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IN THIS WEEK’S BOTTOM LINE 

 Mr Mboweni drew a line in the sand when it came to State Owned Enterprises (SOE`s). It was 

made clear that Cabinet aims to end financial guarantees to SOE`s and that expiration dates 

will be strictly enforced. The Post Office is the only other entity that received a financial 

allocation. Treasury will be allocating R1.3 billion over three years to the Post Office. Other 

budgetary points include an effort to cut public sector expenses through early voluntary 

retirement packages and revenue boosters such as an increase in sin taxes, a fuel levy and a 

possible carbon tax.  

 

SOUTH AFRICA ECONOMIC REVIEW 

 The economy was weak in 2018, hurt by a slightly slower global economy and continued policy 

uncertainty. While the new administration has been considerably more approachable and has 

put considerable effort into trying to create a more investment‐friendly environment, the 

expropriation without compensation debate and the continued onerous regulatory 

environment weighed on sentiment. Tito Mboweni had the difficult task of turning around 

the damage done to the economy by Eskom. In addition, the economy worsened since the 

October 2018 Medium Term Budget Policy Statement (MTBPS). To help Eskom, he allocated 

R69 billion to it, spread over three years. This is the biggest “bailout” for a State-Owned 

Entity (SOE) ever. The finance minister denied that government was taking on Eskom’s debt, 

saying that “Eskom took on debt. It must ultimately repay it”. The funds will mainly come 

from the rise of sin taxes. Very little funds will thus be available for urgently needed 

infrastructure projects. Other SOE’s will also be assisted, but Treasury is adamant that any 

support will be financed through the sale of assets and will not impact the budget balance. 

The contingency reserve has been increased by R6 billion to R13 billion in 2019/20 to lend 

financial support where it is required. The consolidated budget deficit rises to 4.2% of gross 

domestic product (GDP) in 2018/19 from 4.0%, with 2018/19’s outcome, slightly higher than 

that in the MTBPS in October 2018, but significantly higher than the originally budgeted 3,6%. 

The deficit is now budgeted to rise further to 4.5% this year and then decline to 4% by 

2021/22. This means that gross public debt rises to 58.9% of GDP in 2021/22 from the current 

55.6%. Net loan debt rises to 55.5% in 2021/22 from 49.9% in 2018/19. Revenue again 

undershot in 2018/19 on weak economic activity. Tax revenue is estimated to have undershot 

by 3.2%, largely due to lower income tax collections from individuals and companies and 

significantly lower‐than‐expected VAT revenues. In 2019/20 tax revenues are expected to 



 

 

grow by 9.2%. Individual tax rates remain the same with very little compensation for fiscal 

drag, but more goods are zero‐rated for VAT purposes. Expenditure in 2018/19 was lower 

than both the original estimate and the revised MTBPS estimate. Spending is projected to 

grow by 9.7% this year. There are tough new expenditure controls in place to compensate for 

the abnormal allocations to Eskom. R567 billion has been allocated for social grant payments 

increasing in line with inflation. (See Bottom line for further analysis) 

 

 As expected, consumer price inflation (CPI) for January 2019 came in lower at 4%, compared 

to the December 2018 CPI measurement of 4.5%. The decline in the January CPI measurement 

was due primarily to the substantial drop in the oil price in the 4th quarter (Q4) of 2018.  The 

price of Brent crude dropped from a peak of $86.29 per barrel on the 3rd October to $50.77 

a barrel on the 25th December 2018.  Although the price of Brent crude has been increasing 

slightly since the end of December, petrol prices (inland 95-octane) dropped by R1.23 per 

litre and diesel by R1.54 in January 2019. This resulted in a 10.2% monthly slump in the fuel 

index, the biggest monthly drop since January 2015. Fuel contributes 4.6% of the total CPI, 

which means that changes in the fuel price easily influence month-to-month changes in the 

headline CPI figure. Core inflation, which excludes volatile food and energy prices, remained 

unchanged at 4.4% year-on-year. The Bureau of Economic Research (BER) expects inflation 

to stay well within the South-African Reserve Bank’s (SARB) 3-6% target range throughout 

2019, increasing from 4% to around 5% during the year. The fuel levy increase announced 

during the state budget was lower than expected, which supports a positive inflation outlook. 

Nevertheless, there are various factors that pose a risk to the expected 2019 CPI of 5%. These 

factors include: a weaker rand, volatility in international poil prices and retailers’ ability and 

willingness to absorb rising input costs. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Private sector credit extension: Due Thursday 28th February. Private sector credit extension, 

which decelerated to year-on-year growth of 5.1% in December is expected to have picked-

up slightly in January to around 5.3%. The improvement is premised on an expected reversal 

of the volatile investments and bills category which fell in December by 1.5% month-on-

month. 

 

 Trade balance: Due Thursday 28th February. The trade balance, having recorded a sizeable 

surplus of R17.2 billion in December, is expected to have recorded a deficit of R15 billion in 

January. Import activity, which is typically subdued during December amid the festive 

season, tends to catch-up and normalise during January. 

 

 Producer price inflation: Due Thursday 28th February. Producer price inflation (PPI), which 

registered 5.2 year-on-year in December, is expected to have decelerated to around 4.8% in 

January, helped by a stronger rand and lower oil prices. On a month-on-month basis, PPI is 

expected to have declined by 0.1%.  



 

 

 

 Manufacturing purchasing managers’ index: Due Friday 1st March. The ABSA/BER 

manufacturing purchasing managers’ index (PMI), which declined in January from 50.7 to 

49.9, just below the neutral 50-level which demarcates expansion from contraction, is 

expected to have returned to expansionary territory in February. The improvement is 

premised on rising political and policy certainty with businesses looking past the rapidly 

approaching national elections.  

 

 New vehicle sales: Due Friday 1st March. The sharp year-on-year decline in new vehicle sales 

of 7.4% suffered in January is expected to have moderated to around 3% in February, helped 

by the base effect of year-ago comparative levels. In February 2018 new vehicle sales fell by 

a substantial 12.2% on the year, which should flatter this year’s February figures.  

 

GLOBAL 

 President Trump postponed the planned tariff increase on $200 billion of Chinese imports 

due to be implemented on 1st March. The move sends a strong signal that Trump wants to 

wrap-up a trade deal with China even if he is left without key structural concessions. While 

US hardliners remain sceptical of any premature deal, Trump announced that: “I am pleased 

to report that the US has made substantial progress in our trade talks with China on important 

structural issues including intellectual property protection, technology transfer, agriculture, 

services, currency, and many other issues”. However, neither US nor Chinese negotiators 

were able to provide any detail on the terms which had so far been agreed. Nonetheless, 

Trump is confident that a summit meeting with Chinese leader Xi Jinping will go ahead at his 

Mar-a-Lago resort in Florida to “conclude an agreement.” Trump, with his sights on the 2020 

presidential race appears to have lost his appetite for the hard-line trade approach he 

adopted in 2018. It is likely that last year’s negative equity market reaction to that hard-line 

approach has also fed his current urgency for a deal.   

 

NORTH AMERICA 

 Minutes from the Federal Reserve’s policy meeting in January revealed that: “Several 

participants judged that risks that could lead to higher-than-expected inflation had 

diminished relative to downside risks.” In addition, nearly all participants were committed 

to announcing a plan for ending the reduction of the Fed’s balance sheet in the second half 

of the year. The Fed’s balance sheet which increased, as a result of quantitative easing, from 

$900 billion prior to the 2008/09 global financial crisis to a peak of $4.5 trillion in 2015, has 

reduced over the past three years to $4.5 trillion. While elevated on a long-term historical 

basis, the Fed pointed out that commercial banks require more reserves due to regulatory 

changes and increased capital buffers. The Fed’s balance sheet is the flipside of commercial 

banks’ required reserves. Fed Vice Chairman Randal Quarles announced that a halt to the 



 

 

runoff of the balance sheet will allow the Fed to “gradually approach our assessment of the 

appropriate amount of reserves for the efficient and effective implementation of monetary 

policy.” 

 

 In its semi-annual report to Congress the Fed said the economy appears to be on a solid 

footing and that the US financial system remains “substantially more resilient” than prior to 

the 2008/09 global financial crisis. The safer financial system is attributed to stronger capital 

buffers and reserve requirements, placing banks in a far stronger position. While the Fed 

acknowledged that corporate debt had increased significantly especially at the riskier end of 

the debt spectrum, household borrowing had remained in line with affordability.  

 

 Durable goods orders increased in December by a solid 1.2% month-on-month, although 

boosted by the notoriously volatile commercial aircraft segment, and vehicle and parts 

orders. Durable goods, excluding transportation, increased by a moderate 0.1% on the month. 

Business investment spending, comprising non-defense capital goods excluding aircraft, fell 

by a substantial 0.7% on the month, its second straight monthly decline and its fourth decline 

in five months. The prior month’s decline was revised downwards from -0.6% to -1.0%. While 

business investment spending managed year-on-year growth of 2.5% in December this is a far 

cry from the 13% growth recorded in September. According to Capital Economics senior 

economist Andrew Hunter: “Equipment investment growth slowed further in the fourth 

quarter, and we expect it to remain weak for most of this year.” The decline is attributed to 

declining business confidence stemming primarily from the trade dispute with China and the 

partial federal government shutdown.  

 

 Existing home sales fell in January for the third straight month, falling by 1.2% month-on-

month to an annual rate of 4.94 million units, its lowest level since November 2015. On a 

year-on-year basis, existing home sales fell by 8.5%. However, the combination of falling 

interest rates, slowing home price growth and increased affordability, and rising inventories 

of homes for sale should lead to a recovery in the market over coming months. The average 

rate on a 30-year fixed-rate mortgage has dropped sharply to 4.35% from a recent peak of 

5.17% in November. The national median sale price fell between December and January from 

$254,700 to $247,500. The year-on-year price increase fell to 2.8% its lowest since February 

2012. The inventory of existing homes for sale increased in January compared with December 

from 3.7 months to 3.9 months supply at the current sales rate. Meanwhile, the National 

Home Builders Association home builder sentiment index increased in February to a four-

month high rising from 58 to 62. The forward-looking expectations sub-index, measuring 

projected conditions in 6 months’ time, increased sharply from 63 to 68 signalling that the 

housing market may have passed its low-point in the current cycle.  

 

CHINA 

 News that President Trump postponed the 1st March deadline for raising tariffs on $200 billion 

of Chinese imports, significantly boosted China’s equity market performance. The Shanghai 



 

 

and Shenzen CSI 300 equity index gained 5.9% on Monday, its biggest single day increase in 

over three years. The added gains mean the CSI 300 index is now technically in a “bull” 

market, defined by an increase of 20% or more from a recent low-point. The index, after 

being the world’s worst performer in 2018, is one of the world’s best performers this year 

with an uninterrupted gain of 25%. Following last year’s slump valuations have become 

attractive. The MSCI index is expected to increase the weighting of the Chinese market in its 

emerging market index as early as this week, which could further boost the CSI 300 index. 

Meanwhile, some positive economic news is emerging despite China’s GDP growth rate 

slipping for three straight quarters to its slowest since 1990. The Reuters nationwide new 

home price index, which measures new housing prices across 70 major cities in China, 

increased in January by a solid 0.6% month-on-month, lifting the year-on-year increase to 

10%, its biggest increase since June 2017. Also, in the past week the China Banking and 

Insurance Regulatory Commission announced that “structural deleveraging has reached its 

expected target”, providing hope of bolder monetary stimulus over coming months.  

 

JAPAN 

 Core consumer inflation for January was up 0.8% year-on-year which was a modest 

improvement from 0.7% in December. The latest figure, although pointing in the right 

direction remains weak and well below the Bank of Japan’s (BOJ) target of 2%. While prices 

of goods excluding fresh food, which makes up 46% of the index, rose by a healthy 1.1%, fresh 

food prices dropped by 11.1% on the year. Services which contribute roughly 50% to the price 

index rose by 0.5% year-on-year. The BOJ has maintained its cautious outlook and fears that 

downward pressure from low oil prices could see inflation numbers falling in the coming 

months. In a society with conservative spending habits and a strong savings culture, Japan 

has battled to keep prices from falling as they did in the “Lost Decade” in the ‘90s. The BOJ 

will keep a close watch on inflation as the weakening in price pressure would influence their 

next rate setting. 

 

 Japan’s export data for January, released this week, confirmed that trade in the region has 

slowed significantly because of the ongoing US-China trade dispute. A decline of 8.4% year-

on-year was the worst decline in 26 months with exports to China falling by 17.4% compared 

to the previous year. The key drivers were lower capital equipment such as chip-making 

machines, as well as iron and steel products, and ships. Imports were also lower by 0.6% and 

the trade balance was a deficit of Y1.4trn, the forth deficit in a row. The Bank of Japan will 

be concerned that lower export demand will contribute to an already softening economy 

ahead of the planned consumption tax increase from 8% to 10%. The stimulus driven recovery 

in China will be key for the Japanese economy maintaining its momentum in the coming 

months. 

 

EUROPE 



 

 

 Economic surveys in Germany point to continued deterioration in confidence in Europe’s 

largest economy. For February, the ZEW economic sentiment index tracking current 

conditions fell to 15 down 12.6 points month-on-month to its lowest since 2014. More 

encouragingly, the ZEW expectations index for the coming months improved marginally from 

-15 to -13.4 its highest level since September last year although still far below the long-term 

average of 22.4. Meanwhile, the IHS Markit purchasing manager’s index for the manufacturing 

sector signalled a contraction, coming in at 47.6, below the key 50 level mark demarcating 

contraction from expansion. This was largely due to the US-China trade tension and subdued 

demand in the motor industry. However, the services sector had a reading of 55.1 up from 

53 in January and above expectations, supported by high employment rates and rising wages. 

The surveys corroborate analyst reports that industrial production decreased and that they 

expect conditions to remain challenging over the next two quarters.  

 

UNITED KINGDOM 

 The UK economy added 167,000 jobs in the third quarter of 2018, in stark contrast with the 

cooling economic growth and widespread uncertainty regarding Brexit. The employment rate 

of 75.8% is the highest ever and unemployment has fallen to 4% and for women specifically, 

to under 4%. The quality of work has also improved with fewer workers on zero-hour contracts 

which does not require employers to offer any minimum hours of work. Average weekly wages 

grew by 3.4% in 2018 which was the quickest in a decade.   

 

 Fitch, one of the leading credit rating agencies, has added to the UK’s Brexit misery by 

putting the country’s credit rating of AA on a negative watch. The rating agency has indicated 

that a no-deal Brexit poses “increased risk” and “would lead to substantial disruption to UK 

economic and trade prospects”. The change was unscheduled, which is usually prompted by 

a “material change in the credit worthiness of the issuer” according to Fitch which “makes 

it inappropriate for us to wait until the next scheduled review date”. Furthermore, with the 

increased likelihood of a no-deal Brexit, Fitch forecasts that the UK might face a recession 

with GDP contracting by 2% over six quarters.  

 

 In yet another twist from last week, Labour has come out to support a second referendum 

and will campaign to remain in the union in such an event. Although the party might not have 

the numbers required to push such a motion through parliament, it marks a significant shift 

in Mr Corbyn’s stance. Many of his MPs, which hail from the northern heartland of the 

Brexiteers, will be at odds with him and might hamper the ultimate approval for a deal on 

Brexit. While the president of the European Council, Donald Tusk, has called for the UK to 

request an extension to Brexit, Theresa May maintains that she is determined to exit the 

union within the prescribed time and that her Conservative Party will take all steps necessary 

to finalise a Brexit deal.  



 

 

 

FAR EAST AND EMERGING MARKETS 

 The International Monetary Fund (IMF) has released its forecast for Emerging Market 

economic growth for the year. The figure was 4.5%, well below the 7%-plus growth rates 

experienced at times over the last two decades. Figures released by UBS show that Emerging 

Markets grew in the last quarter of 2018 at an annualised rate of 2.9%, which is nearly half 

the average growth of 5.6% since the financial crises in 2008/09. However, growth in 

Developed Markets is cooling at a faster pace and leading indicators for the two markets have 

diverged to their widest points since 2013. Historically Emerging Markets have performed 

well when growth across both Emerging and Developed Markets have cooled. Data compiled 

by Pictet AM also suggest that since 1994 the only periods when Emerging Market currencies 

have risen against the dollar in aggregate were when both markets experienced slower 

growth. These conditions offer great opportunities for value investors to outperform and data 

suggest that funds are flowing into emerging markets.  

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 5.96 

JSE Fini 15  + 5.18 

JSE Indi 25  + 4.70 

JSE Resi 20  + 10.39 

R/$   + 3.79 

R/€   + 4.85 

R/£   + 1.16 

S&P 500  + 11.54 

Nikkei  + 7.56 

Hang Seng  + 13.55 

FTSE 100  + 6.77 

DAX   + 8.96 

CAC 40  + 10.59 



 

 

MSCI Emerging + 10.56 

MSCI World  + 11.04 

Gold   + 3.69 

Platinum  + 6.96 

Brent oil  + 18.92 

 

BOTTOM LINE 

 The nation’s budget speech was one of the shortest speeches delivered by a South African 

finance minister in recent history. It took Minister Tito Mboweni just under an hour to deliver 

it. Why? South Africa’s public finances are vulnerable. A lengthy budget speech would not 

have made the medicine taste any better.  

 

 The budget has set aside R69 billion for Eskom to help the cash strapped utility for the next 

three years; R23 billion per year. These funds will be used to keep the country`s lights on 

and restructure the utility into three separate entities. A Chief Restructuring Officer (CRO) 

will be appointed to oversee the restructuring. Hopefully, this is the first step to get the 

private sector involved and increase competition in the electricity space. Over time, an 

increase in competition from the private sector will drive down electricity prices and improve 

efficiency.  

 

 “I want to make it clear: the national government is not taking on Eskom’s debt. Eskom took 

on the debt. It must ultimately repay it.  We are setting aside R23 billion a year to financially 

support Eskom during its reconfiguration.”- Tito Mboweni.  

 

 Mr Mboweni drew a line in the sand when it came to State Owned Enterprises (SOE`s). It was 

made clear that Cabinet aims to end financial guarantees to SOE`s and that expiration dates 

will be strictly enforced. The Post Office is the only other entity that received a financial 

allocation. Treasury will be allocating R1.3 billion over three years to the Post Office. Other 

budgetary points include an effort to cut public sector expenses through early voluntary 

retirement packages and revenue boosters such as an increase in sin taxes, a fuel levy and a 

possible carbon tax.  

 

 The budget did a good job in trying to stabilise the government’s increasing expenditure. It 

was a good “plug the gap” budget, while also signalling the Ramaphosa government`s 

intention to turn the ship around. However, over time, more needs to be done to boost 

economic growth. The South African government currently pays between 7% and 9.8% on the 



 

 

country’s borrowed funds. With Debt to GDP at around 60%, the economy needs to grow by 

more than 4% per annum to lower the Debt to GDP ratio. Failing to reach economic growth 

of more than 4% will mean that the Debt to GDP ratio will steadily increase year after year. 

Therefore, economic policy reform is clearly needed. Successful implementation of 

Ramaphosa`s stimulus plan and his foreign investment drive are crucial to achieving the 

growth required to bring down the Debt to GDP ratio.  

 

 The budget was short, to the point and a fine balancing act. We shouldn`t expect big policy 

changes before the elections. Following the elections, Ramaphosa and Mboweni will likely 

implement structural economic changes to boost economic growth. Expect the first post-

election budget to be pro-growth. 
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