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Key Macro Themes H2 2015 

• Oil price was the game changer for H1 2015, 
and disinflationary impacts in near term still 
dominate, but price swings likely to be the 
norm. 

 

• Fed monetary policy normalization on track 
for late 2015, and will not necessarily derail 
EM’s unless the oil price effects cause 
financial stress/default. 

 

• Divergence between EU and US will cause 
stress (mostly through Dollar/Euro) with 
spillover into EM’s. Worries around “Fragile” 
EM’s, like Turkey and SA, will prevail, but so 
will a search for yield. 

 

• Commodity prices, driven by China staying 
lower for longer likely to be a key global 
disinflation driver, but negative for Rand. 
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Key Indicators 

 
 

- CRB Raw Industrial 

Commodity Index 

 

 

 

- US 1y1y forward rates 

 

 

 

- US v German rates / 

Turkey v SA CDS 

 

 

 

 

- China v Global index 
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 Fed liftoff in September 2015? 

• Current GDP growth is below 

level of previous Fed liftoffs; 

 

• Headline inflation far lower than 

in previous liftoff cycles; 

 

• Unemployment is close to the 

levels prevailing in run-up to ‘97 

and ‘04 rate hikes, but growth in 

labour productivity is well below 

that of all past cycles; 

 

MEANING… 

 

…September 2015 Fed Funds rate 

hike not yet a dead cert. 
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Food inflation outlook 

Source : FAO 

• Global food prices 

are in multi-year 

decline, in both 

nominal and real 

terms. 

 

• In SA, drought 

causing worries 

about local food 

prices; 

 

MEANING… 

 

…in the short term, 

pressures on local 

inflation are upwards, 

but global prices will 

prevail over the cycle. 
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What does the Rand tell us? 

Source : Bloomberg 

• The Rand has been on a 

5 year negative trend 

against USD with some 

overshoots from time to 

time. 

 

• This is despite interest 

rate & inflation 

differentials being Rand 

positive; 

 

MEANING… 

 

…this is indicative of a 

deeper underlying trend 

which is reflected in our 

Credit Rating, and requires 

macroeconomic policy to 

change. 
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SA’s Terms of Trade Index 

Source : Bloomberg 

Citibank RSA Terms of Trade Index (+’ve reading means export prices 
have outperformed import prices) 

Oil prices falling 

Oil prices rising + 
commodity prices falling 

• The positive effects 

of the oil price shock 

should have led to 

Rand strength. 

 

• Since January 

though a 

deterioration in our 

terms of trade mean; 

 

MEANING… 

 

…a gloomy outlook 

prevails in the 

medium term for the 

Rand, given the 

backdrop of a strong 

US dollar. 
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Moves in R186 yield 

Source : Bloomberg 

• Over past 2 years, 

local bond yields 

trapped between 

positive inflation 

readings and worries 

about Fed rate 

hikes. 

 

• ECB QE effects 

were temporary, as 

local inflation 

bottomed out; 

 

MEANING… 

…local yields remain 

trapped in range, but 

with a negative 

backdrop. 

“Taper tantrum” 

ECB QE program 
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Bond Valuations 
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Slightly overvalued 

• On both the 

Fundamental and 

the Statistical 

models, current 

bond yields are 

slightly 

OVERVALUED. 

 

• On our EM Peer 

Group bond model 

SA bonds are 

UNDERVALUED. 

 

MEANING… 

 

…for the time being 

we prefer a NEUTRAL 

duration stance. 



Key Out-takes for Bond Markets 

Oil Price effects… 
• SA has only temporarily benefitted from positive inflation effects. 

• The GDP growth story (c. 2% for 2015) dominates the outlook and will keep CPI 

constrained. 
 

Bond yields are vulnerable… 
• US Fed has reiterated that they will take a responsible approach to monetary policy 

normalisation, meaning no yield dislocation; BUT… 

• They have warned that vulnerable EM’s need to get their (policy) house in order. 

• Massive liquidity injections by ECB and BoJ (and maybe China?) will still mean low 

yields there for now, but cannot last forever. 
 

Meaning… 
• SARB rate hikes for 2015 only a low probability event. 

• Fed wants to start hiking in 2015, which may cause currency weakness in SA. 

• Inflation in a moderate uptrend for now, but ratings agencies more concerned 

about our vulnerable growth outlook. 

• Currency dislocation a possibility, hence cautious approach. 
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