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Talking Points

US Markets Rally on Temporary US-China Tariff Truce

US equity markets gained in May following a 90-day tariff reduction
agreement with China, easing trade tensions and boosting investor
confidence. Technology sectors led the rally, though high overall tariffs and
fiscal concerns continue to pose risks to sustained economic growth.

SARB Interest Rate Cut and 2025 Budget Update

South Africa’s monetary policy shifted as the SARB cut the repo rate by 25bps
to 7.25%, reflecting easing inflation pressures. Meanwhile, Finance Minister
Godongwana withdrew plans to raise VAT in the 2025 budget, opting instead
for targeted spending cuts, underscoring the challenge of maintaining fiscal
discipline without new revenue.

US-China Trade Truce Offers Temporary Relief

Asian equity markets found brief support in May as the US and China agreed
to a 90-day tariff truce. While the reduction in tariffs eased immediate trade
pressures, investors remain cautious, with uncertainty lingering over whether a
lasting resolution between the two economic powers will materialise.

Eurozone Faces Mixed Signals Amid Trade Pressures

European equities rose in May despite lingering trade risks and weak services
activity. Manufacturing showed strength, and the ECB held rates steady. The
Bank of England’s surprise rate cut and a limited UK-US trade deal offered
modest support, though broader uncertainty continues to temper the region'’s
economic recovery outlook.
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Market Commentary

SOUTH AFRICA

South Africa’s economic landscape saw key developments in May, marked by a shift in
monetary policy. On 29 May, the South African Reserve Bank (SARB) cut the
benchmark repo rate by 25 basis points to 7.25%, with unanimous support from the
Monetary Policy Committee (MPC). SARB Governor Lesetja Kganyago stated that
technical work on lowering the country’s inflation target, potentially to 3%, is currently
in the works.

The decision to cut interest rates followed the release of inflation data showing April
CPI below 3%, driven by subdued fuel and core price pressures. The SARB
subsequently revised its inflation and GDP forecasts, now expecting 1.2% growth in
2025 and 18% by 2027, citing disappointing performance in mining and
manufacturing, as well as rising unemployment.

Meanwhile, Finance Minister Enoch Godongwana tabled the 2025 budget for the third
time, after scrapping plans to raise value-added tax - the most contentious element
in the previous attempts. In the absence of new tax revenue, the National Treasury
turned to spending reforms, announcing RB8 billion in expenditure cuts over the next
three years. These cuts, however, are concentrated in provisional allocations not yet
assigned to departments, leaving baseline spending largely unaffected. The Treasury
said this approach aims to improve efficiency and protect essential services, while
addressing waste and underperforming programmes.

These coordinated policy shifts, from a cautious interest rate cut to spending-focused
fiscal adjustments, reflect a broader effort to support economic recovery without
undermining stability. While risks remain, the combination of monetary easing and
restrained budgeting has helped reinforce market confidence.
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US.A.

US markets gained momentum in May, driven largely by the de-escalation of trade
tensions with China. On 12 May, the United States and China agreed to reduce tariffs for
90 days, lowering US tariffs on Chinese imports to 30% and China's tariffs on US goods to
10%. This unexpected truce eased investor concerns over prolonged trade disruptions and
supply chain pressures.

The tariff rollback acted as a catalyst for equity markets, with the S&P 500 and Nasdaq
experiencing their best monthly performance since November 2023. Technology stocks
led the rally, while sectors like semiconductors, travel, and software also posted strong
gains. Despite this positive momentum, certain industries such as managed care and
China tech underperformed amid ongoing geopolitical and economic uncertainties.

However, the average effective US tariff rate remains elevated at around 18%, the
highest since 1934, continuing to weigh on inflation and business confidence. Meanwhile,
fiscal pressures are mounting, with projections indicating a rising budget deficit and
concerns about the sustainability of current fiscal policies.

The flash composite Purchasing Managers' Index (PMI) data for May showed an uptick in
business activity to 52.1, yet rising input costs and weakening export orders, especially in
services, highlight potential headwinds for growth. While the easing of trade tensions
boosted market sentiment, persistent tariff levels and fiscal uncertainties continue to
temper expectations for sustained economic momentum.

ANNEXURES



VAN @r=10 =43

INDEX ACTIVITY GLOBE

Market Commentary

EUROPE

The Eurozone's economic outlook remained clouded by subdued activity and renewed
trade concerns in May, yet equity markets advanced, with European equities rising 4%.
Gains were driven by strength in cyclical sectors and hopes of further policy support. The
European Central Bank kept its key interest rate unchanged at 2.25%. ECB President
Christine Lagarde acknowledged the need for continued caution, noting that although
inflation is slowing, the economic backdrop is vulnerable to external shocks, particularly
from ongoing trade tensions with the United States.

Recent economic indicators offered contrasting signals. While the flash composite PMI fell
to 49.5 due to a sharp contraction in services activity, manufacturing demonstrated
resilience by climbing to a 33-month high, supported by stronger output in Germany and
France. This divergence underlines the fragile nature of growth amid trade uncertainties,
which contributed to the European Commission downgrading its 2025 GDP growth
forecast to 0.9%, with inflation expected to moderate to an average of 2.1% for the year.

The Bank of England surprised markets by cutting rates by 25 basis points on 8 May,
lowering the base rate to 4.25%, reflecting concerns over the secondary impact of US
tariffs on UK exports and financial stability.

On 29 May, the UK moved to fast-track a limited trade agreement with the US. Although
key tariffs remain in place, the deal improves market access in some sectors and could
pave the way for future liberalisation. Looking ahead, investors continue to watch
geopolitical developments and central bank signals closely, seeking clearer guidance for
market direction in the coming months.
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ASIA

Asian equity markets saw cautious optimism in May following a significant de-escalation in
U.S.-China trade tensions. On 12 May, the two countries agreed to reduce tariffs
substantially for the next S0 days, allowing time for the U.S. and Chinese negotiators to
reach a more substantive agreement. The U.S. lowered tariffs on Chinese imports from
145% to 30%, while China cut its tariffs on U.S. goods from 125% to 10%. This 90-day truce
temporarily eased trade pressures and triggered a positive market response across the
region, with investors welcoming the reduction in uncertainty after months of heightened
tensions.

Japan experienced relative stability, with the Bank of Japan maintaining its current policy
stance. Core inflation reached 3.5% in April, driven largely by higher food prices, which
suggests potential further rate hikes later in the year to manage inflationary pressures.
The manufacturing sector showed slight improvement but remained below expansion
levels, reflecting ongoing challenges in global demand and supply chain disruptions.
Meanwhile, the Nikkei 225 gained 5%, supported by strong earnings from exporters and a
weaker yen that boosted export competitiveness.

Overall, May’s market sentiment was shaped by relief over the tariff rollback, tempered by
ongoing economic challenges and uncertainty over the durability of the trade truce.
Investors remain cautious, aware that while the 90-day agreement offers temporary
relief, the long-term resolution of trade issues between the U.S. and China remains
unclear.
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