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IN THIS WEEK’S BOTTOM LINE 

 The JSE’s sizeable valuation discount suggests the equity market is extrapolating current 

economic weakness far into the future. Is this fair? Recent government initiatives under 

Ramaphosa and prospects of greater structural economic reforms post the election indicate 

that the extrapolation of past trends, which are a lagged effect from the end of the Zuma 

era, is unreasonable.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 As expected the South African Reserve Bank (SARB) left the repo interest rate unchanged at 

6.75%. Significantly, its Quarterly Projection Model indicates just one more hike of 25 basis 

points in contrast to November’s projection of four hikes over two years. The SARB 

dramatically lowered its consumer price inflation forecast for 2019 from 5.5% to 4.8% and 

slightly for 2020 from 5.4% to 5.3%. Contributory factors were a drop in its oil price 

assumption for 2019 from $73 per barrel to $62 and an appreciation in the rand versus the 

dollar and euro. The SARB’s softening attitude towards monetary tightening can also be 

attributed to a “dovish” shift from the world’s major central banks, especially the US 

Federal Reserve which is now guiding for a pause in its rate hiking cycle. The SARB lifted its 

GDP forecast for 2018 from 0.6% to 0.7%, reduced it for 2019 from 1.9% to 1.7% and for 

2020 kept it unchanged at 2.0%. In its longer-range projection, it forecasts growth to rise to 

2.2% in 2021.  

 

 Boosted by Black Friday discounting retail sales surged in November by 3.3% month-on-

month lifting year-on-year growth to 3.1% from 2.1% in October. The year-on-year growth 

rate beat the market consensus forecast of 2.5%. Growth was led by the “general dealers”, 

“textiles, clothing, footwear and leather goods” and “household furniture, appliances and 

equipment” categories, which grew on the year by 3.7%, 4.2% and 13.5%, respectively. The 

outlook for retail sales should brighten with the expected steep decline in inflation, more 

than compensating for November’s 25 basis-point interest rate hike. However, the longer-

term outlook for retail sales depends on a sustainable rise in consumer confidence which 

rests on strong jobs growth and greater certainty over government policy. 

 

 Mining production slumped in November by 5.8% month-on-month causing a year-on-year 

contraction of 5.6% compared with October’s slim growth of 0.2% on the year. The main 

culprits were iron ore, gold and diamonds which suffered year-on-year contraction of 

19.7%, 14% and 21.7%, respectively. Year-on-year production declined in 9 of the 12 mining 



 

 

categories. Chromium, manganese and platinum group metals bucked the trend with 

respective increases of 15.5%, 15.8% and 0.9%. From a low base, mining production is 

expected to improve during 2019 helped by greater mining policy certainty and prospects 

for improved demand from China as the country pursues increased fiscal stimulus and 

infrastructure investment. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation: Due Wednesday 23rd January. Having nudged higher to 5.2% in 

November consumer price inflation is expected to have dropped sharply to a year-on-year 

rate of 4.5% in December, well within the SA Reserve Bank’s 3-6% target range. The 

expected decline is attributed to the sizeable R1.84/litre cut in the fuel price during the 

month.  

 

 FNB/BER Consumer Confidence Index: Due Thursday 23rd January. According to consensus 

forecast the FNB/BER Consumer Confidence Index (CCI) is expected to have recovered 

slightly in the fourth quarter (Q4) to +10 having dropped precipitously from +22 to +7 in Q3. 

This would be above the long-term average of +2.  

 

GLOBAL 

 According to Deutsche Bank 2018 was the worst year since 1901 for global financial markets 

generally with 90% of all financial assets suffering a negative return. 2019 has started off 

with a rally across a broad range of asset classes trimming some of last year’s steep losses. 

The recovery has occurred despite Deutsche Bank’s global economic policy uncertainty 

index rising to record levels amid Brexit uncertainty, the trade dispute between the US and 

China and the longest partial government shutdown in US history. According to the Bank of 

America Merrill Lynch global fund manager survey 60% of respondents believe global 

economic growth will deteriorate over the next 12 months, marking the most negative 

outlook since July 2008. So, why the increased financial market optimism? The answer lies 

in the shift in Federal Reserve policy outlook, which in turn stems from declining inflation 

expectations. The Merrill Lynch survey shows that a net 19% of respondents expect global 

consumer price inflation to rise over 12 months compared with 82% as recently as April last 

year. Fed announcements and market expectations suggest the US central bank may pause 

its rate hiking cycle.  

 

 The gold price has increased by around 8% since hitting its low of $1200 per ounce in August 

last year, amid increased investor appetite and central bank buying. Holdings of gold 

exchange traded funds have risen to 71.9 million ounces the highest in five years. At the 

same time central bank buying has increased to its fastest pace since 2015 with net 

purchases noted in China, Russia, Turkey, Hungary and Poland. The catalyst to gold’s 



 

 

resurgence is likely to be the changed outlook for US interest rates and the dollar. 

Prospects for a pause in the Fed’s interest rate hiking cycle followed by potential rate cuts 

in the second half of the year bode well for the gold price due to the opportunity cost of 

holding gold. The gold price, which is dollar denominated, also traditionally benefits from a 

weakening dollar. The dollar may weaken in 2019 due to the expected narrowing in the 

growth differential between the US and other economies and due to a more dovish Fed.  

 

NORTH AMERICA 

 The partial government shutdown, which is about to enter its fifth week, is the longest on 

record prompting the US Chamber of Commerce to send a dire warning to members of 

Congress. The warning stated that: “As we are hearing every day from businesses across the 

country, the adverse consequences of the shutdown are wide and growing.” According to 

the government’s own projections the shutdown will subtract 0.13% from GDP growth every 

week that it continues due to the loss of productive work from 380,000 federal workers, 

the lost work from federal contractors and lost spending of around 800,000 federal 

employees who are going without pay. Moreover, in the course of everyday business 

companies are struggling to get regulatory approval, licensing and permits. The January 

non-farm payroll data is likely to suffer heavily from the technical spike in temporary 

unemployment of the federal workforce.   

 

 Following last week’s data, which showed consumer price inflation falling in December for 

the first time since March last year, this week’s producer price inflation (PPI) data release 

reinforces evidence of a broad-based moderation in inflation. PPI fell for the first time 

since August 2017 dropping in December by 0.2% month-on-month. Excluding energy and 

food prices, core PPI fell by 0.1% on the month. On a year-on-year basis headline PPI 

remained at 2.5% unchanged from November’s level although well down from the recent 

peak of 3.4% in July. The moderation in PPI data should assist the Federal Reserve in 

drawing a pause to its rate hiking cycle.  

 

 The chorus from Federal Reserve policy members indicating a pause in the central bank’s 

interest rate hiking cycle grew louder in the past week. One of the most hawkish policy 

members, Esther George president of the Federal Reserve Bank of Kansas City said: “A 

pause in the normalisation process would give us time to assess if the economy is 

responding as expected with a slowing of growth to a pace that is sustainable over the 

longer run”. She added that: “And for now, it seems to me that we should proceed with 

caution and be patient as we approach our destination.” Meanwhile John Williams, New 

York Fed President and vice chairman of the Federal Open Market Committee, said: “The 

approach we need is one of prudence, patience and good judgement. The motto of ‘data 

dependence’ is more relevant than ever.” He went a step further, adding that: “If the 

outlook deteriorates in a material way, we stand prepared to deploy all our policy tools as 

appropriate in support of the economy.” Fed funds futures are ascribing a 71% probability 

of there being no further fed rate hikes in 2019.  



 

 

 

 The University of Michigan US consumer sentiment index fell sharply in January from 98.3 

to 90.7 its lowest since October 2016 before the last US presidential election and well 

below the consensus forecast of 96.4. According to Richard Curtin, chief economist for the 

survey: “The loss was due to a host of issues including the partial government shutdown, 

the impact of tariffs, instabilities in financial markets, the global slowdown, and the lack of 

clarity about monetary policies.” However, he also added that: “While the January falloff 

in optimism is certainly consistent with a slowdown in the pace of growth, it does not yet 

indicate the start of a sustained downturn in economic activity.” Amid robust jobs growth 

and wage increases consumer sentiment is expected to rebound once the partial 

government shutdown is resolved as it did the last time there was a shutdown in 2013.  

 

 Industrial production increased in December by a respectable 0.3% month-on-month 

following a gain of 0.4% in November. Highlights include an increase in manufacturing 

production of 1.1% on the month its fastest growth since February, helped by a 4.7% 

recovery in vehicle and parts production. By contrast, utility output sank by 6.3% on the 

month due to warmer than usual weather. For the fourth quarter (Q4) industrial production 

increased by a robust 3.8% quarter-on-quarter annualised albeit below the 4.7% pace 

recorded in Q3. However, a sharper slowdown in industrial production is expected in 2019 

in line with a softening in forward-looking purchasing managers’ surveys due to a weakening 

in export markets and the effect of the stronger dollar on export competitiveness.  

 

CHINA 

 China’s GDP growth slowed in 2018 to 6.6% its slowest growth since 1990 down from 6.8% in 

2017. In the fourth quarter (Q4) GDP growth slowed to 6.4% year-on-year, its slowest 

quarterly growth rate since the 2008 global financial crisis, capping three consecutive 

quarters of slowdown. According to Ning Jizhe, head of the National Bureau of Statistics: 

“The economy faces downward pressure”. He cited a “complicated and severe external 

environment”. However, declining economic momentum is largely due to government 

efforts at curtailing the country’s rapid credit growth and due to more stringent 

enforcement of environmental legislation. Authorities have started to speed up the pace of 

monetary and fiscal stimulus in recent weeks to maintain growth in what President Xi 

Jinping describes as a “reasonable range” thought to be 6-6.5%. In December, while year-

on-year growth in property investment slowed from 9.7% in November to 9.5%, growth in 

infrastructure spending lifted from 3.7% to 3.8%, industrial output gained from 5.4% to 5.7% 

and retail sales growth increased from 8.1% to 8.2%. December production numbers 

indicate the early benefits from more concerted government stimulus measures.  

 

 China’s authorities increased the pace of their monetary and fiscal stimulus in the past 

week. The People’s Bank of China (PBOC) injected 570 billion yuan into the banking system, 

equivalent to $84 billion, the largest reverse repo operation for a single day. PBOC governor 

Yi Gang said: “The central bank will avoid damaging the real economy with too fast credit 



 

 

shrinkage while refraining from indiscriminate easy credit.” Meanwhile, the Finance 

Ministry announced a swathe of new tax cuts aimed at supporting small and micro 

businesses, adding to the recent fast-tracking of local government bond issuance aimed at 

accelerating infrastructure projects.  

 

EUROPE 

 Data provided by the Institute of International Finance shows Eurozone household debt fell 

in the third quarter to 57.6% of GDP its lowest level since 2006 well below the equivalent 

levels for the US and the UK of 75% and 86%. While the household debt level varies widely 

across Eurozone economies from 103% in the Netherlands to 40% in Italy, the moderate 

overall level bodes well for consumers’ ability to withstand any shock to the financial 

system or a normalisation in interest rates. The ECB is expected to start its interest rate 

hiking cycle in the second half of the year. 

 

UNITED KINGDOM 

 Having suffered a massive 230-vote defeat in parliament’s vote on her EU Withdrawal 

Agreement, Theresa May went on to win the no-confidence motion tabled by Labour leader 

Jeremy Corbyn. Despite continued uncertainty over Brexit the greatly reduced risk of a 

Corbyn-led government has boosted sterling to its highest level in seven weeks making it 

the best performing major currency over the period. Sterling’s recent appreciation is also 

being boosted as the probability of a “no deal” Brexit diminishes in the face of parliament’s 

desire to avoid a messy withdrawal from the EU. Moreover, the UK has become far more 

prepared for the worst-case scenario to the point that in the unlikely event of it occurring, 

the fallout would be less calamitous than initially projected. Capital Economics forecasts a 

no deal Brexit would at worst shave 1-2 percent off UK GDP over a two-year period. As a 

result, domestically focussed UK equities, which are trading at significant discounts to their 

intrinsic value, are offering good investment opportunities on a risk-adjusted basis. Michael 

Strobaek, global chief investment officer for Credit Suisse observed that: “Although 

political uncertainty remains high, both the reduction of no-deal tail risk and the shift to a 

softer Brexit deal with greater parliamentary support should be supportive of sterling, 

which we continue to believe is undervalued and has scope to outperform in coming 

months.”  

 

 Retail sales fell in December by 0.9% month-on-month although a pullback had been 

expected following the Black Friday boost which pushed up November sales by 1.3% on the 

month. On a three-month-on-three-month basis, which irons out the Black Friday effect 

retail sales shrank by 0.2% in the fourth quarter (Q4) compared with growth of 0.2% in the 

period to end November. However, the decline appears moderate compared to doomsday 

forecasts and according to the National Statistics Office will only shave 0.1 percentage 



 

 

points from Q4 GDP. On a year-on-year basis retail sales growth remained robust in 

December at 3.0%. Online retail sales grew in December by 9.3% on the month pushing the 

proportion of online to overall retail sales from 18.1% to 18.2%.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 2.66 

JSE Fini 15  + 3.23 

JSE Indi 25  + 4.05 

JSE Resi 20  + 0.28 

R/$   + 3.80 

R/€   + 4.76 

R/£   + 2.84 

S&P 500  + 6.54 

Nikkei  + 3.52 

Hang Seng  + 6.64 

FTSE 100  + 3.60 

DAX   + 5.47 

CAC 40  + 2.90 

MSCI Emerging + 5.47 

MSCI World  + 6.20 

Gold   - 0.15 

Platinum  + 0.72 

Brent oil  + 15.32 

 

 



 

 

BOTTOM LINE 

 In 2018 the All Share Index shed -11.37% cementing the worst five-year period for the JSE in 

fifty years. The euphoria which pushed equity markets higher at the start of the year after 

Cyril Ramaphosa wrested control of the ANC and was sworn-in as President rapidly unwound 

in the face of South Africa’s first recession since 2009, with the economy shrinking for two 

straight quarters in Q1 and Q2. The downturn was exacerbated in the second half of the 

year by a global sell-off in emerging market currencies attributed to faster than expected 

US interest rate hikes and a strengthening dollar combined with a slowdown in China’s 

economy and a brewing trade conflict between the US and China. 

 

 Does 2019 offer better prospects? Local equity markets are now offering considerable value 

with the All Share Index price-earnings multiple currently at 16.7x compared with 21.0x 

this time last year. Excluding Naspers, the PE multiple falls to 13.8x well below the long-

term average of 14.7x.  

 

 The JSE’s sizeable valuation discount suggests the equity market is extrapolating current 

economic weakness far into the future. Is this fair? Recent government initiatives under 

Ramaphosa and prospects of greater structural economic reforms post the election indicate 

that the extrapolation of past trends, which are a lagged effect from the end of the Zuma 

era, is unreasonable.  

 

 Blame for the worldwide underperformance in emerging market equities is largely 

attributed to the strengthening dollar and unpredictable US trade policy. Encouragingly, 

these key global market forces may be close to a crucial inflection point. An inflection 

point in the appreciation of the US dollar and the deterioration in US trade relations at the 

same time as an acceleration in China’s fiscal and monetary stimulus should pave the way 

for a re-rating in emerging market equities. What is good for emerging markets, as an asset 

class, is also good for the rand and South African equities. 

 

 Domestically focussed South African equities probably offer the greatest value and the 

potential for the strongest re-rating. The key catalysts will likely be global forces 

comprising a weakening US dollar and a reflation of China’s economy, which both bode well 

for emerging markets generally.  

 

 South Africa’s general election should also provide a positive catalyst. Markets may suffer 

some volatility in the lead-up to the election, although a clear mandate for Ramaphosa 

should usher-in bolder stage-2 reforms from May onwards, providing a solid boost to 

consumer and investor confidence, household expenditure and investment spending.  

 

 As well as propelling stronger economic growth and a pick-up in company earnings, the 

equity market should also enjoy an upward re-rating in this likely scenario. Good news has 

been a long time coming. We are confident that investors will be rewarded for their 

patience in 2019.  
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