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ECONOMIC COMMENTARY - By Francois Stofberg 

Monthly Economic Wrap-up 

Think Efficient. Realise potential 

We end the month with some good local news, thanks to the South African Reserve Bank (SARB) who decided to decrease interest 
rates again, with 0.25%. Their hard work over the past three years have helped tremendously to bring about price stability in South 
Africa. Not only that, but inflation (the rate at which each one of your rands loses value over time) has decreased from 6.4% in 2016 
to 5.3% in 2017. Expectations are for prices to continue falling and could be as low as 5.0% in 2018. The result of more stable and 
lower inflation is positive real interest rates (currently around 2.5%), which is good for savers and, ultimately, South Africa's long
term growth. Another benefit is that the SARB can now reduce interest rates to aid consumer pockets. By our estimates, each 0.25% 
drop in interest rates places at least R5 billion back in the pockets of consumers. 

Decreasing interest rates was the correct decision, this round. Unlike in the past, when sentiment was low, South Africans are now 
enjoying the start of a potential economic upturn. In this phase of the economic cycle, consumers (who now feel better about their 
financial prospects) tend to spend more. This, in turn, will be another good short-term boost to our economy. However, we doubt 
there will be another interest rate decrease this year, seeing as many other countries are currently in hiking cycles. Running coun
tertrend for too long creates a wedge that can lead to capital outflows (and a depressed currency), as investors seek higher yields 
elsewhere. 

A major theme of the past month was positive sentiment, which has been building since the ANC's internal elections in December. 
First was the cabinet reshuffle, which was welcomed by markets. Reinstating Nhlanhla Nene as finance minister, hints towards a 
change in business plan by the ANC. It was during Nene's reign that government spending started to slow down, which is exactly 
what is needed again. This pro-market appointment distances itself from "Zuma-nomics" and "Zuma-policies", which is also exactly 
what is needed. There were two other smart appointments that will also aid the ANC in their attempt at more effectively governing 
the state and state-owned enterprises (SOEs): Pravin Gordhan as the head of public enterprises, and Gwede Mantashe as mineral re
source minister. Both these anti-corruption and anti-state-capture loyalists are a welcome relief to sectors in dire need of attention. 

Second, was the GDP-figures, which surprised us all when they came in a lot stronger than expected. In the 4th quarter of 2017, our 
economy grew by 3.1% quarter over quarter (Q/Q), much higher than the anticipated 1.8%. This lead to a higher than expected annu
al growth rate of 1.3%. This short-term sentiment boost was, however, subdued by the persistently low growth in gross fixed capital 
formation (investment). To ensure sustainable long-term growth, which we desperately need to address poverty and high unemploy
ment, a much higher investment rate will be needed. 

Another contributor to positive sentiment was Moody's decision not to downgrade South Africa's local currency denominated debt. 
Not being downgraded saved us from being expelled from another major global index and the capital outflows which would have 
followed. Moody's (like ourselves) believe that the recent political changes, as well as the rate at which these changes have been 
implemented, might just be what is needed to address the tough structural changes that must be implemented. 

In global news, the big story was the possible trade war between the United States (US) and the rest of the world (specifically China). 
The steel and aluminium tariff that has been implemented by the US speaks to their strategy of removing themselves from global 
agreements - to "make America great again". Another example is the relock into NAFTA (North American Free Trade Agreement), a 
long-standing trade agreement between the US, Mexico and Canada. Even Trump's idea of building a wall speaks of how he wants the 
US to focus internally and do what is best for them. Their aim, ultimately, is to change long-standing agreements to favour average 
Americans. However, unorthodox external strategies like these have yet to bear fruit, like the decrease in capital gains taxes. To date, 
these strategies have only aided the Chinese in pushing for greater economic control and political influence in global markets; a very 
worrying idea. 
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