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SOUTH AFRICA ECONOMIC REVIEW 

 Gross reserves increased from US$ 46.44 billion in March to US$ 47.04 billion in April, 

attributed to a US$ 486 million rise in foreign exchange reserves over the month. The gain 

in foreign exchange reserves is due primarily to the weakening in the US dollar over the 

period boosting the value of other currency holdings. Gold reserves also increased following 

a slight uptick in the gold price. The level of reserves are likely to remain volatile over 

coming months due to changing foreign investor sentiment. While SA’s relatively high 

interest rates should continue to attract foreign capital the yield advantage may dissipate 

once the Fed starts raising US interest rates.  

 Foreign investors bought R0.7 billion worth of SA bonds in the past week and sold R1.2 

billion worth of equities. Over the month of April foreign investors bought R15.2 billion 

worth of bonds and R1.6 billion worth of equities, while for the year-to-date foreign 

investors bought R10.0 billion and R16.7 worth of SA bonds and equities respectively. 

Foreign investors accounted for a lower than usual portion of daily trade volume, measuring 

38.1% of total market activity in the past week, below the 42.8% year-to-date average. The 

below average reading is attributed to the May-day public holidays which in Europe and the 

UK fell on Monday last week.  

 The FNB/ BER Consumer Confidence Index fell from 0 in the fourth quarter (Q4) 2014 to -4 

in Q1 2015. The fall in consumer confidence is attributed mainly to a decline in the 

economic outlook index, which fell from +8 to -11 with optimism declining in the face of 

Eskom’s load shedding, tax increases and currency weakness. The fall in consumer 

confidence was more pronounced among high- and middle-income group while confidence 

in the low-income group showed a slight gain.  

 The National Electricity Regulator of South Africa (NERSA) received an application from 

Eskom for a 25.3% tariff increase over 2015/2016. While NERSA will spread the increase 

across two years the bulk of the increase, expected to be over 20%, is likely in the first 

year. The electricity tariff increase will dent household disposable income, consumer 

confidence and retail spending. Furthermore, the electricity tariff increase is likely to 

cause consumer price inflation (CPI) to breach the SA Reserve Bank’s 3-6% target range by 

year-end bringing forward the inevitable hike in interest rates.  

 



 

 

SOUTH AFRICA POLITICAL REVIEW 

 Mmusi Maimane was confirmed successor to Helen Zille as party leader of the DA after 

gaining 90% of delegate votes at the party’s elective conference. Mr. Maimane’s ascent to 

power has been swift, having only joined the political ranks of the DA four years ago. The 

party leadership and leadership in parliament are now held by the same individual which in 

theory should enable a smoother interaction with the public. The party expects that Mr. 

Maimane’s election will boost the appeal of the DA among black voters. According to the 

DA’s internal polls Mr. Maimane’s leadership will increase the DA’s share of black votes to 

8% up from the estimated 6% at the time of the 2014 elections.  

 According to senior officials at Eskom, Eskom will be pressing ahead with installing pre-paid 

electricity metres in Soweto. The move is unpopular with the ANC which it fears could 

undermine voter support. The ANC in the greater Johannesburg region last week described 

load-shedding in Soweto as an “act of sabotage” by Eskom. Eskom also announced that from 

the 5th June it would interrupt power supply to municipalities which are in arrears. The top 

defaulting municipalities are all ANC-controlled including Soweto which owes Eskom more 

than R4 billion in unpaid bills.  

 The mandatory period of conciliation over public sector wage talks has concluded without 

any agreement between unions and the government. Labour unions aligned to COSATU are 

demanding a wage increase of 10% for all workers while the government is offering 5.8%. 

Unions are also asking for higher housing allowances than being offered. The deadlock in 

wage talks and conclusion in the mediation phase opens the way for strike activity if the 

unions choose to follow this route.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Manufacturing production: Due Tuesday 12th May. Following two straight months of 

contraction manufacturing production is expected to show an increase in March of 0.5% 

month-on-month according to consensus forecast. Production is likely to improve on the 

back of slightly less electricity supply disruption. On a year-on-year basis production is 

expected to show an increase of 1.0% although on a quarter-on-quarter basis production in 

the first quarter will likely show a sequential contraction of -0.9%. 

 Mining production: Due Thursday 14th May. Following the strong 3.8% month-on-month gain 

in February mining production is likely to show a slight contraction of -0.4% in March 

according to consensus forecast. The slight decline in expected production would leave first 

quarter production lower on a quarter-on-quarter basis by around -1.0%.  



 

 

 Expectations for contraction in both manufacturing and mining output during the first 

quarter do not bode well for GDP recovery in the first quarter. Weak manufacturing and 

mining activity coupled with the impact of a severe drought on the maize harvest suggest 

annualised GDP growth is likely to remain below 1.0% in the first quarter.  

 

GLOBAL 

 The JP Morgan global manufacturing purchasing managers’ index (PMI), a composite PMI of 

32 developed and emerging market economies together accounting for around 89% of global 

manufacturing output, eased from 51.7 in March to 51.0 in April. The updated PMI is at its 

weakest in 21 months and only slightly above the key 50 level which demarcates expansion 

from contraction. The decline is attributed to weakness in both current output and 

forward-looking new orders indices, which both fell to their lowest since mid-2013.  

 

NORTH AMERICA 

 The US trade deficit surged from a revised $ -35.9 billion in February to $ -51.4 billion in 

March the largest deficit since October 2008 and well above the $ -42 billion consensus 

forecast. The higher than expected trade deficit implies that real GDP actually contracted 

in the first quarter (Q1) rather than expanding by the initially estimated 0.2% quarter-on-

quarter annualized. Recent macro-economic data including lower than expected retail sales 

and weak investment spending suggest the anticipated Q2 bounce may be disappointing. 

The Atlanta Fed GDP tracking model forecasts GDP will grow by only 0.8% annualized in Q2 

which means GDP would have to grow by a massive 4.7% in the second half of the year in 

order for 2015 GDP growth to meet the Fed’s 2.5% forecast for the year as a whole. The 

current outlook suggests the Fed’s forecast may be overly optimistic. 

 US productivity, measured by the change in non-farm business output per hour, fell in the 

first quarter (Q1) by -1.9% quarter-on-quarter annualized. Output fell -0.2% and employee 

hours worked increased 1.7%. Meanwhile compensation per hour increased 3.1% up sharply 

from 1.9% in the previous quarter. In real terms compensation growth was even more 

evident rising from 2.8% in Q4 2014 to 6.2% in Q1 2015. The budding wage growth trend 

adds to the likelihood of the Fed initiating its interest rate hiking cycle sometime this year 

rather than in 2016. At the same time declining productivity suggests that US profit margins 

will come under pressure. Rising interest rates and declining profit margins are not a good 

combination for equity markets. 



 

 

 Will the investor’s adage “sell in May and go away” apply this year to the US equity market? 

Statistical evidence supports this view although this year is likely to prove an exception. 

Over the past 70 years the median return from US equities has been about two percentage 

points lower during the summer months between May and September than in the winter 

months. The underperformance is attributed to the seasonality of economic activity and 

seasonality of fund flows. However, there are important exceptions: Summer 

underperformance traditionally occurs when returns during winter months are negative, 

which has not been the case this year. More importantly, summer underperformance is 

usually sparked by a weakening in economic activity from May onwards. The opposite is 

more likely with GDP growth likely to bounce back following the weaker than expected 

weather induced slowdown in the first quarter.  

 The US Institute for Supply Management (ISM) non-manufacturing index unexpectedly 

increased from 56.5 in March to 57.8 in April well above the 56.2 consensus forecast. The 

reading is also comfortably above the expansionary 50 level indicating strengthening service 

sector activity during the second quarter. The business activity sub-index increased from 

57.5 to 61.6 its strongest reading since November while the forward-looking new orders 

index also gained from 57.8 to 59.2.  

 US non-farm payrolls increased in April by 223,000 in line with consensus forecast. 

However, the March payroll figure of 126,000 was revised lower to 85,000 causing the 

monthly average for the first quarter (Q1) to decline to 191,000 from 317,000 in the final 

quarter last year. While the Q1 monthly average was weak there are signs of a rebound in 

employment activity. The manufacturing sector added 31,000 payrolls in April reversing the 

-21,000 decline in March. The construction sector added 45,000 payrolls signaling a strong 

recovery in the housing sector following the weather related weakness early in the year.   

 

CHINA 

 China’s trade data weakened further in April. In dollar terms exports fell by -6.4% year-on-

year following the -15.0% decline in March, while the contraction in imports worsened from 

-12.7% the previous month to -16.2%, both missing consensus forecast. Total trade has 

fallen by -7.6% since the start of the year compared with the same period last year, well 

short of the government’s annual target of 6% growth. Unfortunately the trade outlook 

remains weak: The official purchasing managers’ index (PMI) forward-looking new export 

and new import orders sub-indices both fell in April from 48.1 to 47.8 and from 48.3 to 

48.1, both in sub-50 contraction territory.  

 The People’s Bank of China (PBOC) cut its benchmark deposit and lending rates each by 25 

basis points to 2.25% and 5.10%. The second rate cut in the current easing cycle was 



 

 

expected in the context of producer price deflation and subdued consumer price inflation. 

The combination of persistent deflation risk and weakening economic growth has prompted 

the PBOC to step-up its monetary easing bias. A further 50 basis points in rate cuts are 

expected during the second and third quarters with prospects for additional rate cuts if 

economic momentum slows further. There is scope for significant monetary easing as 

interest rates remain high in real terms given that consumer price inflation is just 1.5%.  

 

EUROPE 

 The Eurozone’s April composite purchasing managers’ index (PMI), measuring both service 

and manufacturing sectors, was revised upwards from the initial estimate of 53.5 to 53.9 

above the 53.5 consensus forecast. The PMI is comfortably above the key 50 level which 

demarcates expansion from contraction. The upward revision was broad-based with both 

services and manufacturing PMIs gaining from 53.7 to 54.1 and from 53.1 to 53.4 

respectively. The data is encouraging, showing continued improvement in Eurozone 

economic momentum. The services forward-looking new orders index held near a four-year 

peak and the business expectations close to last month’s multi-year high. Among individual 

Eurozone countries Spain and Italy showed the strongest gains, with Italy’s composite PMI 

revised upwards from 52.4 to 53.9 and Spain’s from 56.9 to 59.1 its strongest reading since 

November 2006. Spain’s services new orders index increased to its highest since June 2000. 

 

UNITED KINGDOM 

 Sterling surged on the surprise election result giving the Conservative party an outright 

majority. The pound gained against the US dollar by the most in a single day since 2009. 

However, the positive outlook for the currency may be short-lived. With majority support 

the government will be free to continue with its tight fiscal policies. Fiscal drag will slow 

the rate of GDP growth and may prompt the Bank of England to keep interest rates lower 

for longer thereby suppressing demand for the pound. The pound may also retreat if the 

Cameron government follows through with its pledge to hold a referendum on EU 

membership. Furthermore, the UK current account deficit remains elevated at 5.5% of GDP, 

the highest deficit in over thirty years, indicative of a currency which needs to weaken in 

order to bring about a more balanced economy.  

 The UK services purchasing managers’ index (PMI) increased from 58.4 in March to 59.5 in 

April its highest level since August 2014 and well above the expansionary 50 level. Although 

there was slight easing in some of the sub-indices such as business expectations from 73.2 

to 71.1 and new business from 59.9 to 59.0 most PMI components remained above their 



 

 

long-term trend. The services PMI made-up for lower manufacturing and construction PMIs 

leaving the composite PMI with only a small decline from 58.7 to 58.4. The PMI data 

indicate a continuation of the first quarter’s (Q1) 0.4% GDP expansion into Q2, although 

relief following the general election may provide an added short-term boost.  

 

FAR EAST AND EMERGING MARKETS  

 Australia’s total employment numbers fell in April by 3,000 lifting the unemployment rate 

from 6.1% to 6.2% compared with a year-ago level of 5.8%. However, the underlying data is 

more positive: Total hours worked increased at the fastest pace since 2006 and the labour 

participation rate stayed close to the March level of 76.8% an all-time high. The total hours 

worked figure tends to have a close correlation with the level of GDP growth, suggesting a 

pick-up in the pace of economic expansion in the second quarter.  

 Brazil’s industrial production fell in March by -0.8% month-on-month and -3.5% year-on-

year. Lead indicators indicate a prolonged period of contraction with business confidence 

at its lowest in 16 years. The economic outlook remains poor with consumer expenditure 

also declining in response to rising unemployment and falling real wages. Unfortunately 

monetary policy is unable to come to the rescue due to a deteriorating public sector 

deficit, depreciating currency and rising inflation. The benchmark interest rate has risen 

steadily to 13.25% following the latest 50 basis points increase two weeks ago. 

 Indonesia’s GDP growth unexpectedly slowed from 5.0% year-on-year in the fourth quarter 

(Q4) 2014 to 4.7% in Q1 below the 5.0% consensus forecast. The slowdown is attributed to a 

sharp decline in government spending which fell -48.7% quarter-on-quarter. Fortunately 

household consumption expenditure and private sector investment spending held-up well 

contributing the bulk of GDP growth. GDP growth is likely to bounce back in coming 

quarters as state infrastructure spending gets under way. The government has an ambitious 

5.7% GDP growth target for 2015 which is heavily reliant on its infrastructure spending 

programme.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 8.82 

JSE Fini 15  + 11.30 

JSE Indi 25  + 9.04 



 

 

JSE Resi 20  + 7.61 

R/$   - 3.88 

R/€   + 4.94 

R/£   - 2.43 

S&P 500  + 2.26 

Nikkei   + 12.44 

Hang Seng  + 17.42 

FTSE 100  + 7.06 

DAX   + 19.05 

CAC 40   + 17.67 

MSCI Emerging  + 8.34 

MSCI World  + 4.97 

Gold   + 0.07 

Brent Crude  + 13.31 

 

TECHNICAL ANALYSIS 

 

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

depreciation. A break below the R/$ 10.80 level is needed to signal a disruption of the 

depreciation trend line which has been in place since 2011. A break above the key 

“Fibonacci” level of R/$ 12.15 would open up a 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.  

 

 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 below key resistance levels of 2.40% and 2.0% 

indicating a trading range of 1.70-2.2% over the medium-term. 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.  

 

 In the meantime the S&P 500 is displaying a bullish short-term pattern. The index is moving 

into an advanced triangle pattern which normally signals the continuation of an upward 

trend. If the S&P 500 breaks above resistance at 2070 a further upward move to 2150 is 

likely. This view is corroborated by the “downward flag” of the Dow Jones index, which is 

also associated with an upward break-out.  

 

 The Coppock Curve is a long-term momentum indicator with an excellent track record in 

identifying major market bottoms. It shows that the March 2009 low was a long-term low 

unlikely to be broken. 

 

 Although enjoying a temporary respite Brent crude had previously broken below key 

support levels at $60 and $50 suggesting 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 2011 low of $6,500 and key support of 

$6,000 suggesting a further downside move to $5,500.   

 

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

through successive support levels at $1400, $1300 and $1250. Gold’s next target is $1100 

and is likely to breach $1000 before the bear market ends.   

 

 The All Share index has broken to new highs exceeding the 55,000 level for the first time 

indicating a continuation of the long-term upward trend.  



 

 

 

BOTTOM LINE 

 The fortunes of the rand and SA’s financial markets are dictated increasingly by 

developments in overseas capital markets. Foreign investors have accounted for an average 

43% of SA’s equity and bond market trade since the start of the year. Local asset prices are 

set largely by the level of global risk appetite. A key development affecting global risk 

appetite over coming weeks will be the debt negotiations between Greece and its 

creditors, the ECB, EU and IMF.  

 

 The IMF is already working with national authorities in south-eastern Europe on contingency 

plans for a Greek debt default. However, although the probability of a technical default is 

rising the eventuality is unlikely to be dramatic. More importantly, a technical default will 

not automatically prompt Greece’s expulsion from the Eurozone.  

 

 As long as the debt repayment delay is temporary Greece’s creditors are likely to be 

lenient. Against common perceptions Greece has come a long way since adopting its 

programme of fiscal austerity. Productivity has improved to the point that unit labour costs 

are lower than the Eurozone average, while government spending and the primary budget 

deficit are both far lower than envisaged at the time of the bailouts. Besides, the creditors 

will want to avoid losing the bulk of the €315 billion which has so far been lent to Greece. 

 

 For its part Greece is unlikely to precipitate an exit from the Eurozone. The Syriza-led 

government does not have a mandate to leave the euro. The party came to power precisely 

because it moderated its view on the euro. Even in debt negotiations Syriza leader Alexis 

Tsipras has been adamant that Greece will not leave the euro, evidenced by his side-lining 

of extreme-left finance minister Yanis Varoufakis in favour of the more pragmatic Euclid 

Tsakalatos.  

 

 While risk aversion may increase as debt negotiations continue unresolved, the chances of 

an actual exit by Greece from the Eurozone (“Grexit”) is extremely remote. Even a run on 

Greek banks, which may ensue from a technical debt default, can be resolved by capital 

controls as they were in Cyprus during 2013. As such any spike in risk aversion stemming 

from Greek debt negotiations should be viewed as a buying opportunity for global and SA-

based risk assets.  
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