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SOUTH AFRICA ECONOMIC REVIEW 

 Mining production fell in May by a far worse than expected -4.7% month-on-month more 

than the -1.5% consensus forecast decline. At the same time the -4.1% contraction in April 

was revised lower to -4.7%. The decline in May was led by the iron ore, platinum group 

metals, and coal sectors which respectively contracted by -7.0%, -8.3% and -8.8% on the 

month. The data disappointment is attributed to load shedding in conjunction with falling 

mining resource prices. Mining production is likely to show sequential quarter-on-quarter 

contraction during the second quarter (Q2) which will undermine expectations for a 

rebound in GDP growth during Q2.  

 Manufacturing production fell in May by -0.5% month-on-month marking two straight 

months of contraction following the -2.0% reading in April. Manufacturing weakness is 

attributed primarily to the disruptive effect of load shedding but also weak demand in 

domestic and external markets. Manufacturing production is likely to show sequential 

quarter-on-quarter contraction during the second quarter (Q2) which will undermine 

expectations for a rebound in GDP growth during Q2. Q2 GDP growth is unlikely to exceed 

the lackluster 1.3% quarter-on-quarter annualized rate recorded in Q1.  

 House price growth decelerated in June according to the Absa house price index which 

slowed to 6.4% year-on-year from 6.7% in May. The slowdown is attributed to the small 

houses category which grew just 0.5% on the year down from 1.8% the previous month. In 

real terms after taking inflation into account the overall increase in house prices slowed 

from 2.4% to 2.0%. House price growth will be pressured further if the SA Reserve Bank 

raises the benchmark repo interest rate as expected at next week’s policy setting meeting.   

 

SOUTH AFRICA POLITICAL REVIEW 

 The gold sector is facing a growing likelihood of strike action and labour unrest. The 

Association of Mineworkers and Construction Union (AMCU) walked out of gold sector wage 

negotiations after its demands for wage increases were turned down. AMCU is demanding a 

120% increase in the basic wage to R12500 per month. The gold mining industry has said the 

tabled increase would lift aggregate wage costs from R23.5 billion to R40 billion, an 

increase of 70%. The precedent of last year’s platinum sector wage talks does not bode well 

for the domestic gold industry.  



 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Retail sales: Due Wednesday 15th July. After showing stronger than expected growth in April 

of 3.4% month-on-month retail sales growth is expected to slow to 2.9% in May. Consumer 

confidence has deteriorated in the past two months due to the rebound in petrol prices and 

increase in consumer price inflation. The recent slowdown in vehicle sales and private 

sector credit extension supports the view that retail sales growth slowed in May.  

 

GLOBAL 

 In its World Economic Outlook update the IMF cut its global GDP growth forecast for 2015 to 

3.3% down from the April forecast of 3.5% and below the 2014 growth rate of 3.4%. The IMF 

cited China and the Eurozone as sources of potential risk: “Disruptive asset price shifts and 

a further increase in financial market volatility remain an important downside risk.” While 

describing the first quarter slowdown in US growth as temporary the IMF nonetheless 

recommended that the US delay raising interest rates until the first half of 2016. The IMF 

lowered its 2015 forecast for growth in developed economies from 2.4% to 2.1% and for 

emerging economies from 4.3% to 4.2%.  

 

NORTH AMERICA 

 Fed Chair Janet Yellen gave a slightly more “hawkish” speech at the City Club of Cleveland 

in contrast to the minutes of the latest FOMC policy setting meeting which had pushed back 

expectations for a September interest rate hike. However, a September rate hike is still by 

no means certain: Yellen emphasized that: “The course of the economy and inflation 

remains highly uncertain” which suggests any weakness in economic data would likely push-

back the start of the rate hiking cycle to early 2016. In spite of the reduction in 

unemployment Yellen remains concerned at the level of labour market slack evidenced by 

weak labour market participation and a high proportion of part-time employment. Any 

spillover in global risk aversion from the equity bear market in China or a Greek exit from 

the Eurozone would add further reason to delay the US rate hiking cycle. 

 The US trade deficit widened less than expected from -$40.9 billion in April to -$41.9 billion 

in May below the -$42.7 billion consensus forecast. The trade balance, which had been 

expected to deteriorate further due to the recent strength in the dollar, should add to GDP 



 

 

growth in the second quarter (Q2) prompting economists to raise their Q2 GDP forecasts 

closer to 3.5%.  

 

CHINA 

 China’s consumer price inflation (CPI) accelerated slightly from 1.2% year-on-year in May to 

1.4% in June due largely to a rebound in food price inflation from 1.6% to 1.9%. However, 

core CPI which excludes food and energy prices also increased from 1.6% to 1.7%. 

Nonetheless producer price inflation (PPI) remained in firm deflationary territory at -4.8% 

worse than the -4.6% consensus forecast. Among PPI sub-sectors raw material inflation 

decelerated from -7.9% to -8.5% and manufacturing inflation from -3.8% to -4.1%. Persistent 

deflationary pressures coupled with a 30% decline in China’s equity market over the past 

month raise the probability of further monetary easing over the remainder of the year. 

According to consensus view the PBOC is likely to implement further easing in the second 

half of the year of 25-50 basis points in the benchmark interest rate and 50-100 basis points 

in the bank Reserve Requirement Ratio. 

 China’s trade activity improved in June with exports rising on a year-on-year basis for the 

first time since March, up by 2.8% following the -2.5% decline in May. The decline in 

imports also slowed from -17.6% in May to -6.1%. On a regional basis growth in exports to 

the US increased from 7.8% to 12.0% in line with the US economic recovery. Exports to the 

EU and to Japan continued to fall but at a slowing pace, from -24.1% to -6.2% (EU) and from 

-15.6% to -7.6% (Japan). Encouragingly for commodity exporting economies China’s imports 

of commodities showed some strength: In volume terms crude oil imports increased 26.7% 

on the year and iron ore imports by 0.5% recovering from the -8.4% slump in May.  

 

JAPAN 

 Japan’s core machinery orders, closely watched as a lead indicator of corporate investment 

spending, unexpectedly increased in May by 0.6% month-on-month well above the 

consensus forecast -4.9% contraction. This marks the third straight monthly gain and follows 

a strong 3.8% increase in April. Core machinery orders have increased for ten of the past 

twelve months prompting the Cabinet Office to retain its assessment that conditions are 

“picking up.” The positive data corroborates the Bank of Japan’s latest quarterly “tankan” 

survey: Large companies expect to increase capital expenditure in the 2016 financial year 

by 9.3% year-on-year up sharply from the previously forecast -1.2% contraction.  

 



 

 

EUROPE 

 Parties to the Greek debt negotiation resolved that new bailout conditions would have to 

be passed by the Greek parliament by Wednesday in order to free-up the proposed bailout 

package. The bailout conditions are tougher than those rejected by the Greek nation during 

the 5th July referendum, which means there is considerable risk that parliament might not 

pass all the reforms. Moreover the bailout conditions contain no form of debt rescheduling 

which had been hoped for in exchange for greater reform commitment by Greek 

authorities. Therefore, the probability of a “Grexit” still remains high. During the 

weekend’s negotiations several EU nations voiced the option of a temporary exit from the 

Eurozone for Greece meaning that authorities are increasingly preparing for the Grexit end-

game. If parliament fails to endorse the new bailout terms the global market reaction is 

likely to be short-term. The Eurozone economy is far more resilient than at the height of 

the debt crisis in 2011-2012 and authorities have had four years to prepare for Grexit. 

 

 

UNITED KINGDOM 

 As expected the Bank of England left both its benchmark interest rate and asset purchase 

programme unchanged at 0.5% and £375 billion respectively. While inflation is likely to 

remain close to zero over the short-term it should start to normalize towards the end of the 

year paving the way for an interest rate hike in the first half of 2016. However, the interest 

rate hiking cycle may be delayed to the second half of next year depending on the timing of 

the UK referendum on EU membership and the impact of fiscal consolidation. Any spiral in 

global risk aversion from the equity bear market in China or a Greek exit from the Eurozone 

would add further reason to delay the rate hiking cycle. 

 

FAR EAST AND EMERGING MARKETS  

 Following the surprise interest rate cut in June the Bank of Korea (BOK) as expected kept 

the benchmark interest rate unchanged at its July policy setting meeting. The BOK cited 

continued uncertainties relating to the impact of the MERS virus and weakness in export 

markets and cut its 2015 GDP forecast from a previous 3.1% to 2.8%. However, there are 

unlikely to be further rate cuts: The benchmark interest rate has already been cut seven 

times since the easing cycle began in July 2012 and already stands at record low levels. The 

BOK will likely look to the government to stimulate the economy through fiscal spending 

programmes and by encouraging Korean sovereign wealth funds and insurance companies to 



 

 

invest more funds abroad in an attempt to engineer competitive devaluation of the Korean 

won. 

 Taiwan’s exports fell in June by a substantial -13.9% year-on-year worse than the -6.0% 

consensus forecast marking the fifth consecutive month of declines. On a month-on-month 

basis exports fell -6.7% the biggest decline in over six years and more than reversing the 

4.3% gain in May. The decline was broad-based and due partly to a build-up in inventories. 

Exports of electronic product fell -10.8% on the year to the weakest since February 2013. 

Exports to all major markets contracted on a year-on-year basis, even to the US with export 

shipments showing the first year-on-year contraction in 17 months. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 5.43 

JSE Fini 15  + 10.98 

JSE Indi 25  + 8.30 

JSE Resi 20  - 8.97 

R/$   - 8.02 

R/€   + 2.16 

R/£   - 6.87 

S&P 500  + 1.98 

Nikkei   + 15.12 

Hang Seng  + 6.86 

FTSE 100  + 2.62 

DAX   + 17.12 

CAC 40   + 16.98 

MSCI Emerging  - 1.39 

MSCI World  + 2.87 



 

 

Gold   - 2.13 

Brent Crude  + 1.92 

 

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 $60 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 2011 

low of $6,500 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 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 

 After reaching a peak of close to $70 per barrel in early May the Brent crude oil price fell 

by over 6% last week below the key $60 per barrel level to $57.50. The oil price is expected 

to fall further over coming months amid deteriorating supply/ demand fundamentals. 

Although negative for oil producing economies cheaper oil will be a windfall for SA which 

imports 100% of its oil.  

 

 The International Energy Agency (IEA) highlights that oil supply is growing far quicker than 

demand exacerbating the global oil glut. OPEC production averaged 31.5 million barrels per 

day (mb/d) in the second quarter (Q2) rising to 32.1 mb/d in June. Saudi Arabia and Iraq 

each produced 0.6 mb/d more on a year-on-year basis during Q2. The Saudi oil minister Ali 

al-Naimi has repeatedly stated that the Saudis will not cut production. OPEC is likely to 

maintain its position of raising rather than cutting production when it meets again in 

December. Non-OPEC producers have also recorded large production increases across Latin 

America, Asia and the North Sea.  

 

 For the first time since the start of 2014 the number of active drilling rigs in the US shale 

industry has started to increase. The shale industry is still engineering dramatic 

improvements in drilling productivity, making output profitable even in a falling oil price 

environment. The US Energy Information Agency (EIA) noted that: “US supply so far shows 

precious little sign of slowing down. Quite to the contrary, it continues to defy 

expectations.”  

 

 Global crude oil inventories increased in Q2 by an estimated 2.5 mb/d up from 1.8 mb/d in 

Q1 and more than double the 2014 average of 1.1 mb/d. The oil glut is likely to expand 



 

 

further as the number of US shale rigs increases. Furthermore Iran could add 0.6 mb/d by 

2017 if as expected sanctions are lifted and the country returns to international oil 

markets. Demand growth is unable to keep up and the El Nino weather pattern could 

potentially cut seasonal demand by raising temperatures during the Northern Hemisphere 

winter.  

 

 The benefit from lower oil prices will be felt throughout the SA economy, lowering 

company production and transportation costs, boosting profit margins and earnings growth. 

Households will also be key beneficiaries, with lower oil prices translating to cheaper petrol 

and higher disposable income. Lower oil prices will boost the JSE especially those sectors 

exposed to high transportations costs and household discretionary spending.  
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