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SOUTH AFRICA ECONOMIC REVIEW 

 The rand continued its gains for a fifth straight week, boosted by a larger than expected 

trade surplus for June and weak US GDP data which pushes back the timing for Fed rate 

tightening. Market optimism that ANC election losses will prompt a change in the party’s 

leadership has helped the rand’s performance in recent weeks. (See Bottom Line for more 

detailed analysis). Over the week the rand appreciated against the US dollar, euro and 

pound from R/$14.32 to 13.86, from R/€15.72 to 15.50, and from R/£18.74 to 18.41. The 

rand also gained versus most emerging market currencies, appreciating against the Mexican 

peso (+2.4%), Argentinian peso (+0.9%), Brazilian real (+1.1%), Indian rupee (+0.4%), 

Malaysian ringgit (+0.8%), Indonesian rupiah (+0.5%), and Philippian peso (+0.7%). The ten-

year R186 government bond yield fell slightly from 8.80% to 8.74%.  

 

 The Barclays manufacturing purchasing managers’ index (PMI) fell slightly from an elevated 

53.7 in June to 52.5 in July, although still firmly above the key 50-level which demarcates 

expansion from contraction. Although, among the sub-indices, the business activity index 

fell from 54.3 to 49.5 other indices performed strongly. The forward-looking new orders 

index increased from 54.3 to 54.4 and the future conditions index, measuring expected 

conditions in six months’ time, increased from 52.9 to 55.4. The employment index gained 

from 50.1 to 52.6 its highest level in over six years. Meanwhile the prices index fell from 

81.4 to 72.1 indicating an easing in inflationary pressure. The overall data reinforces the 

recent trend of above-50 PMI, consistent with solid annualised growth in manufacturing 

output of around 4.5-5.5%.  

 

 The trade surplus fell from R18.4 billion in May to R12.5 billion in June but well above the 

R8.8 billion forecast. A decline had been expected following May’s all-time record and with 

its exclusion the June surplus would have been the highest since late 2010. In June 

vegetable and machinery exports increased on a month-on-month basis by 20% and 4.0%. 

Precious metal exports fell -3.0%, which is nonetheless impressive given the 49.1% increase 

in May. The improving trade data may prompt economists to lower their current account 

deficit forecast for 2016.  

 

 The prices of unleaded and leaded petrol will be cut on Wednesday 3rd August by 99 cents 

per litre amounting to a significant 7.6% month-on-month decline. The fuel price cut, 

enabled by lower oil prices and a stronger rand, will have positive repercussions for 

inflation. Consumer price inflation (CPI), after rebounding from 6.1% year-on-year in May to 



 

 

6.3% in June is likely to decelerate during July and August to 5.9% back within the SA 

Reserve Bank 3-6% target range. Although the inflationary respite is likely to be short-lived 

with CPI expected to move back above 6% at the end of the year due to the base effect of 

comparatively weak year-ago readings, there should be a sustainable return to target range 

by mid-2017. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Local government elections: Due Wednesday 3rd August. The election results will come in on 

Thursday 4th August with final results likely to be announced on Friday 5th. The polls 

indicate that the ANC’s majority at a national level is set to slip further amid an 

increasingly unpopular president, divided party, and weak economy. Growing uncertainty 

among the ANC electorate will exacerbate apathy of ANC voters while the potential for big 

gains will encourage voter turnout amongst opposition voters. (See Bottom Line for more 

detailed analysis). 

 Electricity production and consumption growth: Due Thursday 4th August. Eskom has been 

able to produce more electricity in recent months as more units come on-stream at Kusile 

and Medupi power stations. Electricity, generated and available for distribution, increased 

in May by 1.0% year-on-year. A similar growth rate is expected in June. However, the lack 

of power outages may also be attributed to falling consumption, which in May fell by -0.8% 

on the year.   

 

GLOBAL 

 Markit’s global manufacturing purchasing managers’ index (PMI) increased from 50.4 in 

June to 51.0 in July the highest since November and above the key 50-level which 

demarcates expansion from contraction. The Global manufacturing PMI has been boosted by 

China’s Caixin PMI which increased from 48.6 to 50.6, the US PMI which increased from 51.3 

to 52.9 and a stabilization in Japan’s recent downtrend. Brexit has had negligible impact 

outside the UK, which suffered a sharp PMI decline from 52.1 to 48.2. The Eurozone PMI fell 

slightly but still remains in steady expansionary territory. Markit’s emerging market 

manufacturing PMI increased from 49.3 to 50.3 its highest level in 17 months, driven by 

gains in China, Brazil and India. Overall, the global PMI is consistent with global GDP growth 

of around 3%, similar to its recent average and the IMF’s 3.1% forecast for 2016.  

 



 

 

NORTH AMERICA 

 As expected the Federal Reserve (Fed) left its monetary policy unchanged, although its 

policy statement hinted at a rate hike before year-end. The policy statement cited strong 

job gains in June and strong growth in household spending, while noting that “near-term 

risks to the economic outlook have diminished.” The UK EU referendum had justified a 

pause in monetary tightening at the Fed’s June policy meeting. However, since there has 

been negligible Brexit contagion in financial markets, the Fed may resume its rate 

tightening cycle at the September policy meeting. Assuming solid payroll data for July, 

Janet Yellen is likely to use the Jackson Hole central bankers’ symposium on 26th August as 

the platform to signal a September rate hike. 

 Initial jobless benefit claims climbed in the past week from 252,000 to 266,000. However, 

the trend remains strong with a sub-300,000 reading for 73 consecutive weeks the longest 

winning streak since 1973. The less volatile four-week moving average of continuing claims 

continued to fall from 2.142 million to 2.135 million indicating a robust labour market. The 

data precedes the July non-farm payroll numbers due for release on Friday. According to 

consensus forecast non-farm payrolls are expected to grow by 180,000 down from June’s 

unexpectedly strong 287,000 but still on track to reduce the unemployment rate from 4.9% 

to 4.8%.  

 GDP grew in the second quarter (Q2) by just 1.2% quarter-on-quarter annualised well below 

the 2.5% consensus forecast. However, the shortfall is almost entirely due to the decline in 

inventories which subtracted 1.2 percentage points from the headline GDP figure. While 

business fixed investment was also weak subtracting 0.5 percentage points from GDP, 

household spending rebounded strongly. Private consumption increased 4.2% annualised 

while government consumption fell -0.9%. While the headline GDP number was 

disappointing inventory levels are volatile and tend to revert to the mean, which suggests a 

rebound in GDP growth in Q3. GDP growth of around 2-2.5% is expected in the second half 

of the year.  

 Durable goods orders fell in June by -4.0% month-on-month the biggest drop since August 

2014 and worse than the -1.4% consensus forecast. The decline is attributed to notoriously 

volatile defence orders which fell -20.7% on the month and non-defence aircraft orders 

which fell -58.8%. More encouragingly, core capital orders, excluding these volatile items, 

increased 0.2% on the month following earlier declines of -0.5% in May and -0.9% in April. 

Although the core orders number is positive it falls short of the 0.3% consensus forecast and 

does little to dispel the weak business spending outlook. 

 

CHINA 



 

 

 The official manufacturing purchasing managers’ index (PMI) fell slightly from 50.0 in June 

to 49.9 in July below the key 50-level, which separates expansion from contraction, for the 

first time since February. Among the sub-indices the forward-looking new orders and new 

export orders indices fell from 50.5 to 50.4 and from 49.6 to 49.0. However, the input 

prices index gained from 51.3 to 54.6 indicating an easing in deflationary pressure. While 

moderately disappointing the data is unlikely to prompt further substantial monetary 

easing. The People’s Bank of China is mindful of the risks of excessive financial leverage 

and the growing property price bubble.  

 

 In contrast to the official purchasing managers’ index (PMI) the Caixin/Markit 

manufacturing PMI increased sharply from 48.6 in June to 50.6 in July the first reading 

above the expansionary 50-level since January 2015. The contrast between the official and 

Caixin PMIs is explained by the government’s focus on heavier industries while the Caixin 

survey mostly covers light industries. Heavy industries may have benefitted over the short-

term from government-led fiscal stimulus but over the longer-term face overcapacity 

problems and will contract as the government transitions the economy from investment-led 

to consumer-led growth.  

 

 

JAPAN 

 The Bank of Japan’s (BOJ) monetary policy stimulus fell short of expectations. While 

doubling the annual rate of exchange trade fund (ETF) purchases from ¥3 trillion to ¥6 

trillion, interest rates and the ¥80 trillion per year government bond purchase programme 

were left unchanged. The BOJ also maintained that it would meet its 2% inflation target by 

fiscal 2017 indicating little urgency to change current monetary policy settings. However, 

BOJ governor Haruhiko Kuroda instructed his staff to prepare for a comprehensive 

assessment of the central bank’s policies at the next policy meeting on 21st September, 

which raises the potential for bolder easing next month.  

 

EUROPE 

 Eurozone GDP grew in the second quarter (Q2) by 0.3% quarter-on-quarter down from 0.6% 

in Q1 but in line with expectations. Among individual countries, German and Italian data 

will only be released on 12th August. However, French Q2 GDP growth was disappointing at 

0.2% while Spanish GDP was relatively buoyant at 0.7%. Eurozone GDP growth is likely to 

maintain its slowing trajectory in the second half of the year. Forward-looking purchasing 

managers’ indices indicate a declining trend. Brexit uncertainty is likely to weigh on 

business and in turn consumer confidence.  



 

 

 

 The European Commission recommended that the European Council cancel the fines 

imposed on Spain and Portugal for missing their deficit reduction targets. The European 

Council is not obliged to accept the recommendations and may still impose the fines which 

could be as high as 0.2% of GDP. However, it is highly likely that the recommendations will 

be adopted due to economic factors beyond the control of the Spanish and Portugese 

governments including Brexit uncertainty and the weak global economy. Moreover, the EU 

authorities will be keen to appease growing anti-European sentiment.  

 

 

UNITED KINGDOM 

 With concrete post-Brexit data at hand the Bank of England (BOE) is expected to announce 

monetary stimulus measures when it concludes its policy meeting on Thursday 4th August. In 

addition to deteriorating consumer confidence data, economic surveys including purchasing 

managers’ indices and the Confederation of British Industry (BCI) Industrial Trends Survey, 

indicate growing pessimism among firms. The BOE is expected to cut the key Bank rate by 

25 basis points and increase its asset purchase programme by around £100-150 billion.  

 

 The GfK consumer confidence index fell from -1 in June to -9 in July in the initial “flash” 

estimate and even lower to -12 in the final estimate, reflecting a deepening post-Brexit 

knock to consumer confidence. The decline is the largest since October 1989. With the 

exception of households’ intent to make major purchases over the next 12 months all 

consumer confidence sub-indices were revised lower in the final estimate. Given the 

importance of household expenditure to UK GDP, the latest data suggests an imminent UK 

recession which is likely to be more protracted than previously expected. The UK is 

expected to enter a mild recession from the third quarter until the end of 2017.  

 

 

FAR EAST AND EMERGING MARKETS 

 Thailand’s consumer price inflation (CPI) was unexpectedly low in July registering a -0.35% 

month-on-month decline. On a year-on-year basis CPI increased just 0.10% well below the 

0.50% consensus forecast raising concerns of a return to deflation. CPI averaged -0.9% in 

2015. The Bank of Thailand said at its last policy meeting that it wants to keep its options 

open given the uncertain impact from Brexit and weak global economic outlook. The latest 

inflation data signals the likelihood of a 25 basis point rate cut in the second half of the 

year, reducing the rate from 1.50% where it has been since April last year to 1.25%.  

 



 

 

 India’s monsoon rainfall so far this year is 1% above the long-term average according to the 

India Meteorological Department. Over 80% of the country have received normal to excess 

rainfall, which after two years of El-Nino inflicted droughts bodes well for crop harvests. 

High food price inflation is largely to blame for the recent uptick in consumer price 

inflation (CPI), which increased in June to its highest level since August 2014. CPI should 

decelerate amid better rainfalls and lower food price inflation paving the way for the 

Reserve Bank of India to announce a further 25 basis point rate cut in the second half of the 

year.  

 

 Australia cut its benchmark interest rate by 25 basis points to a new all-time low of 1.5%. 

The rate cut follows unusually weak inflation data. Consumer price inflation (CPI) fell from 

1.3% year-on-year in the first quarter (Q1) to 1.0% in Q2 its lowest since 1999. CPI is well 

below the Reserve Bank of Australia’s (RBA) 2-3% target band. The RBA had been concerned 

that easier monetary policy was fueling an unsustainable property bubble but recent data 

indicates a slowdown in mortgage growth and house price growth. According to RBA 

governor Glenn Stevens, “the likelihood of lower rates exacerbating risks in the housing 

market has diminished”. 

 

 Singapore’s electronics output growth increased in June by a substantial 19.7% year-on-year 

up strongly from the average 7.3% growth over the preceding three months. The rebound in 

electronics production is attributed to growing demand in China for lower-end smartphones 

and rising demand for parts and components ahead of new smartphone model launches in 

the third quarter. The data bodes well for a pick-up in the technology cycle in the second 

half of the year. Singapore’s semiconductor output grew in June by 39.1% on the year. 

 

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 4.80 

JSE Fini 15  + 1.30 

JSE Indi 25  - 2.02 

JSE Resi 20  + 24.60 

R/$   + 11.28 

R/€   + 8.25 

R/£   + 23.09 



 

 

S&P 500  + 6.21 

Nikkei   - 12.60 

Hang Seng  + 0.98 

FTSE 100  + 7.23 

DAX   - 3.84 

CAC 40   - 4.91 

MSCI Emerging  + 11.13 

MSCI World  + 3.30 

Gold   + 27.51 

Platinum  + 30.02 

Brent Crude  + 12.55 

 

TECHNICAL ANALYSIS 

 The rand has rallied sharply following the Brexit vote and the ensuing likelihood that the 

Fed will refrain from hiking interest rates until 2017. The rand has strengthened below key 

resistance at R/$14.15 opening targets of R/$13.75 and R/$13.50. The rand is now 

comfortably below the 50-, 100- and 200-day moving averages. A sustained push below all 

three would indicate a major trend reversal.  

 

 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. 

 

 Following the Brexit vote the British pound hit its weakest level against the US dollar since 

1985. The £/$1.30 level provides key support, which if broken would open up a Fibonacci 

projected target of £/$1.20-1.24. 

 

 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 1.6% confirming 

that the major bull trend in US bonds is likely to continue as the deleveraging phase is still 

in its early stages. 

 

 The benchmark R186 SA Gilt yield has compressed to its lowest level since “Nenegate” last 

year falling below key resistance at 9.0%. The yield is now testing the bottom of the 

current consolidation channel at 8.5%, which if broken will target a yield of 8.0%.  

 

 The MSCI World Equity index has broken downward from a rising trend-line which has been 

intact since the 2008/09 global financial crisis. Given the magnitude and duration of the 

2009-2015 bull market the overall correction is likely to reach a downside target for the 

MSCI World Equity index of 1,400.  

 

 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 is likely to have just occurred. The next major wave down will 

complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur between mid-2016 and mid-2017.  

 

 The S&P 500 index has broken to new record highs but the rally is not being confirmed by 

momentum indicators, which suggests the market is overbought and in danger of 

correction. A further negative signal is that the Dow Jones Transport Index, traditionally a 

lead indicator for the broader market, is underperforming the broader index.  

 

 Despite this year’s price rally Brent crude’s break below the key $30 support level in 

February suggests a continuation of the weakening long-term trend to a downside $25 

target. Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. Despite its recent rally the copper price broke below 

the key $4,500 support level in February suggesting further downside ahead.   

 

 Gold has developed an inverse “head and shoulders” pattern, which indicates further 

upward momentum and a test of the $1400 target level.  

 

 The JSE All Share index is testing an important resistance line but if this remains unbroken 

the index is likely to move back below the 24-month moving average at 50,700 in turn 

opening a downside target of 45,000 and an ultimate target of 43,000.  

 

BOTTOM LINE 



 

 

 SA’s local government elections on 3rd August are expected to be the most closely 

contested since the country’s democratic transition. In the 2004 national elections the ANC 

held 69.69% of the national vote, falling to 65.7% and then 62.0% in the 2006 and 2011 local 

government elections.  

 

 In 2011 the ANC lost just one of the eight metropolitan municipalities (metros), losing Cape 

Town to the DA. According to the latest IPSOS poll the DA continues to have an unassailable 

lead in Cape Town, and the ANC is losing its majority support in three additional metros.  

 

 IPSOS’s latest poll shows that compared with the previous week the DA stayed ahead at 42% 

in Nelson Mandela Bay (Port Elizabeth), while the ANC moved from 27% to 28%. In Tshwane 

(Pretoria), the DA moved from 39% to 40% and the ANC from 25% to 23%. In Johannesburg 

the DA moved from 35% to 36% leaving the ANC unchanged at 31%. 

 

 The results will be come in on Thursday 4th August with final results likely to be announced 

on Friday 5th. The polls indicate that the ANC’s majority at a national level is set to slip 

further amid an increasingly unpopular president, divided party, and weak economy. 

Growing uncertainty among the ANC electorate will exacerbate apathy of ANC voters while 

the potential for big gains will encourage voter turnout amongst opposition voters.  

 

 After the election results are announced local councils will have two weeks to announce 

coalition governments. While the DA could potentially form coalition governments in Nelson 

Mandela Bay and Tshwane without the EFF, a coalition between the two parties is a distinct 

possibility for Johannesburg.  

 

 Market optimism that ANC election losses will prompt a change in the party’s leadership has 

helped the rand’s performance in recent weeks.  

 

 However, the election poses significant risks including the willingness of parties and voters 

to accept the election results. After 22 years with a virtual monopoly on power ANC losses 

may prompt unrest.  

 

 The results may usher-in a change in ANC leadership but this will likely be preceded by 

increased factional infighting within the party. Local government coalition negotiations, 

especially between unlikely partners such as the DA and EFF, also contain significant risk.  

 

 While the rand has appreciated sharply since the start of the year against the US dollar, 

sterling and euro with respective gains of +6.78%, +8.69% and +5.99% in the past month 



 

 

alone, the risk of unrest in the post-election period may cause some of this currency 

outperformance to unravel.  
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