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EXECUTIVE MANAGEMENT’S FOCUS

Macro-economic review
Real GDP growth rate (%)

Geography 2016 2017

Eurozone 1,7 1,6
World 2,5 2,9
Russia (0,3) 1,0
Brazil (3,6) 0,1
South Africa 0,3 1,1
India 7,0 7,2
Japan 1,0 1,1
China 6,7 6,5
United Kingdom 1,8 1,6
United States 1,6 2,3

Emerging markets, currencies and commodity prices regained 
some lost ground in early 2016. Main drivers included looser 
monetary policy from the People’s Bank of China (PBOC), 
coupled with hopes of better-than-expected Chinese economic 
growth and a slower tightening in United States (US) monetary 
policy. These contributed to marginal improvements in 
prospects for some developing countries. 

However, subdued real global economic growth of 2,5% was 
recorded in 2016. New economic and political shocks, such as 
Brexit (the June 2016 UK referendum that favoured leaving 
the European Union and all the attendant realignments), 
rebalancing China’s slowing economy, commodity exporters 
adjusting to a protracted decline in trade, evolution of 
demographics and productivity growth as well as geopolitical 
and political uncertainty limited higher economic activity for 
the past year. In response, major central banks have either 
increased monetary stimulus or delayed tightening.

Despite the high levels of political and economic uncertainty, 
economic fundamentals point to a modest acceleration in world 
economic growth in 2017.

China’s real economic growth slowed marginally in 2016, down 
from 6,9% in 2015 to 6,7%. Besides industrial sector excess 
capacity, a glut of housing inventory and a debt bubble, China’s 
economic slowdown is also due to the structural transition from 
heavy manufacturing and resource industries to an economy 
more oriented to service and technology sectors. The Bank for 
International Statements warned that with China’s debt-to-GDP 
ratio at 255%, double that in 2008, the risks of a financial crisis 
in the next three years have risen.

In 2017, the expectation is for US economic growth to remain 
supportive of the world economic growth outlook, albeit on 
mixed signals of potential weakness in the world’s largest 
economy. However, solid gains in employment and real 
disposable income will support real consumer spending. Real 
GDP annual growth for 2017 is expected to be around 2,3%, 
much higher than the 1,6% in 2016, but reflecting a more 
protracted inventory correction and less robust outlook for 
residential investment.

Turning to Europe, Brexit and election risks will hamper growth 
in 2017, from 1,8% in 2016 to 1,7%. Brexit negotiations between 
the United Kingdom and European Union will begin in 2017 and 
could be quite contentious as the exit process will heighten 
business and consumer uncertainty, reduce investment in the 
UK, and periodically upset financial markets. Several elections 
are due in 2017, notably France and Germany, while some 
governments remain vulnerable (Spain, Italy). As a result, 
growth in UK (1,6% from 1,8% in 2016) and eurozone (1,6% 
from 1,7%) economies is expected to slow.

In Japan, fiscal and monetary stimulus will maintain growth 
around 1% for 2017. 

Rising commodity prices will assist the Brazilian and Russian 
economies to return to positive, albeit weak, growth in 2017. 
However, deteriorating trade growth is a headwind for the 
emerging world, especially Asia. The World Trade Organisation 
(WTO) reported that world trade volume growth in 2016 declined 
to 1,7% (from 2,7% in 2015) and this trend is expected to 
continue in 2017. Emerging markets, which rely on exports as 
an engine of growth, will be challenged.

The Indian economy, lifted by the prospects of structural 
reforms, remains on a path of modest acceleration, with 
growth projected to continue outpacing that of China in 2017 
and beyond. India’s real GDP growth outlook for 2017 is 7,2% 
compared to China’s 6,5%. 

South Africa’s economic growth outlook for 2017 remains 
subject to a number of headwinds – impact of dry weather 
conditions, policy uncertainty, the low-growth trajectory and 
falling business confidence levels. The key risks for 2017 remain 
the anticipated slow economic growth of around 1%, albeit 
edging up from 0,3% in 2016, weakening government finances 
and deteriorating domestic politics and policies perceived to 
harm confidence. Against all these issues, South Africa managed 
to escape a sovereign credit rating downgrade to sub-
investment grade in 2016. The rand exchange rate is expected 
to remain vulnerable in 2017. 
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Commodity review
The review period was characterised by the significant impact of 
government policy on commodity markets. Chinese government 
stimulus and strict implementation of supply reforms have 
changed the dismal outlook that prevailed for commodities 
in late 2015, especially coal.
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Coal
In 2016, coal markets changed considerably. After years of 
weakness, these showed some life, surprising many observers. 
Globally, weather disruptions, production cuts, above-average 
seasonal demand and supply reforms (most notably the 
276 operating days per annum policy implemented by the 
Chinese government), caused thermal and hard coking coal 
(HCC) prices to surge by 104% to US$101/t (free on board or 
FOB Richards Bay) and 303% to US$311/t (FOB Australia), 
respectively.

In September, China’s national development and reform 
commission introduced a domestic production control 
mechanism to keep domestic thermal coal prices in a range 
of RMB460 – 500/t. This policy intervention was relaxed later 
in the same month, effectively now allowing 791 (instead of 
74 announced on 8 September) selected thermal coal mines 
nationwide to revert to the 330 operating days per annum 
policy, initially only for the fourth quarter of 2016 then extended 
to 31 March 2017, in an effort to stabilise prices and guarantee 
some winter supply, among others. These policy interventions 
focused on thermal coal rather than HCC. 

The uncertainty of China’s policy moves will continue to add 
some volatility to 2017 coal markets. At the very least, events 
of 2016 have shifted the base for both thermal and HCC prices 
higher. As a result, the 2017 metallurgical coal spot price is 
expected to average US$160/t (FOB Australia) and spot 
steam coal (6 000kcal/kg net as received or NAR) at around 
US$75/t (FOB Richards Bay). 

Iron ore
Global iron ore markets remain challenged, with seaborne 
supply in 2016 lagging expectations due to logistical issues and 
therefore slower ramp-ups. This supported sinter fines prices of 
above US$50 per dry metric tonne (dmt) (cost and freight or 
CFR China) for most of the year. The ramp-up of several sizeable 
global projects will accelerate net supply growth from 
early 2017. 

In 2016, global steel demand increased 0,8% to 1,6 billion 
tonnes, after contracting by 3,9% in 2015, mainly due to a 
better-than-expected performance in China and continued 
growth in emerging markets. China steel demand declined by 
1%, while demand from other emerging countries expanded 
2%. Demand growth in developed countries was 0,2%. 

These trends are expected to continue in 2017, with global steel 
consumption forecast to grow by 1,4% to 1,63 billion tonnes.

The global iron ore industry has been very responsive to lower 
prices (albeit with a lag). Production displacements continue, 
fundamentally supporting the expected rebalancing in the 
medium to long term. For 2017, the iron ore fines spot price is 
expected to average US$75/dmt (CFR China) as idled capacity 
limits sustainable price increases in the current environment. 

Mineral sands and TiO
2 
pigment

In 2016, on balance, market conditions seem to have turned. 
The US and Europe had a robust paint season, while restocking 
activity continued in Asia. Latin America remains weak, with 
an improvement only expected in 2017. As a result of inventory 
declines and robust demand, for the first time since 2011/12, 
product price increases were successfully introduced for an 
early-stage recovery.

This momentum is expected to continue into 2017, as global 
producers remain disciplined in managing inventories and no 
feedstock shortages emerging.

  


