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SOUTH AFRICA ECONOMIC REVIEW 

 SA Reserve Bank (SARB) Governor Lesetja Kganyago, speaking at the World Economic Forum 

conference in Cape Town cited concerns over how firmly inflation expectations are 

anchored at 6%, the upper limit of the SARB’s 3-6% target range. Kganyago said the SARB 

would have to hike rates if it believed there would be a persistent breach of the inflation 

target. Recent rand weakness and the application by Eskom for additional electricity tariff 

increases raise the likelihood that the inflation breach will be worse than the current SARB 

forecast. In its latest quarterly forecast the SARB forecasts a temporary breach in the first 

quarter (Q1) 2016 due to base effects which will unwind by Q2 next year. However, analysts 

are tending towards the view that the inflation breach will begin in Q4 this year and remain 

more persistent. The deteriorating inflation outlook has caused the Forward Rate 

Agreement market to price-in 170 basis points of rate hikes over the next 21 months.  

 The level of gross reserves fell from $47.043 billion in April to $46.446 billion in May, a 

month-on-month decline of -1.3%. The decline is attributed to a weakening in foreign 

exchange reserves as a result of the strengthening US dollar. The level of gross reserves is 

likely to remain volatile in coming months. Although SA’s relatively high interest rates 

should continue to attract short-term foreign capital inflows the appetite of foreign 

investors may dwindle when the Federal Reserve starts to raise interest rates. Foreigners 

were net sellers of SA financial assets in May totaling –R1.8 billion led by net sales of SA 

bonds amounting to –R3.1 billion.  

 Fitch credit rating agency maintained SA’s credit rating at BBB but kept the negative 

outlook. Fitch cited concern over the country’s weak economic potential due primarily to 

power constraints and a lack of appropriate economic reform. The rating agency also cited 

the large current account deficit and fiscal deficits as well as high levels of government 

indebtedness and contingent government liabilities. Fitch concluded that an upgrade in the 

country’s credit rating is unlikely in the near future.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The government announced that public sector wages would increase this year by 6.4%, 

lower than the 7% increase recently agreed between government and public sector unions. 

The 2012 wage agreement which based wage increases on consumer price inflation (CPI) 



 

 

stipulates that if actual CPI is lower than the projected average, the difference will be 

deducted from wages in the following year. In 2014 public sector wages were calculated 

according to a projected CPI of 6.2% whereas actual CPI came in at 5.6%. As expected the 

reaction by public sector unions has been negative as the downward adjustment was not 

flagged prior to wage negotiations and may in the worst case scenario lead to a 

cancellation of the three year wage agreement signed last month.  

 State-owned enterprise Transnet signed a R30 billion loan facility agreement with China 

Development Bank (CDB) to fund the purchase of 591 locomotives to be manufactured by 

China South Rail and China North Rail. The deal forms part of Transnet Freight Rail’s 

recapitalisation programme which comprises the purchase of a total 1064 locomotives. The 

loans amount to 60% of the total R50 billion requirement, carry a four-year grace period 

and have a maturity of 15 years. Public Enterprises Minister Lynne Browne, who announced 

the funding and trade agreement said: “This transaction is expected to yield local job 

creation opportunities, increase South African rail manufacturing capacity and drive skills 

development as the contracted original-equipment manufacturers are expected to adhere 

to stringent localization and supplier development targets.”   

 Transnet agreed to a three year wage settlement with the SA Transport and Allied Workers’ 

Union (SATAWU). Although the duration of the wage agreement is positive the wage 

increases of 7% in year one followed by 7.5% and 8.25% in years two and three is well above 

the inflation rate and the recently agreed public sector wage deal. When taking into 

account the additional increases to housing allowances and medical aid subsidies the 

overall wage agreement will fuel concerns over SA’s rising budget deficit and inflation 

expectations.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 Standard & Poor’s credit rating review: Due Friday 12th June. The Standard & Poor’s (S&P) 

credit rating agency will release its review of SA’s credit rating. S&P is widely expected to 

maintain its current credit rating of BBB- which is just one level above speculative grade or 

“junk” status. S&P’s current outlook is “stable” which means a downgrade is not imminent. 

A downgrade is traditionally preceded by a change in outlook from “stable” to “negative”.  

 April manufacturing production: Due Thursday 11th June. Manufacturing production is 

expected to show a softening bias following the robust increase in March of 1.2% month-on-

month and 3.8% year-on-year. Recent purchasing managers’ index (PMI) data suggests the 

manufacturing sector shrank in April by around -1.5% on the year hampered by public 

holidays and load shedding. There is unlikely to be any rebound during the second quarter 

as demand conditions also remain weak in the mining sector as well as from consumers.     



 

 

 April mining production: Due Thursday 11th June. Like the manufacturing sector mining 

output is expected to show a contraction on a month-on-month basis in April due to load 

shedding and the number of public holidays. On a year-on-year basis mining output is likely 

to show an increase of 5% according to consensus forecast due to favourable base effects 

although below the 18.8% increase recorded in March.  

 

GLOBAL 

 At its Ministerial meeting in Vienna OPEC decided to keep its production target unchanged 

at 30 million barrels per day (mpd). The accompanying statement echoes the change in 

strategy announced in November last year to let market forces determine oil prices. Unlike 

November when there was some dissention among OPEC members the decision this time 

round was unanimous. The nuances of the statement indicate a strong likelihood that OPEC 

will exceed its production target: the production target was referred to as a “guideline” 

rather than a “quota” suggesting a large degree of flexibility. OPEC did not refer to any 

strategy for maintaining the production target once Iran and Libya increase production. 

Furthermore there was no discussion of individual country quotas confirming the probability 

of the overall production target being exceeded.  

 The JPMorgan global purchasing managers’ index (PMI) increased slightly from 51.0 in April 

to 51.2 in May further above the key 50 level which demarcates expansion from 

contraction. The PMI increase is attributed to a general improvement in manufacturing 

activity in major developed economies. The US Institute for Supply Management (ISM) 

manufacturing index increased from 51.5 to 52.8 and the Eurozone manufacturing PMI 

increased from 52.0 to 52.2. Six of the eight Eurozone economies for which individual PMI 

data is released showed expanded activity with the Italian PMI rising for a fifth straight 

month from 53.8 to 54.8 and Ireland’s PMI rising from 55.8 to 57.1. The French PMI 

increased from 48.0 to 49.4 a 12-month high. The UK manufacturing PMI increased from 

51.8 to 52.0 in the >50 expansionary territory for a 26th straight month.   

 

NORTH AMERICA 

 Non-farm payrolls increased in May by a stronger than expected 280,000 well above the 

226,000 consensus forecast while the aggregate number for March and April was revised 

upwards by 32,000. Although the unemployment rate increased to 5.5% this was due to 

previously discouraged workers returning to the jobs market causing the participation rate 

to rise slightly from 62.8% to 62.9%. Although the participation rate moved in the right 

direction the number of people working part-time for economic reasons rather than by 



 

 

choice remained stuck at 6.7 million. As employment conditions improve the proportion of 

part-time to full-time employees traditionally declines. Encouragingly, average hourly 

earnings increased faster than expected by 0.3% month-on-month and 2.3% year-on-year.  

 Productivity, the change in non-farm business output per hour, fell in the first quarter (Q1) 

by -3.1% quarter-on-quarter annualized. The productivity decline is attributed to the -1.6% 

fall in output during Q1 in line with the GDP contraction of similar magnitude. At the same 

time compensation per hour increased 3.3% in Q1 causing unit labour costs to rise by a 

substantial 6.7% well above the 6.1% consensus forecast. Rising unit labour costs will impact 

company profit margins. Productivity and unit labour costs should stabilize in Q2 as output 

normalizes. Output was affected by once-off factors in Q1 including adverse weather, West 

Coast port closures and seasonality, which are unlikely to be repeated in Q2.   

 The Beige Book, an anecdotal summary on the economy compiled by each of the Federal 

Reserve’s 12 District banks, described an expansion in overall economic activity during the 

months of April and May. The Beige Book reported that the economy grew at a “modest to 

moderate” pace and expressed an optimistic outlook for several sectors including 

construction, manufacturing, retail and auto. The report signals a rebound in GDP growth in 

the second quarter and over the remainder of the year.  

 The Institute for Supply Management (ISM) non-manufacturing index fell from 57.8 in April 

to 55.7 in May below the 57.0 consensus forecast. However, some mean reversion was to be 

expected following recent peak level readings while the average for the quarter so far 

remains comfortably above the expansionary 50 level at 56.75. The business activity index 

fell from 61.6 to 59.5 and the forward-looking new orders index fell from 59.2 to 57.9 but 

remained above March levels. Meanwhile new export orders increased sharply from 48.5 to 

55.0. Despite the fall in May the overall ISM data continues to signal robust growth in the 

services sector during the second quarter.  

 The trade deficit fell sharply from -$51.4 billion in March to -$40.9 billion in April well 

below the -$44 billion consensus forecast. The dramatic decline is attributed to the 

resolution of West Coast port strikes and the normalization of import volumes following the 

spike in import backlogs in March. The narrower than expected trade deficit should create 

a smaller drag on GDP performance in the second quarter (Q2) prompting economists to 

raise their Q2 GDP forecasts upwards of 2.5%. However, volatility in monthly trade data 

should subside over coming months providing less of a GDP tailwind in the second half of 

the year.   

 

CHINA 



 

 

 China’s trade data continued to deteriorate in May. In year-on-year dollar terms exports 

fell for a third straight month by -2.5% following a decline of -6.4% in April. The decline in 

imports widened from -16.2% to -17.6% in response to sharply weaker domestic demand. 

Commodity imports continued to fall in line with slow demand and a decline in stock-piling. 

Oil import volumes contracted by -10.9% on the year and iron ore import volumes by -8.4%. 

The data bodes poorly for China’s economy but equally so for major commodity producers. 

Regional breakdowns provide a useful indicator of domestic demand around the world. 

Exports to the US increased by 7.8% on the year up from the 3.1% increase in April.  

 

JAPAN 

 First quarter (Q1) GDP growth was revised upwards from 0.6% quarter-on-quarter and 2.4% 

annualized to 1.0% on the quarter and 3.9% annualized above the respective forecasts of 

0.8% and 2.9%. The upward revision to GDP growth is attributed to stronger than initially 

estimated private sector capital expenditure and an upward adjustment to inventories. The 

upwardly revised GDP data confirms that the economic recovery is gaining momentum 

overcoming the fiscal drag from last year’s sales tax increase. However, GDP growth is 

expected to decrease slightly in Q2 to 1.7% annualized according to consensus forecast due 

to a decline in industrial production.  

 Japanese wages increased in real terms in April by 0.1% year-on-year posting the first year-

on-year gain in 24 months. Labour cash earnings, measuring total compensation, increased 

0.9% well above the 0.3% consensus forecast. A sustained increase in real wages is key to 

ending deflation, reviving consumer expenditure and driving economic growth. Firms tend 

to resort to lower-paid part-time employees rather than full-time employees in order to 

lower total wage costs. The latest data shows the year-on-year increase in part-time 

employees decelerated from 4.6% to 2.6% the lowest in eight months, while the increase in 

full-time employees gained from 0.6% to 1.8% well above the recent high of 1.3% in August 

2014. The data is encouraging signaling the emergence of a positive trend in wage growth.  

 

EUROPE 

 Greece deferred an IMF repayment of €301 million which was due on the 5th June. The 

technical default shows that the government is running out of money or else it would have 

made the payment, and may have insufficient funds at the end of the month to pay public 

sector wages and pensions. Greece’s tax revenue has been lower than expected for the first 

four months of the year by around €1 billion which suggests the country may no longer show 

a primary surplus. This means that its revenues will not cover its non-interest costs, 



 

 

severely reducing the country’s bargaining position. A primary deficit would force Greece 

to implement significant austerity measures even in the unlikely event of a full debt 

default. Although the SYRIZA government is likely to remain defiant until the last minute in 

order to score political points a compromise is very likely by the end of June when the four 

month extension of the bailout comes to an end. 

 German industrial production increased in April by a robust 0.9% month-on-month and on a 

year-on-year basis by 1.4% well up from the 0.2% gain in March. This is the biggest annual 

gain since July last year. Assuming no further change in monthly production for the 

remainder of the quarter industrial production will show a quarter-on-quarter increase of 

0.7% in the second quarter (Q2) up from 0.5% in Q1. The data shows an improving 

underlying trend consistent with a pick-up in GDP growth from 0.3% quarter-on-quarter in 

Q4 last year rising to 0.4% in Q1 and 0.5% in Q2.  

 The Sentrix Eurozone investor confidence index fell from 19.6 in May to 17.1 in June below 

the 18.9 consensus forecast and the lowest since February. The decline in Eurozone 

investor confidence is attributed to uncertainty over Greek debt negotiations and the 

recent surge in German government bond yields. Some mean-reversion in investor 

confidence was also expected following the massive boost in the first quarter in the 

aftermath of the ECB’s quantitative easing (QE) programme. Ongoing QE purchases and the 

strong likelihood of a Greek debt compromise should stabilize investor confidence in 

coming months. 

 As expected the ECB kept its monetary policy unchanged. While ECB President Mario Draghi 

highlighted improvements in macroeconomic and financial conditions he also reiterated the 

need to fully implement the current quantitative easing (QE) programme. In the 

accompanying policy statement there was no mention of an early exit from the QE 

programme. Draghi stated that the ECB would look through the increased volatility in 

German Bund and other European Government Bond yields in recent weeks. The ECB noted 

a slight loss in Eurozone economic momentum due to a drop-off in international trade but 

raised its forecast for consumer price inflation in 2015 from a previous 0.0% to 0.3%. The 

threat of deflation is dissipating due to improved economic activity and higher than 

previously expected oil prices.  

 

UNITED KINGDOM 

 As expected the Bank of England (BOE) kept its benchmark interest rate unchanged at 0.5% 

and its quantitative easing programme fixed at £375 billion. The BOE did not elaborate on 

its decision as there has been little change in economic data since its latest Inflation 

Report. In the May Inflation Report the BOE cited weakening productivity and the impact of 



 

 

sustained fiscal consolidation. The BOE also recommended that the EU referendum be held 

“as soon as necessary” to avoid protracted uncertainty. Although consumer price inflation 

(CPI) turned negative in April CPI is likely to move back to over 1% at the start of 2016 as 

the base effect of low oil prices washes through the system, paving the way for a rate 

tightening cycle to commence in the first quarter next year.  

 The composite purchasing managers’ index (PMI) combining both services and 

manufacturing sectors fell sharply from 58.4 in April to 55.8 in May. The decline is 

attributed to a steep fall in the services PMI from 59.2 to 56.5 substantially below the 59.2 

consensus forecast and marking the steepest drop since August 2011. The manufacturing 

PMI increased slightly from a seven-month low of 51.8 to 52.0 but nonetheless below the 

52.8 consensus forecast. Although PMI indices remain comfortably above 50 which 

demarcates expansion from contraction the overall data points to a slowdown in economic 

activity. The data is consistent with GDP growth of around 2% down from the 3% growth 

rates achieved last year.  

 

FAR EAST AND EMERGING MARKETS  

 Australia’s trade deficit widened substantially from –AUD1.2 billion in March to –AUD3.9 

billion in April well above the –AUD2.1 billion consensus forecast. Imports increased by 3.9% 

month-on-month while exports fell by -5.7% attributed to significant weakness in exports of 

bulk commodities. Iron ore exports fell by -3.6% on the month following the -6.2% decline in 

March, driven by sharply lower export prices. Iron ore export prices fell in March by -9.0% 

on the month and a further -12.0% in April to just US$45 per ton. Weak global demand in 

particular steep declines in commodity demand from China are likely to cause the trade 

balance to deteriorate further in coming months. In addition the El Nino effect may cause a 

drought in Eastern Australia further exacerbating the trade deficit. 

 The rapid outbreak of the MERS (Middle East Respiratory Symptom) virus in South Korea, so 

far resulting in 87 diagnoses and 5 confirmed deaths, will likely affect the economy through 

a fall in tourism. Malaysia and Taiwan have advised against non-essential travel to Korea. 

The Korea Tourism Organisation reports that around 53,000 foreign travelers have already 

cancelled trips to Korea. Using the effect of the SARS virus in 2003 as a precedent it is 

estimated that reduced tourism will shave around 0.15-0.20 percentage points from Korea’s 

GDP in 2015. This is a fairly negligible amount as tourism related industries form a 

relatively small portion of Korea’s GDP. Furthermore the SARS virus which mainly affected 

China, Hong Kong, Taiwan and Singapore proved to be short-lived. 

 As expected Brazil’s central bank (BCB) raised its benchmark Selic interest rate by 50 basis 

points from 13.25% to 13.75%. The bank’s monetary policy committee known as Copom 



 

 

voted unanimously to hike the Selic rate, the fifth straight rate hike in consecutive policy 

meetings. In spite of an impending recession the Selic rate has been hiked relentlessly by 

275 basis points in less than seven months in order to bring inflation back to the BCB’s 4.5% 

target. With inflation still projected at 5.5% in 2016 there is scope for further interest rate 

increases in spite of expectations for the Brazilian economy to contract by -1.3% this year.   

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 

JSE All Share  + 3.72 

JSE Fini 15  + 5.12 

JSE Indi 25  + 5.43 

JSE Resi 20  - 1.79 

R/$   - 8.22 

R/€   - 0.52 

R/£   - 6.16 

S&P 500  + 0.99 

Nikkei   + 17.23 

Hang Seng  + 15.72 

FTSE 100  + 3.41 

DAX   + 12.84 

CAC 40   + 13.69 

MSCI Emerging  + 2.17 

MSCI World  + 2.49 

Gold   - 0.78 

Brent Crude  + 9.54 

 



 

 

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.  

 

 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 lost most of its gains since the start of the year. The All Share Index 

bull market remains intact provided the index remains above 50,000.  

 

BOTTOM LINE 

 

 The emerging markets displaying the weakest currency fundamentals include Brazil, SA and 

Turkey, dubbed the “Threatened Three”. SA had the dubious honour of being counted 

among the “Fragile Five” during the emerging market currency sell-off in 2013 when the 

Fed first alluded to a “tapering” of its quantitative easing programme. Since then the group 

of vulnerable countries has declined but SA remains part of the club, signalling further rand 

weakness in spite of the almost -9.0% decline in the rand versus the dollar since the start of 

the year.  

 

 Countries with high current account deficits are especially vulnerable. Among emerging 

markets SA has the largest deficit measuring 5.1% of GDP in the fourth quarter last year. 

Furthermore SA’s current account deficit has deteriorated when taking into account the 

near halving in the oil price over the past twelve months. Since SA imports 100% of its oil 

the current account deficit should have shown a significant improvement.  

 

 There are two kinds of capital inflows into emerging markets, foreign direct investment 

which tends to be more stable and longer-term, and private portfolio flows, which 

correlate with the global liquidity cycle. 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”.  

 

 SA’s vulnerability is increased by the scale of foreign ownership of its financial assets. SA’s 

bond market has the highest level of foreign ownership out of all emerging markets with 

the sole exception of Indonesia. Over 40% of SA’s domestic bonds are owned by foreign 

investors, making the rand especially prone to any change in sentiment. 

 



 

 

 The rand will gain little solace from a weakening economy beset by depressed consumer 

and business confidence, ongoing power outages, policy uncertainty, stifling bureaucracy, 

and inflexible labour markets.  

 

 Furthermore, the brief respite shown in commodity markets, on which SA depends heavily 

for exports, is likely to be short-lived. The OECD has cut its forecast for global growth this 

year from a previous 3.8% to 3.1%, down from the 3.3% expansion last year and well below 

the average of 3.9% between 2002 and 2011. Commodity prices are unlikely to rally in a 

weak global growth environment. The economy which can contribute the most to higher 

commodity prices is China but despite its monetary easing there is very little evidence that 

China’s economy is improving. Latest trade data shows China’s iron ore volume imports 

contracted in May by -8.4% year-on-year.  
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