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SOUTH AFRICA ECONOMIC REVIEW 

 Growth in retail sales decreased from 3.4% year-on-year in April to 2.4% in May below the 

2.7% consensus forecast. The “hardware, paint and glass” category increased a robust 9.0% 

contributing 0.6 percentage points to the headline figure. The “general dealers” category 

which increased 2.3% on the month contributed the bulk with 0.9 percentage points. On a 

month-on-month basis retail sales increased just 0.1% and on a three-month-three-month 

basis by 0.8% illustrating the declining trend in growth. Consumer confidence has 

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

consumer price inflation.  

 Foreign investors were net buyers of R6.2 billion worth of bonds and R0.5 billion worth of 

equities last week. Foreigners accounted for only 34.3% of total equity market traded 

volume which is low compared to the year-to-date average of 39.4%. Foreign equity buying 

was concentrated in the financial sector, followed by the industrial sector and resource 

sector, while net selling was noted in the property sector. For the year-to-date foreign net 

buying of bonds and equities amounts to R12.78 billion and R35.93 billion respectively.  

 In its report on SA the OECD recommended labour markets reforms, a reduction in 

regulation in order to promote competition, and a pick-up in targeted infrastructure 

expenditure. These themes echo the concerns of other external institutions including credit 

rating agencies and the IMF. The OECD also recommended a change to SA’s tax regime in 

particular increased taxes on high net worth individuals and high income earners. While 

emphasizing greater taxation of the wealthy the report recommended that lower incomes 

should also be taxed, that VAT should be raised and zero rated items should be eliminated 

in favour of more accurate poverty alleviation. The report notes that SA’s tax revenues are 

less than 30% of GDP compared with an emerging market average of 35%. 

 

SOUTH AFRICA POLITICAL REVIEW 

 The threat of strike action in the gold sector was given a temporary reprieve after the 

Association of Mineworkers and Construction Union (AMCU) union announced that it would 

return to another round of wage talks. 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%. Although the 



 

 

latest development is positive the precedent of last year’s platinum sector wage talks does 

not bode well for the domestic gold industry. Meanwhile this week’s sharp fall in the gold 

price towards a multi-year low of $1100 per ounce offers little respite.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation (CPI): Due Wednesday 22nd July. CPI has risen steadily over the 

past three months from 4.2% in March, 4.6% in April, to 4.8% in May. Further acceleration in 

CPI is expected in June to 5.1% due to the inflationary effect of the weaker rand, drought-

induced increases in the maize price and fuel price increases. This will be a key data point 

coming a day before the SA Reserve Bank’s monetary policy decision.  

 SA Reserve Bank (SARB) Monetary Policy Committee meeting: Due Thursday 23rd July. 

According to consensus view the SARB will raise the repo rate by 25 basis points from 5.75% 

to 6.0% to address rising inflationary pressures and to pre-empt the Federal Reserve’s 

expected rate hike in September. The SARB will be concerned that the rand may come 

under further pressure unless the interest rate differential between US and SA interest 

rates is held constant.  

 

GLOBAL 

 Following several years of negotiation Iran agreed to a series of measures in order to have 

nuclear related sanctions lifted. The historic agreement has been formally endorsed by the 

UN. Iran needs to tackle several tasks in order to qualify for sanction relief, which is 

expected to take anywhere between four months and a year. However, the prospect of 

Iranian oil exports has already affected oil prices with Brent crude now firmly below the 

key $60 per barrel level at $56.50. Although forecasts for Iran’s oil production vary 

considerably there is agreement that they will exacerbate the already growing global oil 

glut. In addition to the 300-700,000 extra barrels per day which Iran may produce by the 

end of 2016 Iran holds an estimated 40 million barrels in floating storage, which could 

further destabilize the global supply/demand equilibrium.  

 Following a temporary resolution to the Greek debt crisis and further strengthening in the 

US dollar the gold price slid towards $1100 per ounce, a multi-year low. Further downside 

in the gold price is likely: Data from the Commodity Exchange (COMEX) shows short 

positions are close to record levels which is traditionally a bearish indicator. Outflows from 

gold bullion exchange traded funds (ETFs) is also high with net redemptions of 1.3 tons last 

week. ETF outflows are likely to accelerate if the gold price moves below $1100. 



 

 

Meanwhile, recent data shows that demand for gold in China and India has failed to 

materialize in spite of lower prices. The stabilization in China’s equity market may be 

partly to blame for the lack of renewed interest in gold investment in the country.  

 

NORTH AMERICA 

 US retail sales unexpectedly fell in June by -0.3% month-on-month below the consensus 

forecast 0.2% increase. Core retail sales excluding autos fell -0.1% in contrast to the 0.5% 

forecast increase. Autos and parts fell -1.1% almost reversing the previous month’s 1.8% 

gain. Other key categories showed declines including clothing which fell -1.5% compared 

with a previous 1.4% growth, and non-store retailers fell -0.4% reversing the previous 

month’s 0.3% increase. While slightly disappointing the data follows robust retail sales 

growth the previous month. The June numbers remain consistent with real consumer 

spending growth of around 2.8% annualized in the second quarter.  

 In her testimony to Congress Fed Chair Janet Yellen gave the clearest indication yet that 

the Fed would likely hike its key Fed Funds Rate in September. Yellen said: “We are close 

to where we want to be and we now think that the economy cannot only tolerate but needs 

higher rates.” The reference in earlier speeches that “the course of the economy and 

inflation remains highly uncertain” made way for more constructive assessments. While 

acknowledging that global risks have risen these did not alter the baseline forecast for a 

rate hike later in the year.  

 The Federal Reserve’s Beige Book, an anecdotal assessment of economic conditions from 

the 12 Federal Reserve districts, confirmed a broad-based uptick in economic activity in the 

May-July period. Economic activity expanded across all 12 districts including a pick-up in 

consumer spending, real estate activity, labour markets and early signs of upward wage 

pressure. The Beige Book is consistent with recent economic data, indicating improving 

economic momentum during the second quarter which is likely to carry-over to the second 

half of the year.  

 Consumer price inflation (CPI) increased in June by 0.3% month-on-month slightly down 

from the 0.4% increase in May but in line with consensus forecast while on a year-on-year 

basis CPI increased from 0.0% to 0.1%. Core CPI excluding food and energy increased by 

0.2% on the month and increased from 1.7% to 1.8% on the year. Meanwhile producer price 

inflation (PPI) increased by 0.4% on the month above the 0.2% consensus forecast. The 

reading was stronger than expected for a second straight month suggesting a broad-based 

recovery in “pipeline” inflationary pressure. Core PPI excluding food and energy was also 

up more than expected by 0.3% on the month comparted with the 0.1% consensus forecast. 

While PPI fell on a year-on-year basis by -0.7% this is due to sharply lower energy prices 



 

 

earlier in the year, an influence which should dissipate over coming months. On a year-on-

year basis core PPI accelerated from 0.6% to 0.8%.  

 US housing starts grew in June by a substantial 9.8% month-on-month at an annual rate of 

1.174 million units well above the 1.106 million consensus forecast. The strong reading is 

attributed to a 29.4% surge in multifamily home starts. According to National Association of 

Home Builders Chairman Tom Woods: “The multifamily gains this month are encouraging 

and show that the millennial generation continues to be drawn to the rental market.” 

Permits for future home construction unexpectedly followed May’s surge with a further 

7.5% month-on-month increase in June to an annual rate of 1.34 million the highest level 

since July 2007. The permit data bodes well for home construction activity in the second 

half of the year.  

 

CHINA 

 Better than expected June economic data indicate that China’s economic slowdown is 

bottoming-out. GDP growth held steady in the second quarter at 7.0% quarter-on-quarter 

annualized above the 6.8% consensus forecast. Growth in fixed asset investment also held 

steady at 11.4% year-on-year while industrial production grew 6.8% on the year up from a 

previous 6.1% marking the strongest rate of growth since the start of the year. Property 

investment grew by 4.6% on the year signaling a stabilization in the recent slowdown. Retail 

sales growth improved from 10.1% in May to 10.6% in June, in line with government’s aim of 

rebalancing China’s economy from investment spending towards consumer spending. 

Although the data is encouraging the People’s Bank of China is likely to implement further 

easing in monetary policy. Additional cuts of 25-50 basis points in the benchmark interest 

rate and 50-100 basis points in the bank Reserve Requirement Ratio are expected in the 

second half of the year. 

 

JAPAN 

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

programme unchanged targeting an increase in the monetary base of ¥80 trillion per 

annum, equivalent to a substantial 16% of GDP. The BOJ lowered its GDP forecast for 

financial year 2015 from 2.0% to 1.7% but kept its forecasts for 2016 and 2017 unchanged at 

1.5% and 0.2%. However, the BOJ lowered its 2015 forecast for consumer price inflation 

(CPI) for a fourth straight month from a previous 0.8% to 0.7%, from 2.0% to 1.9% for 2016 

and from 1.9% to 1.8% for 2017. The BOJ acknowledges that its target of achieving 2% CPI 

by April 2016 is unlikely to be met. While the scale of the QQE programme is unlikely to 



 

 

change its timeframe may be extended giving it more time to achieve the 2% target. The 

make-up of asset purchases may also change with the purchase of equity exchange traded 

funds (ETF) expected to increase from the current ¥3 trillion per annum to ¥5 trillion. 

Increased ETF participation would be extremely positive for the equity market. 

 

EUROPE 

 Greece’s parliament ratified the bailout clauses needed to free-up a €7 billion bridge loan 

from EU creditors. This will buy time and create the platform for Greece to negotiate a 

third comprehensive bailout programme. While the worst of the Greek debt crisis is now 

resolved there is uncertainty over the political outlook for Greece. Several members of the 

ruling Syriza party dissented during the key parliamentary vote signaling the likelihood of a 

general election in coming weeks. There is also growing insistence from the IMF that 

Greece will require further bailouts in the future unless there is some form of debt relief. 

The EU creditors are against debt restructuring although Germany’s Angela Merkel has 

indicated some softening in approach with mention of lower interest rates and lengthening 

in debt maturity.  

 

 As expected the ECB kept its quantitative easing (QE) programme unchanged restating its 

commitment to purchasing €60 billion worth of assets per month until at least September 

2016 and possibly longer until consumer price inflation stabilizes below but close to 2%. ECB 

President Mario Draghi noted a modest economic growth trend supported by monetary 

policy expansion and a stabilization in oil prices. Although the outlook for a broadening 

economic recovery remains intact Draghi noted that the ECB is monitoring developments in 

financial markets and stands ready to provide additional monetary stimulus if the situation 

deteriorates. 

 

 Eurozone industrial production unexpectedly fell in May by -0.4% month-on-month 

compared with a consensus forecast increase of 0.2% marking a third straight reading which 

has been either flat or negative. On a year-on-year basis industrial production remained 

solid growing by 1.6% up from 0.9% the previous month. The Netherlands and Ireland 

showed the largest month-on-month declines of -5.7% and -6.9% although following strong 

numbers the previous month, while Greece continued to contract by -5.1%. France, Italy 

and Spain showed solid improvements compared with the previous month from -0.9% to 

0.3%, -0.3% to 0.9%, and from -0.2% to 0.4% respectively, while Germany fell from 0.8% to 

0.0%. The overall data confirms that following a strong first quarter (Q1) Eurozone 

industrial production is set to slow in Q2. However, growing consumer expenditure should 

keep Eurozone GDP growth steady in Q2 at 0.4% quarter-on-quarter unchanged from Q1. 

 



 

 

 

UNITED KINGDOM 

 The unemployment rate unexpectedly increased from 5.5% in April to 5.6% in May contrary 

to the consensus forecast for no change. The uptick marks the first rise in unemployment 

since 2013. Unemployment has declined faster than expected over the past year and so 

some reversal should not be too surprising especially as labour data tends to be quite 

volatile. However, uncertainty ahead of the referendum for EU membership may be partly 

to blame. Earnings growth continued to accelerate with average weekly earnings in the 

three months to July growing by 3.2% compared with the same period a year ago, up from 

2.7% in the three months to June. Strong earnings growth in a near-zero inflationary 

environment will add a substantial boost to household disposable income and bodes well for 

consumer spending which comprises around two-thirds of UK GDP.  

 Consumer price inflation (CPI) increased from -0.1% year-on-year in April to 0.1% in May but 

fell back again to 0.0% in June. Food, non-alcoholic beverages and transport prices all 

contributed negative inflation readings. The data confirms that the UK inflation outlook 

remains subdued and likely to push back any interest rate increase to mid-2016. Zero 

inflation combined with strong earnings growth should provide a solid boost to household 

disposable income. According to Ian Stewart chief economist at Deloitte: “With inflation 

close to its lowest ever levels and earnings rising at the fastest rate in seven years, the 

scene is set for an acceleration in UK consumer spending.” 

 

FAR EAST AND EMERGING MARKETS  

 Brazil lost -111,199 jobs in June in stark contrast to the 25,363 created in the same period 

last year and for the year-to-date -389,533 jobs were lost compared with the creation of 

493,118 in the equivalent period last year. At the same time wage growth is declining 

putting household disposable income and consumer expenditure under additional pressure. 

Brazil’s central bank is in a dilemma torn between rising unemployment and high inflation. 

While the severe economic slowdown and weak jobs market may deter the central bank 

from additional interest rate hikes consumer price inflation is close to 9% substantially 

above the 5% target level. A further interest rate hike of 50 basis points is expected in July 

raising the benchmark rate from 13.75% to 14.25%. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 



 

 

JSE All Share  + 6.47 

JSE Fini 15  + 11.62 

JSE Indi 25  + 9.93 

JSE Resi 20  - 10.28 

R/$   - 7.88 

R/€   + 3.97 

R/£   - 7.20 

S&P 500  + 3.37 

Nikkei   + 18.34 

Hang Seng  + 7.62 

FTSE 100  + 3.39 

DAX   + 19.68 

CAC 40   + 20.36 

MSCI Emerging  - 2.18 

MSCI World  + 4.24 

Gold   - 7.22 

Brent Crude  - 1.29 

 

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 

 

 Based on increasingly “hawkish” comments from the SA Reserve Bank (SARB) and its 

Governor Lesetja Kganyago the SARB Monetary Policy Committee (MPC) is widely expected 

to hike the repo rate when it decides on interest rate policy this Thursday 23rd July. 

According to market consensus the repo rate will be raised by 25 basis points from 5.75% to 

6.0%. Unfortunately a rate hike will dampen an already fragile economy and it may not 

necessarily have the desired effect of keeping inflation in check. 

 

 Households in SA are already highly indebted with little capacity to borrow more. Economic 

data shows slowing household credit extension and retail sales growth. There is little sign 

of “demand pull” inflation either at household level or in terms of investment demand, 

which is also weak. Although consumer price inflation (CPI) has risen steadily over the past 

three months from 4.2% in March to 4.8% in May and expected to show 5.1% in June the 

inflation rate is being driven primarily by “supply side” pressures.  

 

 CPI has accelerated due to the weaker rand, higher drought-induced maize prices, and 

higher state administered prices including municipal rates and taxes, Eskom tariffs and fuel 

levies. CPI has accelerated due to supply-side inflationary pressures which an interest rate 

hike would not influence.   

 

 The only desirable effect of a rate hike would be to limit the rand’s rate of depreciation by 

narrowing the interest rate differential between SA and the US. Expectations are rising that 

the US Federal Reserve will soon embark on its cycle of monetary policy normalisation with 

the first Fed rate hike likely in either September or December. The SARB is keen to keep 

ahead of the Fed. However, the Fed’s timing is by no means certain and if the SARB hikes 

too soon the rate hike will be long forgotten by the time the Fed hikes rates. The pain 

would have been for nothing and the SARB would have to repeat the process off a higher 

base. 

 

 In any event inflationary pressures are showing signs of easing since the SARB’s last policy 

meeting in May. The Brent oil price has declined from a peak of close to $70 per barrel in 

May to less than $57 and is poised to go lower with supply growth far exceeding demand 

growth. In addition NERSA rejected Eskom’s application for an aggregate 25% increase in 

electricity tariffs in the current financial year.  

 

 CPI was unusually low in early 2015 coinciding with a significant fall in oil prices, which will 

contribute to >6% CPI in early 2016. CPI is expected to exceed the SARB’s 3-6% target range 



 

 

in the first quarter of 2016 but should return to target by the third quarter as the base 

effect of low comparative measures works through the system. 

 

 The arguments for implementing a rate hike are far outnumbered by the arguments for 

postponing a tightening in policy. Given the embattled state of household finances and the 

almost recessionary state of the economy the SARB will hopefully keep rates on hold.   
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