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SOUTH AFRICA ECONOMIC REVIEW 

 The Standard Bank/ Markit purchasing managers’ index (PMI), measuring combined activity 

in both manufacturing and services sectors, fell from 49.2 in June to 48.9 in July below the 

key 50 threshold which demarcates expansion from contraction. The decline is attributed to 

sharp falls in output and forward-looking new sales orders which both fell at their fastest 

rate in twelve months. The decline in new sales orders at both domestic and export levels 

does not bode well for an improvement in economic momentum during the second half of 

the year. 

 According to the Absa House Price Index growth in house prices fell in nominal terms from 

5.4% year-on-year in June to 4.8% in July well below the average of 6.8% recorded in the 

first half of the year. The slowdown is attributed to weakening price growth in medium- 

and large-sized houses while lower-priced units experienced an uptick in price 

performance. In real terms overall home prices fell in June by -0.2% with the year-on-year 

growth rate declining from 1.4% to 0.6%.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production. Due Tuesday 11th August. Manufacturing production is expected 

to show a slight recovery in June with growth of 0.5% month-on-month an improvement on 

the decline of -0.4% the previous month. On a year-on-year basis the decline in 

manufacturing production is expected to ease from -1.4% to -0.9%. Unfortunately the June 

reading will not be sufficient to avoid a further contraction in manufacturing production in 

the second quarter (Q1), which would be consistent with recent purchasing managers’ 

indices.  

 Mining production. Due Thursday 13th August. Mining production is expected to show a 

moderate increase in June due to improved platinum group metals production but will not 

be sufficient to reverse the overall -4.7% month-on-month decline in May. On a year-on-

year basis the increase in mining production is expected to fall from 2.7% to 2.5%.  

 

NORTH AMERICA 



 

 

 US non-farm payrolls increased in July by a respectable 215,000 while payrolls in May and 

June were revised upwards from 254,000 to 260,000 and from 223,000 to 227,000 

respectively. The rolling three-month average payroll number is 235,000 strong enough to 

justify the Fed hiking its benchmark fed funds interest rate in September. The August 

payroll number will be released prior to the Fed’s policy meeting in September, but 

forward-looking economic data indicate it will be similar to the three-month average. The 

unemployment rate held steady in July at 5.3%.  

 Atlanta Fed President Dennis Lockhart said in an interview with the Wall Street Journal that 

he would need to see a significant deterioration in economic conditions to convince him to 

hold off raising interest rates at the Fed’s next policy meeting in September. In a speech a 

few days later at the Atlanta Press Club Lochkart said: “The point of liftoff is close…. 

September remains a live possibility” for lifting interest rates for the first time in nine 

years. The remarks echo similar “hawkish” sentiments expressed by St. Louis Fed President 

James Bullard.  

 The Institute for Supply Management (ISM) non-manufacturing index climbed sharply from 

56.0 in June to 60.3 in July substantially above the 56.2 consensus forecast and the key 50 

level which separates expansion from contraction. The improvement was broad-based 

across all sub-indices: Business activity increased from 61.5 to 64.9 and the employment 

index from 52.7 to 59.6. The forward-looking new orders index increased from 58.3 to 63.8 

and the export new orders index from 52.0 to 56.5 indicative of improving economic 

momentum and stronger GDP growth in the second half of the year.  

 

CHINA 

 Consumer price inflation (CPI) picked-up from 1.4% year-on-year in June to 1.6% in July 

although this is due primarily to “porkflation” with a 7.0% year-on-year increase in pork 

prices contributing to a lift in food price inflation from 1.9% to 2.7%. Core CPI excluding 

food and energy remained unchanged at 1.7%. Producer price inflation (PPI) descended 

further into deflationary territory at -5.4% on the year, marking the 40th straight month of 

deflation and worse than the -5.0% consensus forecast. Raw material PPI fell from -8.5% to -

9.7% and manufacturing PPI from -4.1% to -4.5%. Deflation will exacerbate the balance 

sheets of the corporate sector, which are already highly indebted. China’s corporate sector 

debt is equivalent to 160% of GDP more than double that of the US.  

 China’s trade data confirms the economy’s marked slowdown and also weaker than 

expected demand from its trading partners. In US dollar terms the decline in imports 

worsened from -6.1% year-on-year in June to -8.1% in July. The export picture deteriorated 

from 2.3% growth in June to a decline of -8.3% in July, with a slowdown noted in all major 



 

 

external markets. Exports to the US fell -1.3% the first decline since March, and the fall in 

exports to the EU worsened from -3.4% to -12.3%. The trade data reiterate China’s weak 

purchasing managers’ indices and of wider concern signal a decline in global trade activity 

and final demand.  

 In an attempt to combat increasing deflationary pressures and a weakening economy 

China’s authorities devalued the yuan by -1.9% the largest yuan devaluation on record. 

Authorities are stuck between stimulating economic growth on the one hand and on the 

other the increased risk of capital outflows which will result from the currency devaluation. 

A further complication is that China’s corporate sector which is already highly leveraged 

may suffer from currency hedging losses as a result of the devaluation. While lowering 

deflationary risk in China the currency devaluation will export deflationary pressures to 

neighboring countries and the global economy.  

 

JAPAN 

 As expected the Bank of Japan (BOJ) kept its qualitative and quantitative easing (QQE) 

programme unchanged, expanding the monetary base at an annual pace of ¥80 trillion. The 

BOJ kept its economic assessment unchanged describing the economy as continuing to 

“recover modestly”. However, the BOJ noted that consumer price inflation is close to zero 

and due to low energy prices is unlikely to move higher in the near-term. There is little 

chance that inflation will meet the central bank’s 2% target before the deadline of June 

2016, raising the likelihood of some increase in the scale or scope of the QQE programme. 

Since the scale of annual asset purchases is already at extreme levels equivalent to 16% of 

GDP, changes to QQE will most likely be on the qualitative side including greater purchases 

of equity exchange traded funds and real estate investment trusts. A shift in emphasis 

towards equity and property asset purchases would be positive for these two markets.  

 The government’s Economy Watchers’ Survey employee sentiment index increased for the 

first time in three months from 51.0 in June to 51.6 in July and remained above the key 50 

level which demarcates expansion from contraction for a sixth straight month. The Cabinet 

Office maintained its assessment of the economy noting that “a modest recovery trend 

continues.” In a slight disappointment the forward-looking expectations index fell from 

53.5 to 51.9 but remained above the expansionary 50 level, also for a sixth straight month.  

 

EUROPE 

 



 

 

 The Eurozone July composite purchasing managers’ index (PMI) measuring both 

manufacturing and services sectors was unexpectedly revised upwards from 53.7 to 53.9 in 

spite of the Greek debt crisis, further exceeding the expansionary 50 level. The strong 

reading bodes well for continued positive economic momentum in the third quarter (Q3) 

consistent with GDP growth of 0.4% quarter-on-quarter. Spain enjoyed a standout 

performance with its composite PMI rising from 55.8 in June to 58.3 in July boosted by an 

especially strong increase in the services PMI from 56.2 to 59.7.  

 

 Germany’s industrial output unexpectedly decreased in June by -1.4% month-on-month in 

contrast to the 0.3% consensus forecast increase. Construction fell -4.5% on the month and 

manufacturing by -1.2%. For the second quarter (Q2) industrial production growth slowed 

down to 0.1% quarter-on-quarter down from 0.5% in Q1 and 0.8% in Q4 2014. As a result 

GDP may fail to match consensus expectations of 0.5% quarter-on-quarter growth in Q2. 

Among the manufacturing sectors, production of metals and machinery fell in June by -2.3% 

on the month and vehicle production by -3.7%. However, the outlook for the second half of 

the year is far brighter with forward-looking manufacturing new orders rising in June by 

2.0% on the month driven largely by export new orders which increased a robust 4.8%.  

 

 Germany’s ZEW investor sentiment index increased from 63.9 in July to 65.7 in July helped 

by progress in Greece’s negotiations with its creditors. The reading is consistent with a 

solid improvement in GDP growth to around 3% up substantially from the 1% achieved in the 

first quarter (Q1). In contrast Germany’s forward-looking ZEW expectations index 

unexpectedly fell from 29.7 to 25.0 well below the 31.9 consensus forecast. The forward-

looking reading suggests GDP growth may struggle to improve much beyond the rate 

achieved in Q1. The data is especially disappointing given the stimulus from the ECB’s 

quantitative easing programme and the lower oil price.  

 

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) kept its benchmark interest rate unchanged at 0.5% 

and asset purchase facility unchanged at £375 billion. The BOE noted a strong increase in 

wages which it forecasts will increase in 2015 by 3.0% up from its previous 2.5% forecast but 

also noted that the impact on unit labour costs would be moderated by an equally strong 

rise in productivity. The BOE noted the disinflationary impact of a strong sterling and the 

government’s upcoming fiscal consolidation programme, which taken together suggest the 

first interest rate hike will be pushed back to the second quarter of 2016.  

 Industrial production fell in June by -0.4% month-on-month following a downwardly revised 

0.3% growth rate in May. On a year-on-year basis industrial growth decreased from 1.9% to 



 

 

1.5% below the 2.2% consensus forecast. The fall is attributed to a sharp slowdown in the 

oil and gas sector with energy production falling -3.2% on the month. Encouragingly, 

following two months of declines, manufacturing production increased 0.2% on the month 

helped by an increase in investment goods demand. Overall the outlook for industrial 

production appears to be deteriorating due to weakening external markets, the impact of 

sterling strength, and uncertainty ahead of upcoming fiscal consolidation and the EU 

referendum.  

 

FAR EAST AND EMERGING MARKETS  

 Singapore’s GDP contracted in the second quarter (Q2) by -4.0% quarter-on-quarter 

annualized, which although an improvement on the initially estimated -4.6% reading is in 

stark contrast to the 4.1% growth achieved in Q1. The contraction is attributed to a sharp 

slowdown in manufacturing which shrank by -18.3%. Singapore’s Ministry of Trade and 

Industry is confident that GDP growth will improve in the second half of the year with a 

pick-up in demand from the EU and US making up for weakness in China and the spill-over 

into other East Asian economies.  

 Following two consecutive interest rate cuts in March and April the Bank of Thailand (BOT) 

kept its benchmark interest rate unchanged at 1.5%. In its accompanying policy statement 

the BOT cited the effect of recent monetary easing and the benefit of the Thai baht’s -6.7% 

depreciation against the US dollar since the start of the year. Mathee Supapongse the 

secretary of the Monetary Policy Committee said that the current interest rate is 

sufficiently accommodative and not obstructing an economic recovery. However the BOT is 

widely expected to lower its forecast for 2015 GDP growth once the second quarter (Q2) 

data is released in mid-August, which may attract political pressure for further rate cuts.  

 The Bank of Botswana cut its benchmark interest rate by 50 basis points to 6.0% bringing 

the cumulative rate cut since the start of the year to 150 basis points. Botswana, the only 

country in the Southern African Development Community (SADC) to cut rates this year, is in 

an enviable position economically. Consumer price inflation was just 3.1% in June 

comfortably within the central bank’s 3-6% target range. At the same time, GDP growth 

registered 4.6% in the twelve months to end March with mining and non-mining output of 

2.5% and 5.0% respectively.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.51 



 

 

JSE Fini 15  + 11.47 

JSE Indi 25  + 7.58 

JSE Resi 20  - 14.55 

R/$   - 9.43 

R/€   + 0.47 

R/£   - 8.87 

S&P 500  + 2.20 

Nikkei   + 18.76 

Hang Seng  + 3.88 

FTSE 100  + 2.59 

DAX   + 18.35 

CAC 40   + 21.59 

MSCI Emerging  - 7.17 

MSCI World  + 3.33 

Gold   - 6.63 

Brent Crude  - 12.68 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. A break above the key “Fibonacci” level of R/$12.45 signals further 

depreciation in the rand to the R/$13.00 level.  

 

 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.  

 



 

 

 Despite the recent uptick in bond yields the long-term JPMorgan global bond index bull 

trend remains intact, with the yield targeting a new low during the fifth and final wave.  

 

 The US 10-year Treasury yield has broken above key resistance levels of 2.0% and 2.2%. 

However, there is unlikely to be a major bear trend in US bonds as the deleveraging phase 

is still in its early stages. 

 

 The benchmark R186 SA Gilt yield is testing support at 8.15% and needs to break below 

resistance at 7.90% in order to resume its bull trend.  

 

 The MSCI World Equity index is in the 5th and final wave of a rising-wedge formation. A 

rising-wedge formation is a typical trend-ending signal. European equities are set to 

outperform US markets. The Nikkei exhibits the most bullish pattern.   

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle can be expected in the next year. The next major wave down 

will complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur around June 2016.  

 

 The S&P 500 is breaking down from a rising wedge pattern, which is traditionally a trend-

changing pattern. A break below the previous low of 2067 will confirm a trend reversal. A 

further negative signal is that the Dow Jones Transport Index, traditionally a lead indicator 

for the broader market, has already broken down from its rising wedge.  

 

 Brent crude’s break below the key $50 support level suggests a continuation of the 

weakening long-term trend. Copper is regarded a reliable lead indicator for industrial 

commodity prices and barometer of global economic growth. It has broken below the key 

$5,500 support level suggesting further downside ahead.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached before the bear market ends.   

 

 The All Share index has lost most of its gains since the start of the year. The All Share Index 

is testing the key support line which has been in place since 2009. A break below 50,000 

would signal a sharp move lower to the October low of 47,000.  

 

BOTTOM LINE 



 

 

 When will the fortunes of the JSE resources sector change? Since the start of the year the 

Resources 20 index has lost -15.19% compared with the +5.41% return of the All Share 

index. By contrast the Financial 15 and rand-hedge laden Industrial 25 indices have gained 

+12.69% and +9.0%.  

 

 A quick analysis of China’s property market and construction industry contributes to a sober 

outlook for base metals prices and the JSE Resources index. China accounts for over 50% of 

total global demand in iron and steel, copper, zinc, aluminium and nickel. Over half of 

China’s demand of base metals comes from the construction industry.  

 

 Although monetary easing and fiscal stimulus will provide short-term reprieve the long-term 

outlook for China’s property market and construction activity is extremely negative. 

Construction activity is slowing across all property sectors and across all provinces due to a 

long-term structural shift in the property market.  

 

 From a demand perspective the residential property market, which accounts for around 70% 

of total construction, will be impacted by changing demographics. China’s population 

growth peaked in 1987 due to the one-child policy which means household formation is now 

also past its peak and will slow sharply over the next 10-15 years. To make matters worse, 

the current generation are marrying and forming households later in life, which will impact 

the natural increase in residential property demand. Moreover, the great urban migration 

of the past twenty years is almost completed.  

 

 With falling natural demand for housing it has fallen on investors to prop up the market: 

Around 80% of total home sales are for investment purposes which means any fall in 

investor demand could be calamitous. Investors have already started to shy away from the 

residential property market and will continue to do so as they increasingly sense a 

protracted slowdown in price performance.  

 

 The over-supply of residential property is well documented with commonplace images of 

newly constructed vacant “ghost” cities. The problem is getting worse with the area under 

construction over five times the current annual sales rate. The oversupply problem is even 

more acute for non-residential property with the area under construction more than twelve 

times the current annual sales rate.  

 

 The supply-demand fundamentals of China’s residential and non-residential property 

market are so out of kilter that the downward trend in construction activity is likely to 

persist for at least a decade before an equilibrium can be re-established. China’s demand, 

and therefore global demand, for mining resources is likely to remain under severe pressure 



 

 

placing added stress on base metals prices and the JSE Resource 20 index in the months 

ahead. 
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