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IN THIS WEEK’S BOTTOM LINE 

Contributed by Gielie Fourie 

• Form is Temporary, Class is Permanent: From 1900 to 2016, the JSE recorded the best real 

(adjusted for inflation) annualized returns on share investments internationally. Source: 

Credit Suisse Global Investment Returns Yearbook 2017. Read more in the Bottom Line. 

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

• The South-African Reserve Bank (SARB) cut the repo interest rate by 25 bps, from 6.75% to 

6.5% (Prime rate will decline to 10%), the first cut since March 2018. The interest rate cut 

was in line with expectations and was supported by factors including slow local growth, 

subdued inflation and a potential slowdown in global economic growth. The possibility of 

interest rate cuts by other central banks also created an opportunity for a rate cut by the 

SARB without negatively influencing the Rand. Another 25bpt's cut may be on the cards for 

the September meeting, although this is not guaranteed and will depend on decisions by 

other central banks and if any of the inflation risks materialise. The SARB’s GDP growth 

forecast was reduced since the last Monetary Policy Committee (MPC) meeting to 0.6% for 

2019 and 1.8% and 2% for 2020 and 2021, respectively while global growth is expected to 

remain solid in 2019 and 2020 at 3.3% and 3.5%, respectively. The biggest risks to the global 

growth outlook remain the US/China trade war, high levels of corporate and sovereign debt 

and elevated geo-political risk.  

• Retail Sales in May exceeded expectations increasing 2.2% year-on-year. This follows growth 

of 2.7% in April. Retail sales contribute a large portion of total economic activity. The year-

on-year increases in May and April bode well for second quarter GDP growth. The biggest 

contributors to the year-on year growth in May included: general dealers (4.0%); retailers in 

household furniture, appliances and equipment (3.2%); retailers in pharmaceuticals and 

medical goods, cosmetics and toiletries (2.9%); and retailers in food, beverages and tobacco 

in specialised stores (2.7%).  On a month-on-month basis retail sales were almost flat in May. 

This followed month-on-month changes of 1.0% in April 2019 and -0.6% in March 2019. In the 

three months ended May 2019, seasonally adjusted retail sales increased by 1.1% compared 



 

 

with the previous three months. Although wholesale trade sales dropped in May by 0.7% year-

on-year and by 1.4% month-on-month, this followed positive month-on-month changes of 1.1% 

in April 2019 and 1.3% in March 2019. In the three months ended May 2019, wholesale trade 

sales increased by 3.9% compared with the previous three months.  This suggests that the 

broad trade sector, like the retail sector, is set to contribute positively to second quarter 

GDP growth.  

 

• The South African Reserve Bank composite business cycle leading indicator, a measurement 

of expected economic conditions 6-9 months ahead, decreased in May by 1.6% on a month-

to-month basis. Eight of the ten component time series decreased, one increased, and one 

remained unchanged. The largest negative contributions came from a deceleration in the 

twelve-month percentage change in job advertisement space and a decrease in the number 

of residential building plans approved. The positive contribution came from an increase in 

the average number of hours worked in the manufacturing sector. 

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

• Consumer Price Inflation: Due Wednesday 24th July. Having increased slightly to 4.5% in May 

consumer price inflation (CPI) is expected to have dropped back to a year-on-year rate of 

4.4% in June, well within the SA Reserve Bank’s 3-6% target range. The core CPI, which 

excludes food and energy prices, is expected to have remained unchanged at 4.1% in June. 

 

• Producer Price Inflation: Due Thursday 27th July. Producer price inflation (PPI), which has 

been well above 6% since March 2019, is likely to have diminished slightly in June to 5.8% 

year-on-year. PPI is closely watched for pipeline pressures that affect inflation at the 

consumer level. 

 

• Private Sector Credit Extension: Due Monday 29th July. Having slowed slightly from 7.95% 

year-on-year in April to 7.66% in May, private sector credit extension (PSCE) growth is 

expected to have picked up to 8% in June according to consensus forecast, with improving 

business and consumer confidence leading to increased credit demand.  

 

• Unemployment Rate: Due Tuesday 30th July. The unemployment rate which has increased in 

every quarter since the first quarter of 2018, is unlikely to have shown any improvement in 

the second quarter, likely according to consensus forecast to have deteriorated to 27.8%. 

 

NORTH AMERICA 

Contributed by Nick Downing 



 

 

• The question is not whether the Fed will cut the fed funds interest rate at its policy meeting 

concluding on the 31st July but by how much. Will the Fed cut the rate by 25 or 50 basis-

points? Expectations for a 50 basis-point rate cut increased after Federal Reserve Bank of 

New York President John Williams espoused the need to act more aggressively when interest 

rates are already at low levels. However, other policy makers were against his shock-and-

awe approach, especially as the economy is still not threatened by an imminent recession. 

Eric Rosengren, President of the Boston Federal Reserve Bank, cited an improvement in the 

economic outlook since the June policy meeting, including strong employment and consumer 

data and the resumption of US/China trade talks. Besides, he indicated that “reducing 

interest rates at this stage of the financial cycle won’t be costless if it encourages a risk-on 

behaviour that actually makes an eventual pullback sometime in the future more costly.” St. 

Louis Fed President James Bullard, a notable dove who has long called for a rate cut also felt 

a 50 basis-point rate cut was too aggressive, a view echoed by Dallas Fed President Robert 

Kaplan. While some investment banks predict a 50 basis-point rate cut on the 31st of July, 

including UBS and Morgan Stanley, these are in the minority. While a rate cut of 25 basis-

points is a near certainty, this has largely been discounted by financial markets, which will 

be more interested in the signal for future rate cuts contained in the accompanying policy 

statement. 

 

• Industrial production, which comprises total output from the manufacturing, mining and 

utility sectors of the economy, fell in the second quarter (Q2) by 1.2% quarter-on-quarter 

annualised following a 1.9% decline in Q1. The industrial sector is officially in recession. A 

recession is defined as two consecutive quarters of negative growth. The contraction in 

industrial production, identified by the Fed as a key reason to cut interest rates, is blamed 

on a slowdown in global demand and the effect of increased export tariffs and trade 

uncertainty. In June, industrial production was flat on a month-on-month basis and increased 

year-on-year by a modest 1.3%. Manufacturing and mining output increased on the month by 

0.4% and 0.2%, respectively but utility output shrank by a sizeable 3.6% due to mild weather 

conditions. Industrial output is likely to recover in the second half of the year amid an 

expected resolution to the US/China trade dispute, the replenishment of global 

manufacturing inventories, which are at cyclical lows, and the tailwind of lower US interest 

rates and easier global monetary policy. While the service sector of the US economy tends to 

be insulated from global trends industrial production is more sensitive to global effects.  

 

• In contrast to the industrial sector of the economy, retail sales grew in June by a solid 0.4% 

month-on-month building on growth of 0.4% in both April and May, which means that in the 

second quarter (Q2), retail sales grew by a massive 6.4% quarter-on-quarter annualised. This 

shows an acceleration from June’s year-on-year growth of 3.4%. With household spending 

contributing over two-thirds to US GDP and manufacturing contributing just 12% of GDP, the 

buoyant retail sales data should prompt economists to revise upwards their US Q2 GDP 

forecasts from a previous range of 1.5-2.0% to above 2%. The retail sales data also reduces 

the prospect of the Fed announcing a 50 rather than 25 basis-point interest rate cut at its 

upcoming policy meeting on the 31st July. Among the retail sectors, auto sales increased in 



 

 

June by a notable 0.7% on the month building on its 0.7% gain in May. Online and mail order 

retail sales increased by 1.7% for a second straight month.   

 

CHINA 

Contributed by Nick Downing 

• China’s GDP growth slowed from 6.4% year-on-year in the first quarter (Q1) to 6.2% in Q2, 

the slowest pace since the current data series began in 1992. However, the growth rate 

matched expectations and falls comfortably within Beijing’s targeted range of 6.0-6.5%. 

Moreover, there are signs that the slowdown may have bottomed out in May with indications 

of an acceleration in the June data. On a year-on-year basis, infrastructure spending 

increased 5.8% in the first half of the year up from 5.6% in the first five months of the year. 

The equivalent data for factory output improved from 5.3% to 6.3%. Consumer spending 

showed a similar improvement in June with retail sales increasing by 9.8% on the year up 

from 8.6% in May. Meanwhile, due to the lagged impact of increased monetary and fiscal 

stimulus, the boost to investment and consumer spending will only be felt fully in the second 

half of the year. Together with the likelihood of a trade agreement with the US in coming 

months, the outlook for China’s economy should start to brighten. 

 

EUROPE 

Contributed by Nick Downing 

• According to interest rate swaps the implied probability of a 10 basis-point interest rate cut 

at the ECB’s upcoming policy meeting on Thursday has exceeded 50%, up from 10% at the 

beginning of June. This would reduce the ECB’s deposit rate from minus 0.40% to minus 0.50%. 

Although ECB President Mario Draghi may wait until later to implement a rate cut at the 

quarterly ECB meeting, which is customary, the central bank is on course to follow the easier 

monetary policy being signalled by the world’s major central banks. There is a strong 

likelihood that the ECB will follow a rate cut with further quantitative easing before year-

end in order to boost economic momentum and the depressed inflation rate, which remains 

well below the inflation target. Mario Draghi, whose tenure as ECB president ends on the 31st 

October is likely to be succeeded by Christine Lagarde, who will be resigning as managing 

director of the IMF on the 12th September. Lagarde, the leading candidate to head the ECB, 

is known to support Draghi’s “dovish” stance on monetary policy and quantitative easing.  

 

UNITED KINGDOM 

Contributed by Nick Downing 



 

 

• The value of options purchased to protect against volatility in the pound reached its highest 

level, in the past week, since April when Theresa May applied for an extension in the Brexit 

deadline. Financial market anxiety over a no-deal Brexit has increased amid Boris Johnson’s 

promise that there will be no negotiation of an Irish Backstop and that the UK will leave the 

EU with or without a deal on the 31st October deadline. The outlook for sterling is also being 

harmed by the other potential scenario of a general election and the possibility of a Corbyn-

led government. While some economists predict the pound could fall to parity with the US 

dollar others regard the currency as being oversold and already discounting the bulk of a 

worst-case scenario. A weaker pound is not all bad news, as it boosts the UK’s terms of trade 

by making exports more competitive. The FTSE 100 index, made up primarily of multinational 

and export driven companies, would rally strongly in the event of a pound collapse. 

 

• Employee wages and earnings increased in the three months to end May on a year-on-year 

basis by 3.6% up from 3.4% in the equivalent period to end April, the fastest pace since July 

2008. After taking inflation into account real wages and earnings grew by a solid 1.7% the 

strongest gain since September 2015. At 3.8%, unemployment is at its lowest since 1974, 

which combined with strong earnings growth, is boosting retail sales and consumer spending 

despite Brexit uncertainty. Retail sales increased in June by 1.0% month-on-month and 3.8% 

year-on-year. With household expenditure contributing over two-thirds to UK GDP, the 

economy is unlikely to have contracted in the second quarter as most economists had earlier 

expected due to weak investment spending. While positive for the economic outlook, strong 

earnings growth and consumer spending may deter the Bank of England from cutting interest 

rates.  

 

FAR EAST AND EMERGING MARKETS 

Contributed by Nick Downing 

• Singapore’s non-oil exports, closely watched as a barometer of global trade health due to 

the country’s trade-oriented economy, fell in June for the fourth straight month, declining 

year-on-year by 17.3% after falling 16.3% in May. Exports of electronics were especially hard-

hit, falling in June by 31.9% on the year. The trade figures corroborate the global trade 

slowdown and negative impact of the US/China trade dispute. Singapore’s GDP grew in the 

second quarter by just 0.1% year-on-year its slowest pace since 2009 in the midst of the 

2008/09 global financial crisis. The IMF lowered its 2019 GDP forecast for Singapore to 2% 

down from its earlier May estimate of 2.3%, attributed primarily to increased global trade 

tensions.  

 

• The Bank of Korea (BOK) unexpectedly cut its benchmark interest rate from 1.75% to 1.50% 

reversing the rate hike implemented in November last year. The central bank governor Lee 

Ju-yeol cited the negative impact of the country’s trade dispute with Japan, which has 



 

 

imposed an embargo on exports of chemicals vital to South Korea’s production of 

semiconductors. The BOK cut its GDP growth forecast for 2019 from a previous 2.5% to 2.2% 

and lowered its inflation forecast to 0.7% significantly below the central bank’s 2% target. 

The deteriorating outlook for growth and depressed inflation rate strengthen the prospect of 

further rate cuts by year-end.  

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 10.01  58015 

JSE Fini 15  + 1.08  16557   

JSE Indi 25  + 14.31  72795 

JSE Resi 20  + 14.00  46793 

R/$   + 3.54  13.86 

R/€   + 5.95  15.54 

R/£   + 5.93  17.30   

S&P 500  + 19.07  2985 

Nikkei  + 7.00  21416 

Hang Seng  + 11.24  28371 

FTSE 100  + 11.69  7514 

DAX   + 16.39  12289 

CAC 40  + 17.68  5567 

MSCI Emerging + 9.13  1053 

MSCI World  + 16.66  2197 

Gold   + 11.46  1427 

Platinum  + 7.21  850 

Brent oil  + 16.26  63.29 

 



 

 

BOTTOM LINE 

Contributed by Gielie Fourie 

• The JSE was “born” on 8 November 1887. From 1900 to 2016 the JSE delivered the best real 

returns globally, taking into account currency moves and inflation. Long-term investing must 

always look at longer periods – not one, five or even ten years. Warren Buffett said in his 

1996 newsletter: “If you aren’t willing to own a stock for ten years, don’t even think about 

owning it for ten minutes”. He later added that “Nobody buys a farm based on whether they 

think it’s going to rain next year. They buy it because they think it’s a good investment over 

10 or 20 years.”  

 

• Returns over 15 Years, taking currency moves and inflation into account: R1 million invested 

on the JSE 15 years ago would be worth R8.9 million today. This equates to an average annual 

return of 15.69%. The S&P500 would have returned R8.0 million for an annual average return 

of 14.92%. 

 

• Returns over 5 Years, taking currency moves and inflation into account: These were the Zuma 

years. R1 million invested on the JSE 5 years ago would be worth R1.1 million today. This 

equates to an average annual return of 2.6%. The S&P500 would have returned R2.1 million 

for an average annual return of 23.3%. Five years is too short a time-span to evaluate 

performance. 

 

• Economic Cycles: Economies move in cycles. They don’t move in a straight line. The SA 

economy is experiencing almost zero real growth. We are at the bottom of an economic cycle. 

When times are tough, companies can resort to several survival strategies. We look at four 

strategies. The effect of these strategies is that some companies will disappear, leaving us 

with a smaller JSE. We will need new listings to offset this. 

 

• Takeovers: At the bottom of economic cycles shares are cheap. Bargains are everywhere. 

Foreign companies with deep pockets sniff out these opportunities. Last week PepsiCo made 

an offer for Pioneer Foods at R110.00 per share. The total offer is $1.8 billion. Pioneer’s price 

hit R200.00 in 2016. The German company, Aton Resources, made an offer for Murray and 

Roberts. On Friday the Competition Commission issued a statement indicating it has 

recommended to the Competition Tribunal that the acquisition be prohibited. An Israeli 

company has made a R4.8 billion (R25.00 per share) bid for Clover. On Friday the Competition 

Commission has recommended to the Competition Tribunal that the deal be approved subject 

to certain conditions. A French company bought Interwaste for €32 million and delisted it. 

Bidvest recently made an offer to enX to buy their subsidiary company, Eqstra, for R3.1 

billion. Eqstra is a 27-year-old established business. It specializes in fleet leasing and 

management. The deal must still be approved by the authorities. Pioneer, Clover and Murray 

and Roberts could be delisted. The JSE is getting smaller. 



 

 

 

• Delisting: When share prices collapse, smaller companies tend to delist. Verimark and Torre 

Industries, once market favourites, recently delisted. 

 

• Amalgamations: When times are tough, amalgamations and consolidations are popular cost 

cutting strategies. Arrowhead Properties and Gemgrow Properties have announced plans to 

merge. Safari Investments and Fairtree Property have also announced plans to merge. 

 

• The Unkindest Cut of All – Closing the Doors: When a business cannot be rescued, the only 

option is to close its doors. This has now happened to Green Cross shoes in Cape Town. Green 

Cross was founded in 1975 in Cape Town by Karl and Hildegard Zeppel. The Zeppels started 

making shoes at their house. Business was so good that they opened a factory in Epping. 

Green Cross produced 2,500 pairs of shoes per day. AVI, the successful consumer goods 

company, bought the company in 2012 for R382.5 million. In the beginning business was 

encouraging, but during the last five years performance and profitability deteriorated. AVI 

has struggled for years to turnaround Green Cross. They invested an extra R185 million in 

improvements and working capital. In December 2018 AVI finally threw in the towel and 

closed the factory. In the process 336 traumatised workers lost their jobs a few days before 

Christmas. Trade union, SACTWU, was shocked. The reality is that production costs were too 

high relative to cheaper imports. AVI has decided to rather import shoes from the East and 

Europe for their Green Cross outlets. 

 

• Conclusion: The JSE has been the best performing stock exchange in the world for 117 years. 

Unfortunately, a “lost decade” of mismanagement and corruption have blemished our 

reputation as an international investment destination. The last five years were particularly 

bad, but we believe the wheels are starting to turn in the right direction. When big 

international companies start investing in SA, we have no reason to doubt their motives. Old 

Mutual has produced research that is positive about our growth prospects. At Overberg we 

don’t look in the rear-view mirror - we prefer to look through the windshield. We remain 

positive. We were not world leaders for 117 years for nothing. 

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset 

Management believes are reliable but makes no representations as to their accuracy or completeness. Any opinions, 

forecasts or estimates herein constitute a judgement as at the date of this Report and should not be relied upon. There can 

be no assurance that future results or events will be consistent with any such opinions, forecasts or estimates. Furthermore, 

Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of or reliance placed upon 

the material presented in this Report. 


