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IN THIS WEEK’S BOTTOM LINE 

 “Interest rates are to asset prices what gravity is to the apple. When there are low 

interest rates, there is a very low gravitational pull on asset prices.” – Warren Buffet. 

Of the 14 recessions in the US since the great depression, a common factor leading up to 

the recessions, were an increase in the Fed`s Fund rate. High interest rates kill bull 

markets - it brings out the bears. Low interest rates drive bull markets – it brings out the 

bulls. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 Consumer confidence remained relatively unchanged in January coming in at 95.1 index 

points compared to December’s index measurement of 95.2. However, year-on-year the 

business confidence has dropped by 4.6 index points from 99.7 in January 2018, which was 

during the peak of Ramaphoria. Ramaphoria faded during 2018 as it became apparent that 

the road to economic recovery will take longer than expected. Policy uncertainty, 

especially on land reform, further weighed-in on business and investor confidence during 

2018. In order to achieve real economic growth, business and investor confidence will have 

to be restored.  

 

 Total discovered oil and gas condensate in the Outeniqua basin off the coast of Mossel bay 

that has the potential to produce one billion barrels of gas condensate, with the potential 

of adding a trillion rand to the economy over the next 20 years. According to Niall Kramer, 

CEO of the SA Oil and Gas Alliance (SAOGA), there has never been a find of this scale in 

South-Africa and if the government plays its cards right, the find could reduce the budget 

deficit by 30%. This could be a potential game changer given that South-Africa has always 

been a net importer of oil and gas products. 

 

 Foreigners were net sellers of SA equities in January to the value of R14.2bn. Even after 

stripping out the large capitalisation and heavily foreign-owned dual-listed companies, 

foreigners were sellers to the value of R3.3bn. Ex dual-listed, SA Industrials saw outflows of 

R6.2bn, while SA Financials enjoyed inflows of R2.7bn. SA Resources benefitted from 

marginal inflows of R0.2bn. The most significant foreign selling over the month took place 

in Naspers to the value of R4.6bn, while foreigners sold R1.4bn of MTN. Stripping out 

Naspers and MTN along with the dual-listed companies, there would have been foreign 

inflows to the value of R2.7bn in January.  

 



 

 

SOUTH AFRICA POLITICAL REVIEW 

 The State of the Nation Address (SONA) delivered by President Ramaphosa was by far the 

biggest event economically and socially in the past week. The majority of the speech 

focused on economic growth, job creation and various ways to stimulate the South-African 

economy. Various initiatives were mentioned by President Ramaphosa to improve the ease 

of doing business, attracting investment and making South-Africa more investable. The 

biggest concern from an economic point of view was Eskom and the measures needed to be 

taken to get it back to solvency. Eskom announced another loss of R 20 billion for the 2019 

financial year. Eskom is too big to fail and if not fixed, will have a devastating effect on the 

economy and destroy any future chances of getting the economy and country back on track. 

In the SONA Ramaphosa announced that Eskom will be split into three parts, which will 

improve management efficiency, the ability to manage expenses and enhance the potential 

to obtain financing. The government will support the company financially but not in a way 

that will burden the fiscus. This announcement will not sit well with ratings agencies. 

Further detail of the financial assistance government plans to give Eskom will be clarified in 

the budget speech on the 20th February by Mr Tito Mboweni. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 South-African Unemployment: Due Tuesday 12th February. The unemployment rate was 

27.5% in the third quarter (Q3) of 2018. Although GDP grew by 2.2% in Q3 2018, the 

unemployment rate is expected to have remained unchanged in Q4 with the risk being to 

the upside.  

 

GLOBAL 

 The IHS Markit global composite purchasing managers’ index (PMI), measuring activity in 

both manufacturing and services sectors of the world economy, fell in January from 52.7 to 

52.1, its lowest level since September 2016. Although still above the neutral 50-level, 

which demarcates expansion from contraction, the PMI confirms that worldwide business 

activity is maintaining the slowdown which began in early 2018. According to composite PMI 

data, all major developed and emerging economies slowed down in January compared with 

the previous month with the exception of the US and India. PMI data is closely followed by 

economists, businesses and investors, due to its reliability in forecasting the economic 

cycle. PMIs are compiled from surveys of purchasing managers who are responsible for 

placing orders with suppliers, providing a reliable barometer or lead indicator of actual 

activity. According to Tim Fiore, who oversees the US PMI compiled by the Institute for 

Supply Management: “These are the people that see the demand pressure first and have to 

respond to it…. No one has as much finger on the pulse.”  

 



 

 

 The so called “Cars for Cheese” trade deal between Japan and the European Union, 

formally known as the Economic Partnership Agreement, came into effect on the 1st of 

February. The deal is the culmination of negotiations between 2013 and 2017 which will see 

99% of tariffs slashed for European agricultural products in exchange for the phasing out of 

97% of tariffs on Japanese automobiles and parts over 7 years. European exporters will save 

as much as EUR1bn in duties, while in Japan consumers have already seen prices on wine 

drop by as much as 10%. Brussels expects the deal to increase exports and GDP annually by 

€13bn and €33bn respectively by 2035 when the scheme will be fully implemented. Japan 

forecasts it could lift economic output by as much as 1% per annum by then. The trade deal 

is also the first to include both corporate governance standards and a commitment to 

uphold the Paris climate-change agreement.  The deal is widely viewed as a benchmark for 

the UK in its post-Brexit trade negotiations with Europe. 

 

 

NORTH AMERICA 

 The tech-laden Nasdaq index, which entered “bear” market territory in December, defined 

as a fall of 20% or more, has jumped by 19% off its low recorded on Christmas Eve putting it 

within a percentage point of exiting the bear market. If achieved over the next week, the 

rebound would represent the second quickest bear market exit since the 1970s, when the 

Nasdaq index was established. The rebound is attributed to a combination of rising 

optimism over US/China trade talks, an increasingly “dovish” Fed and better than expected 

company earnings results. Over 80% of technology companies have reported stronger than 

expected fourth quarter earnings. The S&P 500 and Dow Jones Industrial indices have also 

increased sharply by around 16% since their December lows, although unlike the Nasdaq 

they managed to avoid entering a bear market.  

 

 The Institute for Supply Management (ISM) non-manufacturing purchasing managers’ index 

(PMI), measuring activity in the service sector of the economy, fell in January from 58.0 to 

56.6. According to Michael Pierce, an economist at Capital Economics: “The small fall in 

the ISM non-manufacturing index in January is worse than it looks because it was driven by 

a sharp decline in the forward-looking new orders component.” Among the PMI sub-indices, 

the new orders index fell sharply from 62.7 to 57.7. However, much of the uncertainty 

reflected in the survey is attributed to the record-long partial government shutdown, which 

after being resolved on 25th January, should lead to a rebound in purchasing managers’ 

sentiment. The non-manufacturing PMI also tends to suffer a post-festive season lull in 

January before recovering again in February. The PMI, which despite its recent decline, still 

remains comfortably above the expansionary 50-level, signalling a continuation of solid 

growth into the middle of 2019. The service sector, unlike the manufacturing sector, has 

little exposure to exports or the global slowdown in demand. Being driven by domestic 

consumer sentiment, the service sector should remain buoyant helped by a strong labour 

market and jobs growth.  



 

 

 

 The US trade deficit narrowed in November for the first time in six months, falling by 11.5% 

month-on-month from $55.7 billion to a seasonally adjusted $49.3 billion, well below the 

consensus forecast of $54.3 billion. Both imports and exports declined, by 2.9% and 0.6% on 

the month to $259 billion and $210 billion, respectively. The decline in imports was more 

pronounced due mainly to a substantial $2.9 billion decline in imports from China. The 

trade deficit with China narrowed by more than 12% over the month to just under $38 

billion, a timeous improvement just ahead of high-level trade talks between the two 

countries. The improved overall foreign trade gap in goods and services also suggests trade 

will have made a positive contribution to fourth quarter US GDP growth.  

 

 St. Louis Fed governor James Bullard added to rising certainty that the Federal Reserve is 

close to if not already at the end of its monetary policy tightening cycle. In a speech over 

the past week he stated that: “Through its normalisation programme, the Federal Open 

Market Committee (FOMC) has already been sufficiently pre-emptive over the last two 

years to contain upside inflation risk.” He added that: “Market-based signals such as low 

market-based inflation expectations and a threatening yield curve inversion suggest the 

FOMC needs to tread carefully going forward.” The Fed’s “dovish” about-turn comes as a 

relief to the world’s financial markets which had been suffering from a contraction in 

global liquidity stemming not only from rising interest rates but also from Fed balance 

sheet reduction and record US Treasury issuance. 

 

CHINA 

 The CSI 300 Shanghai and Shenzen stock market index gained an auspicious 1.8% on Monday 

the first trading day after the 10-day long national holiday which ushered in the Year of the 

Pig. The Year of the Pig is considered especially lucky representing wealth and good 

fortune. So far, it has not disappointed. The CSI index has gained 9% since the start of the 

year, making back some of the dismal 25% loss suffered in 2018. Investors have been 

encouraged by a more “dovish” Fed, which bodes well for global liquidity and emerging 

market currencies, increased optimism over US/China trade talks and cheap valuations. 

Since January last year the price-earnings multiple of the CSI 300 index has dropped from 

14.7 to a historic low of 11.1, a level from which China’s equity market traditionally enjoys 

a solid bounce. During January foreign investors added $9 billion to their Chinese exposure, 

marking the highest monthly inflow on record. Under the auspices of the Year of the Pig, 

the appetite for Chinese equities may well gather momentum.  

 

 

JAPAN 

 Japanese companies in general have reported year-on-year third quarter (Q3) profit 

declines with the steep rate of decline last seen after the 2011 Fukushima earthquake. 

After years of solid growth, benefitting from business-friendly policies implemented by 



 

 

Prime Minister Shinzo Abe, companies have been impacted by a slowdown in Chinese 

growth coupled by fears of a slowing in global growth. Operating profits were on average 

down 2.6% across 1014 firms in the benchmark Topix Index, as reported by SMBC Nikko 

Securities, with net profits on average down 26% as a result of the US tax benefit falling 

away from the previous year. Large write-offs due to changes in accounting methods also 

exacerbated the figures. The sectors worse hit were electronic devices, transport and 

chemicals with a pronounced drop in Chinese demand for cars and smartphones. Waning 

Chinese demand was largely due to the protracted trade dispute between the US and China. 

The outlook for Japanese banks also remains bleak in a negative interest rate environment 

with economists at Morgan Stanley forecasting that interest rates might only turn positive 

by the last quarter of 2020.  

 

EUROPE 

 Europe is facing significant headwinds from a potential no deal Brexit, political issues in 

France, expanding debt in Italy and declining exports from Germany contributing to a 

change in fortunes. The European Commission has revised its November Eurozone GDP 

growth forecasts of 1.9% in 2019 and 1.7% in 2020 down to a pedestrian 1.3% and 1.6%, 

respectively. Amongst the reasons for the revision, Pierre Moscovici (EU commissioner for 

economic and financial affairs, taxation and customs) highlighted “global trade 

uncertainties and domestic factors in our largest economies”. This is in stark contrast to 

the conditions only 2 years ago when the economic union grew by 2.4% and many of the 

structural problems that had plagued the union in the preceding years, such as debt 

sustainability, economic reforms and political resistance, disappeared. Italy’s economy, 

coming from a technical recession at the end of 2018, is forecast to grow by a meagre 0.2%, 

the slowest of the 27 remaining members. Germany, the traditional powerhouse, narrowly 

missed a technical recession at the end of 2018 and its growth forecast has been slashed 

from 1.8% to 1.1% for 2019. Most European nations are planning fiscal stimulus this year, 

however in a more incidental manner and to a much smaller scale than the US. In France 

the “yellow vests” forced a reversal of the planned fuel taxes and in Italy, the populist 

coalition government of Matteo Salvini has forced a truce to the earlier standoff with the 

European Commission and has ushered in fiscal loosening. In Germany tax incentives for 

investment were introduced, although the finance minister, Olaf Scholz, ensured that the 

country would always keep to its “black zero” policy of running a surplus. It is clear there is 

a need for a more concerted stimulus program and an amicable resolution to the looming 

Brexit deadline, to avoid a hard landing in 2019.  

 

UNITED KINGDOM 

 As Brexit uncertainty drags on for another week, the impact on the British economy has 

become more evident. The latest economic growth figures released this week showed 



 

 

growth of only 0.2% quarter-on-quarter annualised in the fourth quarter (Q4) compared to 

0.6% in Q3 and 1.4% for the year, the lowest reported since the financial crisis in 2009. 

Economists have estimated that so far Brexit has cost the economy as much as 2.5% of GDP. 

This translates to incomes being 4.1% lower now than had the “no vote” won, according to 

the Resolution Foundation. Both JPMorgan and the Bank of England have increased the 

likelihood of a recession in the first quarter of 2019 in their outlooks. Data shows the 

uncertainty from Brexit has had a significant effect on industrial production and business 

investment, which contracted for a fourth consecutive quarter. The trend is set to continue 

the closer we get to the deadline at the end of March. 

 

 Britain has signed a trade deal with Switzerland to avoid additional tariffs after Brexit and 

to “deliver significant savings and help to safeguard British jobs” according to Liam Fox, 

the trade secretary. Trade between the two countries amount to more than £32bn annually 

and savings in vehicles, aluminium and precious stones will be significant. However, Dr. Fox 

is under pressure to roll-over 40 additional bilateral trade deals which Britain currently 

benefits from through the European Union. The UK government has so far failed to replicate 

the majority of deals, which means businesses face an uncertain future over trade tariffs 

with countries such as Japan, South Korea and Canada. Talks with Japan have stalled with 

the Japanese believing they could get a better deal than currently. One reason cited for 

the slow progress, is that many trade partners still believe that the UK might not leave the 

EU. In response the EU has agreed that all bilateral trade deals will remain in place to 

cover the UK in the two-year Brexit transition, provided that the UK parliament agrees to 

Theresa May’s Brexit deal. Given the low probability of renegotiating the majority of 

bilateral trade deals before the March deadline, these could have an additional significant 

impact on the UK’s economy.  

 

FAR EAST AND EMERGING MARKETS 

 In his first Monetary Policy Committee (MPC) meeting as chair, Mr Shaktikanta Das, the new 

Governor of the Reserve Bank of India (RBI), announced a cut in the benchmark interest 

rate by 25 basis points to 6.5%. The MPC adopted a “neutral” monetary policy stance from 

the previous “calibrated tightening”. One of the key factors has been the downward 

trajectory of inflation in recent years. The headline CPI inflation dropped to 2.2% in 

December 2018, the lowest in 18 months and only 20 basis points above the lower end of 

the inflation target. The inflation projection has been revised downward to 2.8% in the first 

quarter (Q1) 2019 increasing to 3.9% by Q4 2019. Mr Shaktikanta stated, “This has opened 

up the space for policy action” and “The need is to strengthen private investment activity. 

Private consumption also needs to be buttressed.” With inflation seemingly under control 

focus will now be on keeping the growth momentum and any future MPC decisions will be 

data driven. Economists have warned that Mr Modhi’s recently announced $2.8bn direct 

payments to small farmers could put significant pressure on the inflation targets and that 

future rate cuts could be put on hold. 

 



 

 

 Russia’s sovereign debt was upgraded by Moody’s Investors to investment grade from a 

previous “junk” status, bringing it in-line with the other two major rating agencies, 

Standard and Poor’s and Fitch. Moody’s cited economic policies implemented in recent 

years, which have tempered Russian public finances and enabled the country to withstand 

significant global shocks, including sanctions from the US. The agency also stated that there 

is a “reasonably high likelihood of US sanctions following the withdrawal of both Russia and 

the US from a cold war nuclear arms treaty”. The outlook for further credit rating changes 

are now “stable”. Furthermore, Russia’s central bank has kept interest rates unchanged at 

7.75% following the two rate hikes at the end of last year. Inflation grew at a slower rate 

than expected and is forecast at 5.5% this year, normalising to the targeted 4% by next 

year. With rate hikes in developed economies also on hold, the likelihood of capital 

outflows has significantly diminished, and a strengthening in the Rouble could be expected 

in the absence of any geopolitical risks. 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 1.27 

JSE Fini 15  + 2.26 

JSE Indi 25  - 0.21 

JSE Resi 20  + 2.39 

R/$   + 3.94 

R/€   + 5.73 

R/£   + 3.19 

S&P 500  + 8.10 

Nikkei  + 1.59 

Hang Seng  + 10.35 

FTSE 100  + 5.96 

DAX   + 4.32 

CAC 40  + 6.00 

MSCI Emerging + 7.22 

MSCI World  + 7.31 



 

 

Gold   + 2.15 

Platinum  - 0.68 

Brent oil  + 13.10 

 

BOTTOM LINE 

 “Interest rates are to asset prices what gravity is to the apple. When there are low interest 

rates, there is a very low gravitational pull on asset prices.” – Warren Buffet. Of the 14 

recessions in the US since the great depression, a common factor leading up to the 

recessions, were an increase in the Fed`s Fund rate. High interest rates kill bull markets - it 

brings out the bears. Low interest rates drive bull markets – it brings out the bulls. 

 

 The Fed uses the Fed`s Fund rate as a policy instrument to control the money supply in the 

broader economy with the aim of keeping inflation in check. When short term interest rates 

go up, the cost of money increases which leads to lower inflation. The reverse is also true. 

 

 During the period of stagflation (high inflation and weak economic growth) in the late 

1970s, the Fed Chairman at the time, Paul Volcker set about bringing the high inflation rate 

down by driving the Fed Fund`s rate to close to 20%. Although inflation did decline 

subsequently, the economy fell deeper into recession. “Inflation is always and everywhere 

a monetary phenomenon in the sense that it is and can be produced only by a more rapid 

increase in the quantity of money than in output.” – Milton Friedman. 

 

 Since the early 1990`s inflation in the US has been relatively stable. Thus, it is no surprise 

that there have only been 3 recessions in almost 30 years. The 30-year period before the 

late 1980s had 6 recessions!  

 

 Why did inflation stabilise? The world adopted inflation targeting. New Zealand was the 

first country to officially adopt inflation targeting in February 1990. The Reserve Bank of 

New Zealand (RBNZ) targeted inflation of less than 2%. Much of the developed world 

followed with the adoption of inflation targets. This created more price stability and 

central bank credibility, not only in those countries, but globally as well. Globalisation 

drove down prices.  

 

 South Africa officially adopted inflation targeting in February 2000. The current inflation 

target is 3 – 6%. The South African Reserve Bank (SARB) sits in a nice position with the 

current CPI at 4.5%. At these levels, they can afford a rate cut! 

 

 With US inflation in check and the Fed`s recent “dovish” comments on interest rates, it is 

unlikely that the US will go into a recession later this year as some analysts believe. Even if 

https://en.wikiquote.org/wiki/Inflation


 

 

the Fed does hike rates this year, the impact on global markets will be short-lived and not 

material as inflation, for now, seems to be under control.   
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