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IN THIS WEEK’S BOTTOM LINE 

 The anomaly arising from the combination of flat to falling equity prices while the 

economic outlook is showing dramatic improvement, presents an exceptional investment 

opportunity.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 Growth in private sector credit extension (PSCE) picked-up from 5.7% year-on-year in 

February to 6.0% in March, beating the consensus forecast for no change. The main driver 

was corporate credit growth which increased from 7.3% to 7.7% while household credit 

growth remained unchanged at 3.9%. Credit growth is expected to maintain its gradual 

recovery into 2018 in line with falling interest rates, strong improvement in business 

confidence and surge in consumer confidence. Credit extension is a pre-requisite for 

converting the current boom in confidence into an actual increase in economic activity. 

(See Bottom Line for further analysis).  

 

 The trade balance swung back into an unexpectedly strong surplus of R9.47 billion in March 

compared with a deficit of R0.6 billion in February. On a month-on-month basis exports 

increased by 9.2% while imports fell 2.0%. For the year-to-date the cumulative trade 

balance remains in deficit to the tune of R18.63 billion compared with a surplus of R4.22 

billion in the same period last year. The chief culprit is the more than 20% increase in 

imports of mineral products driven by higher oil prices. While favourable global conditions 

should continue to support export volumes the ongoing trade dispute between the US and 

China poses a risk. Meanwhile, improving domestic business and consumer confidence will 

boost consumer spending and fixed investment spending, underpinning import growth. As a 

result, the trade surplus is likely to narrow in 2018 compared with 2017.  

 

 Total vehicle sales growth accelerated from 1.1% year-on-year in March to 3.6% in April 

despite the slowdown in total export sales from 24.5% to 0.8%. Passenger vehicle sales 

growth recovered strongly from -7.1% to 6.4%. The contraction in commercial sales growth 

moderated from -3.3% to -1.4%. The outlook for vehicle sales growth is steadily improving, 

underpinned by lower borrowing costs, subdued vehicle price inflation, and rapidly rising 

consumer confidence. The National Association of Automobile Manufacturers of South Africa 

(NAAMSA) forecasts total domestic vehicle sales will increase in 2018 by 3% helped by the 

overall economic recovery.  

 



 

 

 The BER/ABSA manufacturing purchasing managers’ index (PMI) bucked the global 

downward trend, jumping from 46.9 in March to 50.9 in April, well above the 48.0 

consensus forecast and regaining the expansionary 50-level. Among the PMI sub-indices, the 

purchasing price index gained from 60.7 to 66.9 due to rising oil prices and higher imported 

mineral prices. The suppliers’ performance index fell from 53.4 to 47.8 amid concerns over 

supplier reliability. However, the other sub-indices showed improvement. The business 

activity index increased from 46.0 to 49.1 albeit still below 50. The forward-looking new 

sales orders index surged higher from 44.5 to 56.5, indicating rising demand in the months 

ahead. In addition, the PMI leading indicator, which is the ratio of orders over inventories, 

remained above 1 rising from 1.1 to 1.2 signalling that demand continues to outstrip supply. 

While the expectations of business conditions index softened from 73.7 to 69.6 it remains 

elevated by historical standards. The PMI data bodes well for the manufacturing sector in 

the second quarter and into the second half of the year.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 South African Chamber of Commerce and Industry business confidence index: Due 

Wednesday 9th May. The South African Chamber of Commerce and Industry business 

confidence index is expected to maintain its positive momentum in April after slipping 

slightly in March from 98.9 to 97.6. Greater political and policy certainty should keep the 

business confidence on an upward trajectory. 

 

 Mining production: Due Thursday 10th May. Following unexpectedly strong year-on-year 

growth of 3.07% in February mining production is expected to have shrunk by -2.60% in 

March according to consensus forecast. The decline is attributed to the base effect of high 

year-ago comparative data. However, the outlook is improving helped by the combination 

of buoyant international commodity prices and the imminent resolution of uncertainties 

surrounding the Mining Charter.  

 

 Manufacturing production: Due Thursday 10th May. The Absa manufacturing purchasing 

managers’ index (PMI), which fell back into sub-50 contractionary territory in March, 

indicates manufacturing growth remained muted during the month. According to consensus 

forecast manufacturing production increased in March by 1.0% year-on-year up only slightly 

from 0.6% in February. However, as the year progresses manufacturing activity is likely to 

lift in line with strengthening domestic demand.  

 

GLOBAL 

 The JP Morgan global composite purchasing managers’ index (PMI), comprising both 

manufacturing and services sectors, although not matching the highs at the start of the 

nonetheless gained from 53.3 in March to 53.8 in April. The PMI has been above the 

expansionary 50-level for 67 consecutive months. Output picked-up in both manufacturing 



 

 

and services sectors while the breadth of the expansion extended across all six-sub-

industries including consumer, intermediate and investment goods and at providers of 

business, consumer and financial services. By region, the US firmed while the Eurozone 

cooled from its recent multi-year highs. The forward-looking new business sub-index 

strengthened, boding well for a continuation of synchronised global expansion in the 

months ahead.  

 

 The Brent crude oil price has gained 10% over the past month to just under $76 per barrel 

its highest level since 2014. The oil price is being driven higher over the short-term by the 

potential re-imposition of sanctions on Iran. President Trump will decide by 12th May if he 

will follow through with his threat to withdraw from the nuclear deal which eased sanctions 

in return for Iranian concessions on its nuclear programme. However, the market may be 

over-estimating the impact of potential sanctions on the oil price. Previous international 

sanctions cut Iran’s oil exports by 1 million barrels per day while in the current scenario the 

US would likely go it alone which would impact Iran’s exports by a lower figure of 250,000-

350,000 barrels per day. Meanwhile, there are rumblings of disagreement between OPEC 

members, which may fragment the cartel’s commitment to production cuts. Iran’s deputy 

oil minister said he would be happy with an oil price of $60-65 per barrel below the Saudi 

Arabian target of $80.  

 

 Trade talks in Beijing between the US and China suggest an escalation in trade hostilities 

with both sides adopted a hard-line approach. The US had previously demanded China cut 

the bilateral trade deficit by $100 billion over the next year. The demand has increased to 

$200 billion by 2020, cutting the US annual trade deficit with China by two-thirds. The US 

also demanded China refrain from retaliation against any US trade actions and immediately 

stop providing subsides for advanced technologies as outlined in its “Made in China 2025” 

programme. China’s official Xinhua News Agency noted “significant disagreements over 

certain issues.” While the Trump administration is well known for making tough demands 

only to capitulate as negotiations progress, the latest official trade talks in Beijing suggest 

a formalisation of hostilities rather than a basis of negotiated settlement.  

 

NORTH AMERICA 

 After sitting at 4.1% for six consecutive months the unemployment rate fell to 3.9% in April 

the lowest level since December 2000. The fall in the unemployment rate is attributed to a 

decline in the labour participation rate from 62.9% to 62.8% as 236,000 people left the 

labour force over the month. The labour participation rate fell for a second straight month. 

Meanwhile, the pace of hiring appears to be slowing. Nonfarm payrolls increased by 164,000 

during the month up from 135,000 in March but below the year-to-date average of 200,000. 

The broader measure of unemployment, which includes part-time workers who would 

prefer full-time jobs and workers too discouraged to look for work, fell from 8% to 7.8% but 

still well above the previous low of 6.9% in December 2000. Average hourly wages increased 

in April by 2.6% year-on-year, in line with recent readings and well below the pre-2008/09 



 

 

global financial crisis rates of 3% plus. For the time being, the jobs report suggests the US 

economy remains in a sweet spot characterised by steady jobs growth and an absence of 

wage pressure.  

 

 The personal consumption expenditure (PCE) price index, the Fed’s preferred inflation 

gauge, accelerated in March to 2.0% year-on-year up from 1.7% in February and its highest 

level since February 2017. Core PCE, excluding volatile food and energy components, also 

increased from 1.6% to 1.9% up strongly from a recent low of 1.4% in September. While the 

recent strengthening in the dollar is disinflationary, the combined impact of trade tariffs, 

falling unemployment and tax stimulus may lift the PCE inflation measure above the Fed’s 

target of 2%. The inflation trajectory will have significant implications for the Fed’s 

monetary policy and risk appetite in US and global financial markets. Goldman Sachs 

estimates a 15% probability that core PCE will rise above 2.5% over the next year and a 30% 

probability over the next two years.  

 

 As expected the Fed kept its interest rate unchanged following the recent pattern of only 

hiking interest rates every other meeting. The Fed signalled it is on track to hike the rate 

by a total of three times this year indicating some leniency on any overshoot of its 2% 

inflation target. According to the accompanying policy statement: “Inflation on a 12-month 

basis is expected to run near the Committee’s symmetric 2 per cent objective over the 

medium-term.” Some policy committee members favoured four rather than three rate hikes 

this year but these were in the minority. Fed fund futures attribute a probability of just 

under 50% to a total of four rate hikes in 2018.  

 

 Nonfarm labour productivity, which measures the output of goods and services per hour 

worked, increased in the first quarter (Q1) by 0.7% quarter-on-quarter annualised up from 

an upwardly revised 0.3% in Q4. While productivity improved by just 1.3% year-on-year, a 

lame performance compared with the 2% average since 1945, there are signs that 

productivity is gradually rising amid a pick-up in investment spending. Improved 

productivity will enable wage growth to accelerate without being inflationary. Wages 

should be able to grow at 2%, the Fed’s inflation target, plus the rate of productivity 

growth without stirring wage cost inflation. With productivity growth currently at 1.3% this 

indicates wages could comfortably increase at a non-inflationary annual rate of 3.3%.  

 

 Personal consumption expenditure recovered in March with a month-on-month increase of 

0.4% marking a recovery from the flat reading in February and lacklustre 0.2% gain in 

January. Durable goods spending was especially strong, rising by 0.8% on the month. The 

outlook for consumer spending is buoyed by solid employment growth and income growth. 

Personal income increased in March by 0.3% on the month boosted by a 0.2% gain in wages 

and salaries and a 0.9% increase in dividend income. The combination of rising income 

growth and a falling savings ratio should propel consumer spending higher over the course 



 

 

of the year. The savings rate fell to 3.1% in March from 3.3% in February. Solid consumer 

spending, which accounts for around two-thirds of US GDP, bodes well for an acceleration 

in the pace of US economic growth.  

 

CHINA 

 Both Caixin manufacturing and service purchasing managers’ indices (PMIs) increased in 

April indicating a stabilisation in China’s economic outlook. The Caixin indices focus on 

smaller and private sector companies as opposed to large state-owned enterprises. The 

manufacturing PMI increased from 50.9 to 51.1 while the services PMI showed a stronger 

gain from 52.3 to 52.9. The service sector already comprises over half China’s economy and 

its share is rising as the government continues to redirect growth away from investments 

and exports towards consumer and domestic expenditure. At a composite level, combining 

both manufacturing and service sectors, the PMI gained from 51.8 to 52.3. The overall PMI 

data is consistent with a slight slowdown in GDP growth from the heady level of 6.9% 

achieved in 2017 to a nonetheless elevated of around 6.5%.  

 

JAPAN 

 Japan’s IHS Markit services purchasing managers’ index (PMI) rebounded in April from 50.9 

to 52.5 its highest in six months and above the expansionary 50-level for the 19th 

consecutive month. Joe Hayes, economist at IHS Markit, said: “Following successive months 

of softening output growth throughout February and March, Japan’s service sector started 

the second quarter by gathering some momentum.” The PMI readings are encouraging both 

in terms of improved outlook for GDP growth and in terms of rising inflationary pressure 

with the survey noting an increase in wage costs. The Bank of Japan is determined to lift 

the economy sustainably from deflation. The composite PMI, measuring both the 

manufacturing and services sector, increased sharply from 51.3 to 53.1.  

 

 According to the minutes from the Bank of Japan’s (BOJ) latest policy meeting many 

committee members said there was still a long way to go before the central bank’s inflation 

target of 2% was achieved, necessitating a continuation of current highly accommodative 

monetary policy. However, some committee members acknowledged the risks of ultra- 

accommodative monetary easing noting that: “It was important to continue to conduct a 

multifaceted monitoring and assessment of the positive impact and side effects of the 

current monetary easing, including its effects on the functioning of financial intermediation 

and the financial system.” One of the BOJ’s 9 policy members stated that for the economy 

to overcome deflation it would be necessary for fiscal policy to supplement monetary 

policy.  

 



 

 

EUROPE 

 Eurozone GDP grew in the first quarter (Q1) by 0.4% quarter-on-quarter down sharply from 

0.7% in Q4. The annualised rate of growth slowed from 2.7% to 1.7% marking the slowest 

rate of growth since mid-2016. However, the slowdown is attributed to temporary factors 

including poor weather conditions in March and strike activity in Germany and France, 

where most of the slowdown was concentrated. Economists are forecasting a recovery in 

GDP growth over the remainder of 2018, closer to last year’s robust 2.4% pace.  

 

 The European Union unveiled an upbeat assessment of the Eurozone economy in its latest 

outlook statement, describing the slowdown in the first quarter as temporary. The 

Eurozone economy is forecast to grow by 2.3% in 2018 only slightly below the 2.4% growth 

achieved in 2017, while in 2019 growth of 2% is being projected. Pierre Moscovici, 

Commissioner for Economic and Financial Affairs, Taxation and Customs, said: “Europe 

continues to enjoy robust growth, which has helped drive unemployment to a ten-year low. 

Investment is rising and public finances are improving, with the (budget) deficit in the euro 

area set to drop to just 0.7% of GDP this year.” However, Moscovici cautioned that US fiscal 

stimulus could result in the Fed speeding-up the pace of interest rate hikes and warned 

against the risk of trade protectionism: “The biggest risk to this rosy outlook is 

protectionism, which must not become the new normal.”  

 

 Eurozone consumer price inflation (CPI) fell in April from 1.3% year-on-year to 1.2%. While 

food, alcohol and energy prices increased, services inflation eased. As a result, core CPI, 

which excludes food and energy components, eased even more sharply from 1.0% to 0.7%. 

While the ECB has recently been more upbeat about Eurozone economic growth this has yet 

to materialise into rising inflation, which remains far below the central bank’s target of 

below but close to 2%. The latest inflation data will likely cool expectations for an early 

normalisation in ECB monetary policy.  

 

UNITED KINGDOM 

 On a year-on-year basis the Halifax UK house price index increased by 2.2% in the quarter 

ending April. However, the market appears to be cooling with house prices edging lower by 

0.1% on a quarter-on-quarter basis and falling in April by 3.1% month-on-month. Russell 

Galley, managing Director at Halifax Community Bank, said: “Housing demand has softened 

in the early months of 2018, with both mortgage approvals and completed home sales 

edging down.” Despite the recent slowdown, Halifax maintained its forecast for house price 

growth of 0-3% in 2018, buoyed by an improvement in household finances stemming from a 

strong labour market and rising wage growth.  

 



 

 

FAR EAST AND EMERGING MARKETS 

 Global emerging market bond funds suffered net outflows of almost $1 billion in the two 

weeks ending 2nd May, marking the first consecutive two-week spell of outflows since 2016. 

The increase in outflows is attributed to a combination of rising US Treasury bond yields 

and the strengthening US dollar. Rising Treasury yields reduce the comparative attraction 

of emerging market yields. A decline in so-called “yield carry” diminishes appetite for 

emerging market bonds. At the same time, a strengthening dollar raises emerging market 

companies’ cost of servicing US denominated debt raising concerns of debt default. The 

dollar has strengthened versus the basket of emerging market currencies by over 4% since 

the start of April.  

 

 S&P Global Ratings unexpectedly downgraded Turkey’s foreign currency sovereign credit 

rating further into “junk” territory, to BB-/B two notches below investment grade. S&P 

Global Ratings cited concerns over a weakening lira, rising inflation, a deteriorating current 

account deficit and fiscal deficit. The rating agency said: “Our downgrade reflects our view 

that there is a risk of a hard landing for Turkey’s overheating, credit-fuelled economy.” 

Consumer price inflation accelerated in April from 10.2% year-on-year to 10.8% 

substantially above the central bank’s inflation target of 5%. Moreover, the country’s state 

of emergency is expected to continue until at least the local elections in March 2019, 

imposing continued political uncertainty on the economy.  

 

 Taiwan’s IHS Markit manufacturing purchasing managers’ index (PMI), closely watched as a 

barometer for international trade, fell in April from 55.3 to 54.8 its lowest in six months. 

Although still at elevated historic levels, comfortably above the key 50-level which 

demarcates expansion from contraction, the decline indicates a loss in manufacturing 

momentum at the start of the second quarter. Annabel Fiddes, Principal Economist at IHS 

Markit, said: “Perhaps most discouraging was a marked slowdown in new export sales, 

which grew at the slowest pace for over a year-and-a-half.” Fiddes described “softer 

demand conditions, particularly in international markets.” Taiwan’s PMI data may be the 

proverbial “canary in the coal mine” warning of a slowdown in global trade, at risk from 

rising trade tariffs and the growing threat of a trade war between the US and China.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share - 2.73 

JSE Fini 15  - 1.74 

JSE Indi 25  - 4.97 

JSE Resi 20  + 5.71 



 

 

R/$   - 1.34 

R/€   - 0.63 

R/£   - 1.55 

S&P 500  - 0.04 

Nikkei  - 1.31 

Hang Seng  + 0.25 

FTSE 100  - 1.57 

DAX   + 0.24 

CAC 40  + 4.12 

MSCI Emerging - 1.63 

MSCI World  - 0.31 

Gold   + 1.24 

Platinum  - 1.71 

Brent oil  + 13.59 

 

TECHNICAL ANALYSIS 

 Having broken the key resistance levels at R/$12.50, 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 $70 and likely to remain in a trading 

range of $65-75 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 

signals the early stages of a new bull market. 

 

BOTTOM LINE 

 Confidence in South Africa is booming. Consumer confidence has never been so high. 

Business confidence has seldom risen at such a rapid pace. The Reserve Bank leading 

economic indicator, which projects expected economic conditions 6-9 months’ ahead, is at 

multi-year highs.  

 

 The FNB/BER Consumer Confidence Index (CCI), surged in the first quarter (Q1) from -7 to 

an all-time high of +26, exceeding its previous record of +23 reached in Q1 2007. The 

dramatic improvement signals a considerable recovery in consumers’ willingness to spend. 

Put in context, this is the first reading since Q2 2014 that has been above “0”. It is also the 

highest reading since the data series began 36 years ago.  

 

 The RMB/BER Business Confidence Index (BCI) surged in Q1 by 11 points from 34 to 45. 

Although still below the key 50-level, which separates expansion from contraction, the BCI 

has seldom risen so rapidly. Since 1975, when the data series began, the BCI has risen by 11 

points on only 15 occasions. The BCI implies a much-improved economic growth 

performance in 2018.  

 



 

 

 Will the boom in consumer and business confidence translate into actual economic activity? 

It will, according to the Reserve Bank composite leading business cycle indicator, which 

provides a reliable barometer for expected business conditions 6-9 months’ ahead.  

 

 The latest Reserve Bank composite leading business cycle indicator is signalling a dramatic 

pick-up in economic activity in the second half of the year. The indicator has capped its 

third consecutive monthly increase, rising to 108.3 its highest level since June 2011 also 

108.3, and close to the all-time high of 108.9 recorded in February and March 2011. 

 

 Confidence is a pre-requisite for increased spending. If confidence levels can be maintained 

at their current elevated levels, actual spending and investment is bound to follow.  

 

 How will the surge in consumer and business confidence and the anticipated dramatic 

improvement in economic activity affect performance of the JSE? The brightening economic 

outlook is unequivocally good news for the JSE, especially for domestically focused shares. 

Yet the euphoria which swept through the South African equity market in December in 

celebration of the change in government leadership has largely evaporated since the start 

of the year. The JSE All Share Index has declined 3% year-to-date.  

 

 The anomaly arising from the combination of flat to falling equity prices while the 

economic outlook is showing dramatic improvement, presents an exceptional investment 

opportunity.  
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