companies making up the JSE. The economy is 

bottoming out and the equity market, being forward looking, will increasingly discount 

better times ahead.  

 

 Although sentiment towards the share market remains negative seasoned investors will be 

increasing their exposure, taking comfort from the upturn in key forward-looking economic 

indicators. According to investment guru Warren Buffett: “Most people get interested in 

stocks when everyone else is. The time to get interested is when no-one else is. You can’t 

buy what is popular and do well.” 
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