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SOUTH AFRICA ECONOMIC REVIEW 

 Following its strong +R4.9 billion trade surplus in May the trade balance unexpectedly 

recorded a follow-up surplus of +R5.8 billion in June well ahead of the –R1.5 billion 

consensus forecast deficit. The cumulative deficit for the first half of 2015 is –R24.6 billion 

compared with –R46.77 billion for the same period last year. During the month of June 

exports increased by 12.9% year-on-year while imports increased 5.0%, and over the second 

quarter exports increased 12.3% on the year in contrast to a -0.3% decline in imports. 

Exports should maintain their positive momentum during the second half of the year as 

external demand from key developed markets continues to improve, although load shedding 

may affect local manufacturing and mining output. Lower commodity prices may also have 

a detrimental effect on mining exports although on the flipside the value of oil imports will 

be suppressed by the sharply lower oil price.  

 Foreign investors were net sellers of –R2.85 billion worth of bonds and -R0.53 billion worth 

of equities in the past week. While turning negative towards SA’s equity markets 

foreigners’ contribution to total equity market traded volume increased to 44.9% from 

27.9% the previous week, above the year-to-date average of 39.1%. Foreign equity selling 

was concentrated in the financial sector followed by the property sector, while net buying 

was noted in the industrial sector followed by the resources sector. For the year-to-date 

foreign net buying of bonds and equities amounts to R15.90 billion and R35.37 billion 

respectively.  

 Despite the SA Reserve Bank’s recent 25 basis point interest rate hike on the 23rd July the 

rand continued to depreciate in the past week, extending its losses against the US dollar to 

-9.5% since the start of the year and to -15.75% over the past 12 months. The rand is 

trading at its lowest against the US dollar in 14 years with further losses expected due to a 

combination of rising budget and current account deficits and heavy reliance on foreign 

portfolio inflows. The rand is especially vulnerable to any change in sentiment in foreign 

bond investors who currently own over 40% of SA’s sovereign bond issuance. The rand is 

expected to depreciate further in the lead-up to and following the Federal Reserve’s 

expected interest rate hike in September, as interest rate normalization in the US lessens 

the attraction of higher emerging market yields.  

 Producer price inflation (PPI) increased slightly from 3.6% year-on-year in May to 3.7% in 

June below the 3.9% consensus forecast. The more moderate than expected PPI increase is 

attributed to food manufacturing inflation which increased just slightly from 5.3% to 5.4% in 



 

 

spite of the drought-induced spike in maize prices. However, the lag between crop prices 

and food manufacturing inflation tends to be difficult to predict and may be longer than 

expected during the current cycle. As a result PPI is expected to accelerate in coming 

months feeding through to higher CPI, which is likely to breach the upper end of the SA 

Reserve Bank’s 3-6% target range by the end of the year.  

 Growth in private sector credit extension (PSCE) decelerated from 9.4% year-on-year in May 

to 8.1% in June well below the 9.3% consensus forecast. The slowdown is attributed to 

corporate sector credit extension which slowed from 16.0% to 12.9% due primarily to a 

slowdown in the general loans and advances category which contributes about 45% of all 

corporate sector credit. On the other hand growth in household credit extension increased 

slightly from 3.2% to 3.5%. Growth in household general loans and advances which is 

comprised mainly of unsecured credit increased strongly from 3.2% to 4.9% the fastest rate 

since early 2014.  

 The Quarterly Labour Force Survey (QLFS) reported that unemployment unexpectedly fell 

from 26.4% in the first quarter (Q1) to 25.0% in Q2. The 107,000 increase in the size of the 

labour force was outweighed by a 198,000 increase in employment with the formal sector 

adding 39,000 payrolls and the informal sector adding the bulk at 117,000. The agricultural 

sector lost -22,000 jobs. Although the labour report is encouraging it seems to contradict 

recent macroeconomic data which has been signaling an increase in unemployment over the 

quarter. Stats SA, which prepares the QLFS data, itself admitted reservations over the 

accuracy of the data due to the introduction of a new sampling methodology at the start of 

the year.  

 Vehicle sales have been slow since the start of the year with recent declines recorded in 

both passenger and commercial vehicles. The fall in new vehicle sales accelerated on a 

year-on-year basis from -4.8% in June to -6.1% in July attributed to the impact of rising 

interest rates and weakening consumer and business confidence. Passenger sales fell -8.8% 

marking the fifth straight annual decline despite most dealers offering sales incentives. 

Commercial vehicle sales fell by -0.1% with light commercial vehicles gaining 0.7% but 

medium and heavy commercial vehicles falling by -1.6% and -6.3%. The outlook for 

domestic vehicle sales remains clouded by slow economic growth, weak credit demand, 

high household indebtedness, and poor employment prospects. A bright spot is that total 

exports remained strong rising 24.4% on the year with passenger vehicle and commercial 

exports rising 52.7% and 11.7% respectively. 

 The BER manufacturing purchasing managers’ index (PMI) unexpectedly maintained its June 

level finishing unchanged in July at 51.4 above the key 50 level which demarcates 

expansion from contraction. The PMI reading is encouraging given the impact of severe 

electricity shortages during the month. However, while the output sub-index climbed 



 

 

strongly from 51.7 to 53.7 the forward-looking new orders index fell below the 

contractionary 50 level to 49.8 signaling a fall in both export and domestic orders.  

 

SOUTH AFRICA POLITICAL REVIEW 

 Parliament debated the controversial Expropriation Bill which will replace the Expropriation 

Act of 1975. The Bill drew strong criticism from the Cape Chamber of Commerce and the 

Banking Association of SA (BASA) on the grounds that it gives the state excessive powers to 

expropriate land and property without paying full market value compensation. BASA was 

especially critical of the clause that government is only required to pay 80% of a property’s 

market value, saying that this would expose mortgage bond debtors to substantial financial 

risk. However, law firm Webber Wentzel although reporting several shortfalls in the Bill 

also confirmed that these could be easily remedied through relatively small amendments.  

 Gold producers made their final wage offer to the mining unions. As well as being well 

below the 150% increase being demanded by the Association of Mineworkers and 

Construction Union (AMCU) the wage offer also stipulates that in order to be validated it 

must be accepted collectively by all four of the representative unions. The collective 

stipulation is designed to prevent AMCU, which controls around 30% of membership across 

the sector, from disrupting the final wage agreement. While the sharp decline in the gold 

price may encourage AMCU to be more compliant there is a high probability that the union 

will reject the current offer, raising the likelihood of eventual strike activity.  

 Tourism is a vital component of the SA economy contributing around 10% of GDP in addition 

to providing substantial export revenue and employment opportunities. However, new visa 

regulations introduced by the Department of Home Affairs have caused a sharp decline in 

visitors especially from China where numbers have declined by -38% compared with last 

year. Tourism Minister Derek Hanekom publicly stated his concern over the impact of new 

visa regulations. The requirement for visitors to provide biometric data means visitors must 

apply for visas in person which is difficult in vast countries like China with only two visa 

processing centres. While the Home Affairs Minister has refuted Hanekom’s remarks it is 

hoped that there may be some softening in the biometric data requirement.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Gross foreign reserves. Due Friday 7th August. Gross foreign reserves are expected to 

decrease slightly from $46.83 billion in June to $46.16 billion in July due to downward 

pressure from a lower gold price.  



 

 

 

NORTH AMERICA 

 As expected the Federal Reserve kept interest rates on hold but indicated in its 

accompanying policy statement that it is moving closer to its first interest rate hike in 6 ½ 

years, widely anticipated to be implemented in September. The Federal Open Market 

Committee (FOMC) statement upgraded its assessment of the labour market noting “solid 

job gains and declining unemployment” and a decline in the underutilization of labour 

resources. The FOMC staff’s economic projections forecast the fed funds interest rate, 

currently at 0-0.25%, will rise to 1.3% by the fourth quarter (Q4) 2016 and 2.1% by Q4 2017. 

The same forecast puts GDP growth at 2.4% in 2016 declining to 1.9% in 2018, while core 

inflation excluding food and energy will rise gently from the current 1.3% to 1.5% by end 

2016 and just under 2.0% by end 2018. The outlook suggests a mild inflation and interest 

rate environment albeit higher than the current zero interest rate policy accommodation.  

 First quarter (Q1) GDP growth was revised upwards from a previously reported contraction 

to 0.6% quarter-on-quarter annualized. The initial estimate of Q2 GDP growth was 2.3% 

below the 2.5% consensus forecast and well below the 3.0% which some economists had 

forecast. The contribution from equipment and residential investment and from net trade 

was weaker than expected with equipment investment falling -4.1% in contrast to the 3.5% 

consensus forecast increase. However, personal consumption increased 2.9% ahead of the 

2.7% consensus forecast. Personal consumption of goods and services increased by 7.3% and 

2.1% respectively supported by a 3.9% increase in nominal compensation and 1.6% increase 

in real disposable income, as well as a decline in the savings rate from 5.2% in Q1 to 4.8% in 

Q2. An improving labour market and rising wages combined with sharply lower oil prices 

should continue to boost household consumption during the second half of the year. 

Household consumption comprises over two-thirds of US GDP.  

 The Chicago manufacturing purchasing managers’ index (PMI), which due to its early 

release is closely watched as a lead indicator of countrywide activity, increased sharply 

from 49.4 in June to 54.7 in July starting the quarter well above the expansionary 50 level. 

The index is at its highest since January helped by a strong gain in the production sub-index 

from 49.8 to 61.8 and the forward-looking new orders sub-index from 51.7 to 58.5. The 

prices paid sub-index gained by a smaller margin from 53.3 to 54.5 indicating a continued 

absence of inflationary pressure. The data bodes well for an improvement in GDP growth in 

the third quarter.  

 

CHINA 



 

 

 China’s official manufacturing purchasing managers’ index (PMI) unexpectedly fell from 

50.2 in June to 50.0 in July the lowest in five months and below the 50.2 consensus 

forecast. Among the sub-indices the forward-looking new orders index fell from 50.1 to 

49.9, the new export orders from 48.2 to 47.9, the imports index from 48.0 to 47.8, and 

the input price index from 47.3 to 44.7 fueling anxieties over deflation. The Caixin/Markit 

manufacturing PMI fell from 49.4 to 47.8 the lowest since July 2013, marking the fifth 

straight month below the key 50 level which demarcates expansion from contraction. The 

official PMI focusses on larger firms which tend to benefit from more favourable access to 

credit and greater infrastructure expenditure. The data signals a continuation of the 

weakening economic outlook.  

 

JAPAN 

 The June household survey indicates a tightening labour market which bodes well for wage 

growth and rising inflation. The jobs/ applicants ratio registered 1.19 in June equal to the 

May reading and the highest since 1992. However, real household spending fell by -2.0% 

year-on-year well below the +1.9% consensus forecast increase. Inflation data was also 

underwhelming with consumer price inflation (CPI) excluding perishables just 0.1% year-on-

year unchanged from May’s level. The likelihood of the Bank of Japan (BOJ) achieving its 

2.0% CPI target seems increasingly remote and suggests that the BOJ will need to increase 

the scope and/or scale of its Quantitative and Qualitative Easing (QQE) programme at some 

stage. An increase in the QQE programme would be extremely positive for the equity 

market especially if as expected there is a greater emphasis on the purchase of exchange 

traded funds.  

 

EUROPE 

 After being shut for five weeks during the debt crisis the Athens stock exchange reopened 

on Monday. The Athens stock index lost -22.8% in early trading but recovered some of its 

losses tempering its decline on the day to -16%. Bank shares fell especially sharply due to 

the impact of capital controls with bell-weather stock National Bank of Greece falling -30% 

within a few minutes of the opening. Greece’s manufacturing purchasing managers’ index 

(PMI) fell from 46.9 in June to 30.2 in July its lowest reading on record and far below the 

contractionary 50 level, illustrating the extent to which capital controls affected the 

economy. The IMF has announced that it will not participate in a new bailout programme 

unless the government agrees to implement key structural reforms and Eurozone creditors 

offer debt relief.  

 



 

 

 The Eurozone July manufacturing purchasing managers’ index (PMI) was unexpectedly 

revised upwards from 52.2 to 52.4 in spite of the Greek debt crisis, further exceeding the 

expansionary 50 level. The improved reading was helped by an upward revision to 

Germany’s PMI from 51.5 to 51.8 due to stronger output and new orders sub-indices than 

previously estimated. Italy was a standout performer with its PMI revised sharply higher 

from 54.1 to 55.3 the highest in over four years, attributed to the boost from a weaker 

euro.  

 

 Spain’s GDP grew in the second quarter (Q2) by 1.0% quarter-on-quarter up from 0.9% in Q1 

and on a year-on-year basis by a robust 3.1% up from 2.7% in Q1 marking the fastest rate of 

growth on a quarterly and annual basis since Q1 and Q4 2007 respectively. Recent leading 

economic indicators including the EC Economic Sentiment Indicator suggest the rate of GDP 

growth will be maintained during the second half of the year. There is substantial spare 

capacity with unemployment at 22.4% and GDP still around -4% below its peak in Q2 2008 

which suggests the economic recovery may continue for some time to come.  

 

UNITED KINGDOM 

 UK mortgage approvals increased strongly from an upwardly revised 64,800 annual rate in 

May to 66,600 in June beating the 66,000 consensus forecast while mortgage lending 

increased from an upwardly revised £2.4 billion to £2.6 billion the highest level since July 

2008. Consumer credit extension also grew strongly from an upwardly revised £1.1 billion to 

£1.2 billion reflecting rising consumer confidence. The data bodes well for continued 

upward momentum in home prices and a rebound in household consumption expenditure 

during the second half of the year.  

 

FAR EAST AND EMERGING MARKETS  

 Taiwan’s GDP grew in the second quarter (Q2) by 0.64% year-on-year substantially below 

the 2.6% consensus forecast. Weak exports subtracted -0.9 percentage points from the GDP 

figure due to slower demand from China and weakening global demand for electronic 

products. On a quarter-on-quarter annualized basis Taiwan’s GDP contracted -2.0% marking 

the sharpest decline since the 2008/09 global financial crisis. The data mirrors deepening 

economic weakness across industrialised Asian economies. The outlook for Taiwan’s GDP 

growth is constrained by the overhang of large inventories of electronics products although 

signs of a pick-up in consumer demand from the US and Eurozone should have a positive 

impact in the second half of the year. The weak GDP data should push back the anticipated 



 

 

hike in interest rates with the central bank likely to keep the benchmark rate unchanged at 

1.875% until at least Q2 2016.    

 As anticipated the Reserve Bank of India (RBI) kept the benchmark interest rate unchanged 

at 7.25% having already cut the rate three times by a cumulative 0.75% since the start of 

the year. While most economists feel there is scope for a further 25 basis point rate cut the 

RBI wants to see the effect of the easing so far before taking further steps. However, a 

further rate cut in the second half of the year seems increasingly likely given the impact of 

lower than usual monsoonal rains and the disinflationary impact of a sharply lower oil price. 

The Brent crude price has fallen below $50 per barrel compared with $65 at the time of the 

previous policy meeting on 1st June. While the Fed’s expected rate hike in September may 

pressure many emerging market currencies the Indian rupee is supported by sound 

macroeconomic fundamentals. The RBI is unlikely to be deterred by the Fed in its pursuit of 

further monetary easing. 

 As expected Brazil’s central bank hiked its benchmark interest rate by 50 basis points to 

14.25% its 16th increase since April 2013. In its policy statement the monetary policy 

committee (Copom) indicated that the rate hike will be the last in the current tightening 

cycle but also reiterated its inflation concerns and held little hope of any near-term 

reversal of rates. The Copom said that leaving the Selic rate at its current level “for a 

sufficiently prolonged period is necessary for inflation to converge with the target at the 

end of 2016.” The interest rate hike follows a decision earlier in the week by credit rating 

agency Standard & Poor’s to downgrade Brazil’s sovereign debt rating outlook from 

“stable” to “negative”, citing deteriorating growth prospects. Brazil’s GDP is expected to 

contract by -3.0% in 2015 according to consensus forecast.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.74 

JSE Fini 15  + 9.01 

JSE Indi 25  + 7.78 

JSE Resi 20  - 16.99 

R/$   - 9.70 

R/€   + 0.76 

R/£   - 9.14 



 

 

S&P 500  + 1.90 

Nikkei   + 17.75 

Hang Seng  + 3.42 

FTSE 100  + 1.87 

DAX   + 16.71 

CAC 40   + 19.84 

MSCI Emerging  - 6.84 

MSCI World  + 3.01 

Gold   - 8.20 

Brent Crude  - 13.48 

 

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 and the key $5,500 support level suggesting further downside ahead.   

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1300, $1250 and $1100. Gold’s next target is $1000 

which is likely to be breached 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 

 

 The resource sector has performed dismally since the start of the year. The Resource 20 

index has lost -13.82% compared with the +4.59% return of the All Share index. By contrast 

the Financial 15 and rand-hedge laden Industrial 25 indices have gained +8.96% and +8.56%. 

 Resource prices are on the decline due to global over-supply and a slowdown in demand 

from the world’s largest resource market, China. Not only is China’s economy slowing, as 

evidenced by the latest manufacturing purchasing managers’ index (PMI) which fell to its 

lowest level in two years. China’s authorities are making a concerted effort at rebalancing 

the economy from industrial- and investment-led growth to consumer- and service-led 

growth, which will have a massive impact on China’s demand for resources. 



 

 

 

 At the same time that demand for resources is on the decline the cost of mining production 

is rising rapidly due to high wage demands, the rising cost of electricity and an uncertain 

regulatory environment. Falling revenues and rising costs are not an equity investor’s best 

friends. There will be a tremendous profit squeeze and prospects of rising losses for the 

mining sector. 

 

 Losses are likely to be especially pronounced over the short-term due to the equity market 

collapse in China. China’s authorities have tried to prop-up the equity market through 

restrictions on short-selling. One of the only remaining hedging tools for China’s equity 

investors is through the commodities markets. Around 40% of global demand for base 

metals emanates from China which makes base metals an effective hedging tool against the 

country’s equity market declines. Hedging demand from equity investors unable to short 

China-listed shares will add even further downside pressure on base metals prices and the 

JSE Resource 20 index in the months ahead.  
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