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SOUTH AFRICA ECONOMIC REVIEW 

 Consumer price inflation (CPI) accelerated from 4.0% year-on-year in March to 4.5% in April 

although below the 4.8% consensus forecast. On a month-on-month basis CPI increased by a 

hefty 0.9% with the transport category contributing the bulk of the gain (0.7 percentage 

points). Petrol prices were increased during the month by 14.3%. Core CPI excluding 

volatile food and energy prices eased from 5.7% to 5.6% but significantly above the headline 

rate indicating the continued disinflationary effect of lower oil prices.  

 Growth in retail sales unexpectedly slowed from 3.7% year-on-year in February to 2.0% in 

March well below the 4.2% consensus forecast increase. The slowdown is attributed to a 

contraction in sales of household furniture, appliances and equipment and a pronounced 

slowdown in sales growth in the general dealers as well as textiles, clothing, footwear and 

leather goods categories. The negative effect of the fuel price increase on household 

disposable income is largely to blame for the poor retail sales reading. On a month-on-

month basis retail sales fell by -0.5% causing quarter-on-quarter growth to register just 

0.9% in the first quarter.  

 As expected the SA Reserve Bank (SARB) kept the benchmark repo interest rate unchanged 

at 5.75%. However, SARB Governor Lesetja Kganyago reiterated in the accompanying policy 

statement that the Monetary Policy Committee (MPC) remained in “tightening mode”. The 

statement cited rising electricity tariffs, high wage settlements and currency volatility as 

key risks to the inflation outlook. The SARB raised its forecast for consumer price inflation 

(CPI) in 2015 from a previous 4.8% to 4.9% and for 2016 from 5.9% to 6.1%. CPI is forecast to 

breach the 3-6% target range in the first quarter 2016 averaging the quarter at 6.8% up 

from a previous 6.7% before easing in subsequent quarters. Kganyago said that CPI would 

remain “uncomfortably close” to the inflationary target range over the forecast period. The 

increasingly “hawkish” MPC statement raises the prospect of an interest rate hike by 

September or even the next policy meeting in July. The Forward Rate Agreement market is 

pricing-in rate increases of 50 basis points by year-end. 

 Foreign investors bought R0.04 billion worth of SA bonds in the past week and sold R1.3 

billion worth of equities. Over the month of May-to-date foreign investors sold R1.6 billion 

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

investors bought R7.7 billion and R19.4 billion worth of SA bonds and equities respectively. 

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

34.1% of total market activity in the past week, below the 42.0% year-to-date average. The 



 

 

below average reading is attributed to a global upward move in bond yields which is spilling 

over into reduced appetite for SA bonds.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The government and public sector unions agreed to a three-year wage deal. The deal 

comprises a 7% wage increase in year one followed by wage increases of consumer price 

inflation (CPI) plus 1% in years two and three. Although slightly above the SA Reserve Bank’s 

3-6% CPI target range the long-term nature of the deal should provide certainty in budget 

forecasting. However, the total remuneration package also includes large increases in the 

housing allowance from R900 to R1200 per month and in the medical aid subsidy from 17.8% 

to 28.5%. Steep increases in fringe benefits raise the effective public sector wage bill by an 

additional two percentage points beyond the headline 7% increase. The deal may cause 

some consternation at the credit rating agencies which have repeatedly expressed concern 

over public sector wages.  

 Deputy President Cyril Ramaphosa announced the findings of the government’s e-toll 

review which was held in response to widespread public dissatisfaction with the Gauteng 

Freeway pricing mechanism. Although tariffs for all motorists will be reduced the review 

maintained the “user pays principle”. Furthermore the system will be more strictly policed. 

Users will have to pay outstanding e-toll fees before renewing their vehicle license. 

Although politically unpopular the e-toll review should help the solvency of the SA National 

Roads Agency (SANRAL) and bolster SA’s fiscal standing.  

 Energy Minister Joemat-Peterson announced that the state would begin the procurement 

process to build 9600 megawatts in new nuclear generation capacity in line with the 2010 

Integrated Resource Plan. Selection of strategic partners will be presented to cabinet by 

year-end. The announcement was unexpected and appears to be in contradiction with the 

Treasury which previously stated that the nuclear programme will be subject to rigorous 

affordability assessment. The contradiction is confusing and runs counter to recent 

announcements which downplayed nuclear power generation as a viable option. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 First quarter Quarterly Labour Force Survey (QLFS): Due 26th May. The data release has 

been delayed twice. According to consensus forecast the unemployment rate is expected to 

rise slightly to 25.0% in the first quarter (Q1) from 24.3% in Q4 2014. The expected increase 



 

 

in unemployment is attributed to the ending of festive season part-time employment 

contracts and the seasonal increase in first time job seekers.  

 First quarter (Q1) GDP: Due 26th May. According to consensus forecast GDP growth is 

expected to slow from 4.1% quarter-on-quarter annualized in Q4 last year to 1.6% in Q1.  

 Producer price inflation (PPI): Due 28th May. According to consensus forecast PPI is 

expected to accelerate from 3.1% year-on-year in March to 3.4% in April.  

 Money supply and private sector credit extension (PSCE): Due 29th May. According to 

consensus forecast growth in PSCE is expected to remain unchanged in April at 8.9% year-

on-year.  

 Trade balance: Due 29th May. According to consensus forecast the trade balance is expected 

to deteriorate from a surplus of R0.5 billion in March to a deficit of –R5.0 billion in April.  

 

GLOBAL 

 The outlook for commodity investment returns has diminished. The S&PGSCI (formerly the 

Goldman Sachs Commodity Index) recorded its strongest monthly performance in five years 

in April returning 11% over the month. The sharp rally in commodity indices in the first four 

months of the year was led primarily by the bounce in oil prices from oversold levels and by 

the pick-up in base metals prices in anticipation of China’s fiscal and monetary stimulus. 

However, the rally appears to be built on short-term portfolio inflows rather than long-term 

committed funds. Net investor inflows into commodity-based financial assets reached $7 

billion in the first quarter (Q1) but have subsequently reversed into a -$3 billion liquidation 

in Q2-to-date. The S&PGSCI has also given up some of its sharp gains surrendering -2% in 

May. The outlook for commodity prices remains uncertain with expectations for a 

resumption in China’s demand likely to be disappointed. Meanwhile global over-supply 

remains a feature in base metals and the crude oil sector.  

 

NORTH AMERICA 

 Minutes from the Federal Open Market Committee (FOMC) monetary policy meeting reveal 

that an interest rate hike as early as June is highly unlikely. Policy makers want evidence 

that the GDP growth disappointment in the first quarter (Q1) does not reflect a “longer-

lasting loss of momentum”. June would be too early for confirmation that the Q1 slowdown 

was temporary. September may also be too early for the FOMC to justify a rate hike 



 

 

especially if GDP growth and inflation data remain weak during Q2. Moreover, the Fed is 

anxious to avoid a repeat of the 2013 “taper tantrums” and so will be careful to broadcast 

the timing and scope of interest rate hikes well in advance. By the time rate hikes are 

implemented they will already be largely discounted by financial markets.  

 US consumer price inflation (CPI) remained positive in April for a third straight month rising 

0.1% month-on-month. Core CPI, excluding volatile food and energy prices, increased 0.3% 

on the month the largest increase since January 2013 restoring confidence that the US will 

avoid a deflationary spiral. However, the rise in core CPI is attributed to just three CPI 

basket categories including shelter, medical care and used cars. The large increase in core 

CPI was due to a few sectors rather than a broad-based rise which suggests disinflationary 

trends could resume on a short-term basis. Fed Chairwoman Janet Yellen said in a speech 

last Friday that she would need to be “reasonably confident that inflation will move back to 

2% over the medium term” before initiating interest rate hikes.  

 Total US housing starts surged in April by 20.2% month-on-month the biggest percentage 

increase since February 1991. The annualized rate of new residential construction increased 

from 944,000 in March to 1.14 million the most since November 2007 and substantially 

above the 1.02 million consensus forecast. The strong revival indicates the slowdown in the 

first quarter was due to harsh weather conditions and not the start of a prolonged slump. 

The data should restore confidence in the strength of the US economic recovery following 

recent weak readings in retail sales and industrial production. 

 The Conference Board US leading economic index (LEI), a forward-looking barometer which 

signals turning points in the business cycle, increased in April by 0.7% month-on-month well 

above the 0.3% consensus forecast and the strongest monthly gain since July 2014. The 

March LEI was also revised upward from an initial 0.2% to 0.4%. The combined March and 

April readings indicate that the economic slowdown in the first quarter (Q1) was temporary 

due to once-off weather related and port closure factors, with a robust recovery expected 

in Q2 and Q3.  

 

CHINA 

 China’s preliminary HSBC/Markit manufacturing purchasing managers’ index (PMI) increased 

slightly from 48.9 in April to 49.1 in May but less than the consensus forecast improvement 

to 49.3 and below the key 50 level which indicates contraction. Sub-indices point to a weak 

outlook. The output index fell to 48.4 its lowest in 13 months while the forward-looking 

new export orders index fell to 46.8 a 23-month low. The output and input prices indices 

continued to decline adding to deflationary concerns. The data points to weak GDP growth 

in the second quarter which the State Information Centre forecasts will fall to 6.8% year-



 

 

on-year. However, recent policy actions including interest rate cuts and government-led 

infrastructure projects should lead to improved economic momentum in the second half of 

the year. The People’s Bank of China (PBOC) is widely expected to cut its benchmark 

interest rate by a further 50 basis points during the second and third quarters. 

 

JAPAN 

 Japan’s GDP grew in the first quarter (Q1) by 0.6% quarter-on-quarter or 2.4% annualized 

well above the 1.6% consensus forecast. Although the headline figure is impressive some of 

the detail is less encouraging. The bulk of the GDP increase is attributed to private sector 

inventory investment rather than final demand, reducing prospects for growth in upcoming 

quarters as excess inventories are depleted. Unfortunately employee compensation also 

failed to increase for the first time in six quarters. Increased worker compensation is vital 

to restoring the economy to a sustained path of positive inflation.   

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

programme unchanged increasing the monetary base at an annual pace of 80 trillion yen, 

equivalent to 16% of GDP. The BOJ upgraded its assessment of the economy which it said 

“has continued to recover moderately”. The upgrade is attributed to the BOJ’s upward 

revisions to private consumption and housing investment which it said “has been resilient 

against a background of steady improvement in the employment and income situation.” 

With the improving outlook the BOJ is unlikely to increase the scope or scale of the QQE 

programme although this may change in 2016 if as expected consumer price inflation fails 

to meet the central bank’s 2% objective. 

 The Reuters Tankan business sentiment survey shows a sharp improvement in the non-

manufacturing sector. The Diffusion Index (DI), which measures the percentage of 

companies saying conditions are good less the percentage saying they are poor, increased 

from +12 to +13 for manufacturers and up sharply from +25 to +33 for non-manufacturers. 

The retail sector index jumped from 0 to +22 the strongest reading since last June 

indicating a strong rebound in consumer sentiment.  

 

EUROPE 

 The initial estimate Eurozone composite purchasing managers’ index (PMI), measuring 

activity in both manufacturing and services sectors, unexpectedly fell from 53.9 in April to 

53.4 in May, although still above the expansionary 50 level. The decline was led by the 

service sector PMI which fell from 54.0 to 53.3 the lowest in four months. Among the 



 

 

composite PMI sub-indices the forward-looking new orders index eased from 53.9 to 53.4. 

However, there were some bright spots: The hiring intentions index increased to a four-

year high of 52.3 and the output prices index increased to the highest since late 2011 

signaling an easing in deflationary pressure. The data is consistent with second quarter GDP 

growth of 0.3% quarter-on-quarter.   

 Germany’s initial estimate composite purchasing managers’ index (PMI), measuring activity 

in both manufacturing and services sectors, fell for a second straight month from 54.1 in 

April to 52.8 in May. Although still above the expansionary 50 level both manufacturing and 

services PMIs fell sharply from 54.3 to 52.7 and from 54.0 to 52.9. However, the composite 

input price index was strong at 54.8 due to rising wage costs, a weak euro and higher oil 

prices, alleviating deflation concerns. The overall data is nonetheless slightly disappointing 

pointing to German GDP growth in the second quarter (Q2) of around 0.3% quarter-on-

quarter unchanged from the subdued Q1 reading.  

 Recent polls show that 70% of Greek people want to stay in the Eurozone. Moreover polls 

show waning support among Greeks for the government’s debt negotiation strategy, falling 

from over 75% in February to just 35% in May. Greek sentiment suggests some capitulation 

by the Greek government is likely prior to the debt repayment deadlines in June when €1.6 

billion needs to be repaid to the IMF and in July when €3.5 billion needs to be repaid to the 

ECB. The government may unilaterally change its negotiation stance or may be forced to 

enter either a referendum or a general election. Either way Greek capitulation is likely, 

albeit at the 11th hour.  

 

UNITED KINGDOM 

 UK retail sales increased sharply in April, up 1.2% month-on-month well above the 0.4% 

consensus forecast and more than reversing the -0.7% decline in March. Moreover, 

excluding volatile petrol sales, retail sales also increased by 1.2% on the month up from 

0.0% in March. The uptick in retail sales was broad-based and likely to show a strong 

upward trend in the months ahead helped by rising wages, lower food and energy prices, 

and rising consumer confidence. Unfortunately however, deflationary pressures were still 

evident with the implied sales deflator falling by around -3.2% year-on-year.  

 UK consumer price inflation (CPI) fell from 0.0% year-on-year in March to -0.1% in April 

below the 0.0% consensus forecast and the first negative reading since the current data 

series began in 1996. However, the CPI decline is attributed to once-off adjustments in sea 

and air travel prices. The Bank of England (BOE) had been predicting that CPI would turn 

negative at some point in 2015 but only temporarily. The chancellor George Osborne 

stressed that negative CPI should not be mistaken for “damaging deflation”, rather “we 



 

 

should welcome the positive effects that lower food and energy prices bring for households 

at a time when wages are rising strongly.”  

 

FAR EAST AND EMERGING MARKETS  

 The Central Bank of Nigeria as expected left the benchmark interest rate unchanged at 

13.0% although key changes to the cash reserve requirement (CRR) amounted to an 

effective tightening in monetary policy. The CRR for the private sector was raised from 20% 

to 31% to bring it in line with the public sector. The tightening in monetary policy together 

with increased confidence following a smooth election should bring some reprieve to the 

naira which has depreciated sharply over the past year. However, with crude oil exports 

generating over 90% of Nigeria’s foreign exchange earnings the naira is especially 

vulnerable to a renewed decline in the oil price.   

 In his State of the Economy address Ghana’s Finance Minister Terkper announced that 

current policies would restore the economy to strong growth in the medium-term. In the 

meantime however, Ghana’s government with the help of the IMF-backed programme is 

aiming to reduce the massive budget deficit which reached 9.3% of GDP in 2014. The 

budget deficit is attributed to a bloated wage bill. In his address Terkper forecasts the 

wage bill will reduce from 8.3% of GDP in 2014 to 7.7% in 2015 and that GDP growth will 

recover from an expected 3.7% in 2015 to 9.2% by 2017 by which time the budget deficit 

will have shrunk to 3.7% of GDP. The economic projections may be too optimistic given the 

weak outlook for commodities and the uncertainty around upcoming elections in late 2016. 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 8.47 

JSE Fini 15  + 11.24 

JSE Indi 25  + 9.51 

JSE Resi 20  + 2.64 

R/$   - 3.99 

R/€   + 6.91 

R/£   - 2.70 



 

 

S&P 500  + 3.41 

Nikkei   + 16.98 

Hang Seng  + 18.59 

FTSE 100  + 6.13 

DAX   + 18.24 

CAC 40   + 19.76 

MSCI Emerging  + 8.26 

MSCI World  + 5.51 

Gold   + 2.04 

Brent Crude  + 14.29 

 

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/$12.15 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. This view is corroborated by the “downward flag” of the Dow Jones index, which is 

also associated with an upward break-out.  

 

 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 broken to new highs exceeding the 55,000 level for the first time 

indicating a continuation of the long-term upward trend.  

 

BOTTOM LINE 

 One of the questions most frequently asked in today’s financial markets relates to the 

future of crude oil prices. Calling this correctly will add significant value to investment 

performance. A low oil price would reduce company production costs, lift profit margins 

and company earnings, provide households with increased disposable income, and lower 

inflationary pressure thereby enabling interest rates to remain lower for longer. A lower oil 

price would be unequivocally bullish for South Africa’s equity markets. There is a strong 

probability of renewed oil price declines in the second half of the year. 

 

 OPEC production continues to rise. Saudi’s output in 2015 is likely to increase by 8% from 

last year’s level. Iraqi output is also rising and Russia’s output jumped to record levels in 



 

 

March and April. Iranian exports are likely to hit the market in the second half of the year 

adding around 0.75 million barrels per day (mbd) to global supply. The level of OPEC and US 

inventories are at record highs.  

 

 Since 2011 US crude oil production has nearly doubled making the US the swing global oil 

producer. With Saudi Arabia willing to flood the oil market at any cost the oil price will be 

driven over the longer-term by free market economics rather than OPEC. The price of oil 

will be determined on the supply-side by the break-even cost, currently estimated at 

around $60. Technological improvements are bringing the marginal cost of oil production 

steadily lower. Industry analysts estimate that shale production costs could reduce by a 

further 30% in the next few years.  

 

 Shale production rigs can be fully mobilised to begin production within a month. In addition 

production in shale formations occurs quickly with the bulk of total output over the first 

two years of production rather than the decades it takes with conventional production. The 

quick response ability of shale producers profoundly changes the supply-side of the oil 

industry and will cap any substantial advance in the oil price. While total rig counts in the 

US have dropped by around 60% since the collapse in the oil price, they could resume just 

as quickly.  
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