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SOUTH AFRICA ECONOMIC REVIEW 

 In a further “hawkish” speech SA Reserve Bank (SARB) Governor Lesetja Kganyago raised 

the likelihood of a 25 basis point rate hike at the upcoming policy meeting in July. 

Kganyago said that the upside risk to the consumer price inflation (CPI) forecast had 

“deteriorated quite markedly” due to higher electricity prices, higher wage settlements, a 

weaker rand and higher oil prices. Eskom has applied for a 25% increase in electricity tariffs 

which if granted would increase annual headline CPI by around 0.5 percentage points.   

 Retail sales unexpectedly increased in April by 0.2% month-on-month better than the -0.5% 

consensus forecast decline. On a year-on-year basis sales growth improved from 2.5% in 

March to 3.4% in April. However, the outlook for retail sales remains constrained by steep 

fuel price increases, low employment growth, weak consumer confidence and slow credit 

expansion. The pending 25% increase in electricity tariffs will add further pressure on 

household disposable income. Unfortunately weak consumer demand will not deter the SA 

Reserve Bank from hiking interest rates by an expected 25 basis points in July.  

 Eskom’s quarterly system status update indicates a continuation of load shedding over 

coming months. Eskom is planning 5500 megawatts (MW) of planned maintenance over the 

winter months which is three times the usual amount during the peak winter season. 

Furthermore the new plant build programme is experiencing additional delays. While the 

Medupi Unit 6 is operating at full capacity the expected synchronization of the next unit 

has been pushed back from late 2015 to 2017. The expected synchronization of Kusile Unit 

1 has also been pushed back from early 2017 to mid-2017. The delays are likely to dent 

business confidence and investment spending. Meanwhile consumer confidence is likely to 

be affected by Eskom’s application for a 25% increase in electricity tariffs. The National 

Energy Regulator of SA is due to announce its ruling on tariff increases on the 29th June. 

 Consumer price inflation (CPI) increased slightly from 4.5% year-on-year in March to 4.6% in 

April compared with the consensus forecast for no change. CPI was held in check by fuel 

prices which remained unchanged over the month and food price inflation which reduced 

from 5.1% to 4.7%. However, the fuel price is expected to increase 3.7% month-on-month in 

June with a further 3.8% increase likely in July. Meanwhile the end of favourable base 

effects signals a pick-up in food price inflation in coming months, likely to be exacerbated 

by the drought in maize growing regions. The pending electricity tariff increase will add 

further inflationary pressure pushing CPI through the upper limit of the SA Reserve Bank’s 

3-6% target range to as high as 7.5-8.0% in the first quarter of 2016. 



 

 

 Foreign investors were net buyers of SA equities and bonds in the past week to the tune of 

R2.54 billion and R1.5 billion respectively. Foreign investors have been keen buyers of 

equities for the month of June with month-to-date net purchases of R7.89 billion, taking 

year-to-date net purchases to a substantial R30.74 billion. By contrast for the month-to-

date foreign investors have been net sellers of –R3.23 billion worth of SA bonds reducing 

year-to-date net purchases to just R5.25 billion. In the past week foreign purchases of SA 

equities were tilted in favour of the industrial sector followed by the property sector. 

There was slight net selling of the financial sector and more pronounced net selling in the 

resources sector.   

 

SOUTH AFRICA POLITICAL REVIEW 

 Gold mining wage talks are scheduled to start next week. Extravagant union demands and 

intense rivalry between the two representative unions, the NUM and AMCU, indicate a high 

risk of strike activity in the gold sector. The unions are demanding wage increases of up to 

100% for the lowest paid workers. The Chamber of Mines is offering a “social compact” 

addressing high levels of personal indebtedness among employees and profit sharing. 

Although the unions are willing to accept terms of the social compact these would have to 

be over and above the basic wage demands.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 SA Reserve Bank’s Quarterly Bulletin: Due Tuesday 23rd June. The Quarterly Bulletin reports 

a wealth of information and data but the most closely watched will be the current account 

deficit. The current account deficit is expected to widen slightly from 5.1% of GDP in the 

fourth quarter (Q4) 2014 to 5.2% in Q1 according to consensus forecast.  

 Producer price inflation (PPI): Due Wednesday 24th June. PPI is expected to accelerate 

slightly from 3.0% year-on-year in April to 3.1% in May. PPI is traditionally viewed as a lead 

indicator for consumer price inflation (CPI) and will be closely watched by the market given 

the SA Reserve Bank’s growing concern over inflationary pressure.  

 

NORTH AMERICA 

 As expected the Fed left its benchmark Fed Funds rate unchanged at 0-0.25%. Unexpectedly 

however, the Federal Open Market Committee (FOMC) turned more “dovish” implying a 



 

 

later start to the interest rate tightening cycle and a more gradual trajectory. Seven 

members of the FOMC forecast at most one rate hike in 2015 compared with three members 

in March. Fed Chair Janet Yellen said labour markets were insufficient to warrant a rate 

hike, and that the FOMC wanted to see further progress before raising rates. The FOMC 

needs “decisive” evidence in economic data before rates are increased. The Fed’s official 

statement lowers the probability of the first rate hike occurring in September.  

 The Philadelphia Fed manufacturing index, widely followed as a barometer of activity in 

the Northeast US and one of the first monthly indicators of the health of US manufacturing, 

increased sharply from 6.7 in May to 15.2 in June. This marks the highest reading since 

December and well ahead of the 8.0 consensus forecast. Readings above zero indicate 

expansion in the region’s manufacturing. The shipments index increased from 1.0 to 14.3 

and the forward-looking new orders index from 4.0 to 15.2 the highest since last November. 

The data indicates a strong rebound in business investment spending. 

 Consumer price inflation (CPI) increased in May by 0.4% month-on-month the highest in over 

two years, up sharply from 0.1% in April. The CPI acceleration is attributed to energy prices 

which increased 4.3% on the month with gasoline prices rising 10.4% during the month of 

May. Core CPI, excluding energy and food prices, increased by a much lower 0.1% on the 

month. However, the data suggests that the base effect of lower oil prices has worked 

through the system putting an end to the temporary deflationary period of the past year.   

 The Conference Board Leading Economic Index (LEI), which gauges expected economic 

conditions 3-6 months ahead, increased in May by 0.7% well above the 0.4% consensus 

forecast. The gain follows an equally strong 0.7% increase in April and 0.4% increase in 

March. According to Ataman Ozyildirim, Director of business cycles and growth research at 

the Conference Board: “The US LEI increased sharply again in May, confirming the outlook 

for more economic expansion in the second half of the year after what looks to be a much 

weaker first half.” The improvement in LEI is attributed to strong gains in building permits, 

accommodative financial conditions and low jobless benefit claims.  

 Existing home sales increased sharply from an upwardly revised annualized rate of 5.09 

million in April to 5.35 million in May the highest level since November 2009 and marking a 

month-on-month increase of 5.1%. The increase is attributed to single-family homes which 

continue to experience tight supply conditions. The supply of single-family homes is 5.2 

months at the current demand rate down from 5.6 in May last year, consistent with solid 

price gains of around 7% year-on-year. Rising mortgage applications signal strong demand 

and the housing rebound is expected to gain further traction if the labour market continues 

to recover.  

 



 

 

CHINA 

 The Shanghai Composite Index lost -13% last week marking its biggest weekly decline since 

the 2008-09 global financial crisis. The biggest drop was last Friday when the index fell over 

-6%. Although the losses appear trivial following the more than doubling in the index over 

the past year there is growing anxiety that the sell-off may develop into a repeat of the 

bear markets in 2001 and 2007. The sell-off is attributed to concerns of over-valuation and 

that regulators may crackdown on margin debt. Following the three day Dragon Boat 

Festival public holiday the market decline continued on Tuesday with the Shanghai index 

down at the midday break by a further -4.1%.  

 The HSBC/Markit manufacturing purchasing managers’ index (PMI) remained below the key 

50 level, which demarcates expansion from contraction, for a fourth straight month. 

However the PMI improved from a final reading of 49.2 in May to 49.6 in June beating the 

49.4 consensus forecast. The output sub-index gained from 48.4 to 50.0 while the forward-

looking new orders sub-index increased from 49.1 to 50.3. Unfortunately the decline in the 

employment sub-index accelerated in June reflecting deteriorating business sentiment. 

Although mixed the overall data points to a stabilization in China’s economy which should 

be bolstered further in the second half of the year by added fiscal stimulus and monetary 

easing.  

 

JAPAN 

 According to the Reuters Tankan business confidence survey, the manufacturing index 

increased from +13 to +14 and the non-manufacturing index from +33 to +36. Although the 

manufacturing index has lost three points over the past three months the non-

manufacturing index has gained an aggregate 15 points amid a recovery in domestic 

demand. The retail index gained sharply over the month from +22 to +34 the highest 

reading since last March. The overall data shows an encouraging upward trend in business 

sentiment.  

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

programme unchanged. The BOJ retained its assessment of the Japanese economy, stating 

that it “has continued to recover modestly” and raised its assessment of housing investment 

saying that it “has started to pick up.” However, the BOJ forecast that consumer price 

inflation is likely to remain at about 0% for the time being, falling well short of the central 

bank’s 2% target. Although the inflation shortfall indicates an increase in the QQE 

programme BOJ Governor Kuroda remarked last week that the yen had depreciated enough 

for the time being. The most likely policy response will be an increase in qualitative rather 



 

 

than quantitative easing with greater emphasis on equity and property asset purchases 

rather than bond purchases, providing added support to equity markets. 

 

EUROPE 

 Time is running out for Greece and its creditors to break the debt crisis impasse. Greece is 

due to make a bundled payment to the IMF on the 30th June. However, this may not 

necessarily be the deadline: A default will only occur once the IMF has sent a letter to 

Greece informing the country of its non-payment, which must be sent within 30 days of the 

payment breach. In theory a default may therefore only arise around the middle of July. 

The Greek government is likely to push the timeline to its limit in order to extract the most 

favourable terms possible from its creditors.  

 Germany’s ZEW financial investor sentiment index measuring current conditions fell slightly 

from 65.7 in May to 62.9 in June although still close to the peak levels recorded in April. 

However the forward-looking expectations index fell for a third straight month declining 

sharply from 41.9 to 31.5 well below the 37.3 consensus forecast. The decline in the 

investors’ expectations index is attributed to ongoing uncertainty over the Greek debt crisis 

and slow global growth. Among different sectors investors became less pessimistic about 

the outlook for the banks and insurance sector.  

 The Eurozone current account surplus increased from a revised €18.0 billion in March to 

€22.3 billion in April above the €19.5 billion consensus forecast. The rising surplus is 

attributed to increased competitiveness stemming from the weaker euro, and strong export 

growth to the US and UK. The current account surplus increased to 2.4% of GDP in the year 

to end March up from 1.9% the previous year and is expected to reach 3% at the end of 

2015, likely to be the highest out of all G7 economies. Germany’s current account surplus is 

a massive 8% of GDP.  

 Consumer price inflation (CPI) increased from 0.0% year-on-year in April to 0.3% in May in 

line with the initial estimate and consensus forecast. The gain is attributed to food, alcohol 

and tobacco prices which increased from 1.0% to 1.2% and a slowdown in energy price 

deflation from -5.8% to -4.8%. The unwinding of negative base effects will cause energy 

prices to turn positive towards the end of the third quarter, putting CPI on an upward 

trajectory. Core inflation excluding food and energy prices also edged up from 0.7% to 0.9% 

helping to ease deflationary fears.  

 

UNITED KINGDOM 



 

 

 Minutes from the Bank of England’s (BOE) monetary policy meeting shows little change in 

policy direction. The likelihood remains that interest rates will not be hiked before year-

end. The BOE is concerned that fiscal consolidation and uncertainty over the EU 

referendum will weigh on GDP growth for some time. The April labour market report shows 

a stronger than expected increase in wage growth with growth in average weekly earnings 

rising from 2.3% year-on-year to 2.7%. However the BOE notes that households are tending 

to save rather than spend the increase in real income.  

 

FAR EAST AND EMERGING MARKETS  

 Brazil’s economy is struggling. In spite of substantial increases in the benchmark Selic 

interest rate to 13.75% the average core consumer price inflation (CPI) measure 

accelerated from 0.65% month-on-month in April to 0.82% in May. CPI is way ahead of the 

central bank’s 4.5% annualised target putting it under pressure to raise the Selic interest 

rate by a further 50 basis points at the next policy meeting in July regardless of the acute 

slowdown in economic growth. The Selic rate has already increased a total 275 basis points 

in less than eight months. GDP contracted in the first quarter (Q1) by -1.6% year-on-year 

and recent data is consistent with a deepening contraction in Q2 of around -0.7% quarter-

on-quarter. The economy has lost a total of -278,000 jobs since the start of the year.  

 Indonesia’s central bank kept its benchmark interest rate unchanged for a fourth straight 

month despite pressure to loosen monetary policy due to a slowing economy. Bank 

Indonesia (BI) lowered its GDP forecast for 2015 from a previous 5.4-5.8% to 5.0-5.4% the 

slowest since 2009, yet maintained the benchmark interest rate at 7.50%. The central bank 

is constrained by rising inflation which jumped in May to a 12-month high of 7.15% year-on-

year. Food prices inflation was especially high at 7.9% and likely to rise further as the El 

Nino weather pattern starts to affect agricultural production.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.86 

JSE Fini 15  + 5.12 

JSE Indi 25  + 7.17 

JSE Resi 20  - 0.76 

R/$   - 5.37 



 

 

R/€   + 1.99 

R/£   - 6.19 

S&P 500  + 3.11 

Nikkei   + 17.06 

Hang Seng  + 14.72 

FTSE 100  + 3.95 

DAX   + 16.88 

CAC 40   + 16.99 

MSCI Emerging  + 3.24 

MSCI World  + 5.06 

Gold   - 0.26 

Brent Crude  + 10.43 

 

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/$12.15 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 Tport Index, traditionally a lead indicator for 

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

 

 Although enjoying a temporary respite Brent crude’s previous break 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 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 

 

 Despite growing uncertainty in global financial markets due to the impasse in Greek debt 

talks foreign investors were net buyers of SA equities in the past week. In the past week 

foreign investors bought a net R2.54 billion of SA equities, taking year-to-date net 

purchases to R30.74 billion. Net purchases of SA bonds were less pronounced at R1.5 billion 

over the past week and R5.25 billion for the year-to-date.  



 

 

 

 Net foreign purchases of SA equities and bonds were no doubt encouraged by stable 

outlooks from credit rating agencies Fitch and Standard & Poor’s credit rating agencies over 

the past fortnight. However, the Federal Reserve’s policy setting meeting last week 

probably provided the biggest boost to foreign appetite for SA financial assets. While 

leaving the benchmark Fed Funds rate unchanged the Federal Open Market Committee 

(FOMC) issued a “dovish” statement implying a later and more gradual trajectory for 

interest rate increases. 

 

 Mapping the Fed’s rate hiking cycle is key to forecasting portfolio capital inflows into SA. 

The global liquidity cycle tends to be led by the US Federal Reserve Bank. On the last six 

occasions when the Fed started tightening interest rates portfolio capital inflows into 

emerging markets either diminished or reversed. SA with its large current account deficit is 

especially dependent on portfolio capital inflows or so-called “hot money”.  

 

 The FOMC lowered its “dot plot” of interest rate projections. Seven members of the FOMC 

now forecast less than two rate hikes in 2015 compared with just three members following 

the March policy meeting. During the press conference Fed Chair Janet Yellen repeatedly 

mentioned that the trajectory of rate increases will be “gradual”. Yellen said that “we 

absolutely do not expect to follow any mechanical 25 basis points a meeting… (or) 25 basis 

points every other meeting”.  

 

 Furthermore Yellen cited persistent slack in the labour market: “Some cyclical weakness in 

the labour market remains. The participation rate remains below most estimates of its 

underlying trend, involuntary part-time employment remains elevated, and wage growth 

remains relatively subdued”. A tight labour market is typically required before the Fed 

starts to raise interest rates. Following the FOMC meeting the probability ascribed by 

interest rate futures to a September rate hike fell to just 17%.  

 

 The FOMC has tempered expectations on the timing of the first Fed rate hike and the 

trajectory of rate hikes thereafter, in turn boosting portfolio capital inflows into SA. 

Although there will be some respite for the rand this is only likely to be temporary. 

Ultimately the rand’s long-term trajectory will be guided by the outlook for economic 

growth which unfortunately remains uninspiring.  
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reliable but makes no representations as to their accuracy or completeness. Any opinions, forecasts or estimates herein constitute a judgement as 

at the date of this Report and should not be relied upon. There can be no assurance that future results or events will be consistent with any such 



 

 

opinions, forecasts or estimates. Furthermore, Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of 

or reliance placed upon the material presented in this Report. 


