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IN THIS WEEK’S BOTTOM LINE 

Contributed by Kirk Swart 

 Currently the repo rate is set at 6.75% with the prime rate at 10.25%. The next monetary 

policy meeting will be on the 18th of July 2019. All eyes will be on the South African Reserve 

Bank’s (SARB) next move. If the SARB does start cutting the repo rate we can expect a cut of 

25 basis points now and 25 basis points later this year.  

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

 Factory gate prices, as measured by the Producer Price Index (PPI), moderated slightly in 

May, decreasing from 6.5% year-on-year to 6.4%. Month-on-month PPI increased by 0.5% with 

the increase in fuel prices again the main driver behind the uptick. The main contributors to 

the annual rate of 6.4% included coke, petroleum, chemical, rubber and plastic products 

(2.3%), food products, beverages and tobacco products (1.5%) and metals, machinery, 

equipment and computing equipment (0.8%).  

 

 Growth in Private Sector Credit Extension (PSCE) declined slightly in May to 7.7% year-on-

year, down from 8% year-on-year in April and marginally below the consensus forecast. The 

slight drop resulted mainly from the decline in the corporate sector’s general loans and 

advances following several months of very strong growth.  Household credit grew year-on 

year by 6.1%, up from 6% in 2018. Household credit growth continues to be strong, with an 

uptick in unsecured credit noted. The household subsectors that recorded the highest growth 

year-on-year include credit cards (+9.9%), overdrafts (+7.6%), leasing finance and instalment 

sales (+7.4%) and mortgages (+4.2%). Corporate sector loans and advances grew 8.4% year-

on-year in May. The strongest year-on-year growth (though a reasonably small value) was in 

leasing finance (+32.3%). The following corporate credit subsectors also grew year-on-year: 

Instalment sales (+7%), mortgages (+5.8%), overdrafts (+14.7%), general loans (+8.4%) and 

credit cards (+2.9%).  

 The trade balance recorded a welcome surplus of R1.74 billion in May. The surplus followed 

a deficit of R3.53 billion recorded in April. Month-on-month, exports increased by 8.1% 



 

 

reaching R112. 07 billion compared to a 3% increase in imports reaching a total of R110.33 

billion in May. The biggest month-on-month increase in export categories was recorded by 

precious metals and stones (R4 bn), vegetables products (R1.6 bn), chemical products (R1.5 

bn) and machinery and electronics. These increases were counteracted by the month-on-

month growth in imports of machinery and electronics (R1.7bn) as well as vehicles and 

transport equipment (R2bn). There was also a modest increase in base metal imports. Year-

on-year, for the period between January and May, exports increased to R507.36 billion, up 

10.4% from the R459 .53 billion recorded in 2018 for the same period. Imports also increased 

in 2019, jumping 8.9% to R 513,41 billion between January and May, resulting in a cumulative 

trade deficit of R6.05 billion for 2019 so far. The cumulative deficit for 2019 is an 

improvement from the R12.1 billion deficit recorded for the same period in 2018. 

Unfortunately, this is partly owing to weak domestic demand. We remain optimistic on the 

2019 current account deficit and expect a compression to around 3.2% of Gross Domestic 

Product (GDP). 

 

 The ABSA Manufacturing Purchasing Managers Index (PMI), although still below the 50-point 

mark that separates contraction from expansion, increased slightly to 46.2 in June, up 0.8 

points from 45.4 in May. Of the 5 major sub-indices only one came in above the 50-point 

level, the index tracking suppliers’ deliveries, rising from 55.7 to 56.9. The business activity, 

new sales orders and inventory indices all increased month-on-month in June, although none 

recorded a reading above the 50-point level. The employment index is the only index that 

decreased month-on-month in June, from 43.2 to 41.9. The employment index average for 

the second quarter is the lowest since 2009 which does not bode well for job creation in the 

strained manufacturing sector.  The average PMI level for the second quarter of 46.3 is below 

the first quarter average. In contrast, manufacturing production data released for the second 

quarter points to a rebound in quarterly manufacturing output after a dismal first quarter. 

However, part of this rebound is driven by a normalisation in output after load shedding 

disrupted production earlier in the year. Furthermore, the PMI survey suggests that 

underlying demand conditions remain weak, which limits the possibility of a sustained 

recovery in output going forward. 

 Total New Vehicle Sales continued to decline dropping by 1.6% year-on-year in June. Vehicle 

exports were again the shining light increasing by 14.3% year-on-year. Vehicle exports for the 

year to date are 19.3% higher than the corresponding period last year. Improving new vehicle 

exports bode well for the country’s trade balance and a narrowing of the current account 

deficit. Total new vehicle sales for the first half of 2019 were 3.7% weaker than during the 

same 2018 period. Most categories of commercial vehicles lost a little ground in the first half, 

although medium-sized trucks enjoyed a welcome 12.5% boost. Month-on-month vehicle 

segments in June had mixed results. Both new passenger vehicles and heavy truck segments 

experienced declines in June of -3.2% and -3.9%, respectively.  On the positive side new light 

commercial vehicles and medium truck segments achieved a rise of 1.2% and 16%. Underlying 



 

 

demand conditions for new vehicles remain weak. In general, low business and consumer 

confidence, growing pressure on household disposable income and ongoing subdued economic 

circumstances continue to limit growth prospects.  

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

 Standard Bank Manufacturing Purchasing Managers’ Index: Due Wednesday 3rd July. Having 

lingered below the key 50-level for the majority of 2019 the Standard Bank Manufacturing 

Purchasing Managers’ Index (PMI) is expected to move above the 50-point mark up to 50.8 in 

June. The PMI is likely to move back into expansionary territory for the remainder of 2019 

given the more stable backdrop post the national elections.  

 

 South African Chamber of Commerce and Industry Business Confidence Index: Due Wednesday 

3rd July. It is expected that the South African Chamber of Commerce and Industry Business 

Confidence Index will move in a positive direction to 93.6 for June up from 93 recorded in 

May. 

 

GLOBAL 

Contributed by Nick Downing 

 The communique from the heads of state G20 summit in Japan concluded that: “Global 

growth appears to be stabilising and is generally projected to pick up moderately later this 

year and into 2020.” However, the most encouraging development from the summit was a 

commitment from President Trump and President Xi Jinping to resume trade talks between 

the US and China, based on the following concessions: Trump will allow US companies to sell 

products to Huawei, provided they don’t affect national security, and in addition will hold 

off indefinitely implementing new tariffs on $300 billion in Chinese imports. Meanwhile, 

China agreed to buy 544,000 tons of US soybeans. The resumption of trade talks, while 

encouraging, does not guarantee a successfully negotiated outcome. Both sides are being 

hemmed-in by hard-line domestic opinion.  

 

 The so-called OPEC+ group of oil producing nations, comprising the original 14 member-

nations led by Saudi Arabia and an additional 10 member-nations, led by Russia, agreed to 

extend their production cuts for an additional six months. The original 1.2 million barrel per 

day production cut was originally agreed in December for a six-month period. The OPEC+ 

agreement boosted the recent oil price recovery, which has also benefited from rising 

geopolitical tensions in the Middle East and signs of falling inventories in the US. The Brent 

oil price has risen to above $66 per barrel, having dropped below $60 at its low point in June. 



 

 

However, the International Energy Agency and the Energy Information Administration caution 

that demand growth will slow due to falling global economic growth momentum and trade 

uncertainty, which should put a cap on further oil price gains.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 Fed funds futures are predicting three 25 basis-point interest rate cuts before the end of the 

year, with a near certainty of the first rate cut at the upcoming Fed policy meeting concluding 

on the 31st July. While there is no threat of an imminent recession, the Fed appears to be 

opting for an “insurance” rate cut, similar to those implemented in 1995 and 1998. In a 

speech last week Fed chairman Jay Powell cautioned that business confidence is being 

affected by continued uncertainty over trade policy, which could impact business investment 

and employment. Hinting strongly at a July rate cut he said that “an ounce of prevention is 

worth more than a pound of cure.” In a separate speech, Tom Barkin president of the Federal 

Reserve Bank of Richmond noted concern over a potential decline in business confidence, 

observing that: “In a world where markets are up, the economy is still strong, consumers are 

spending, you might imagine you would hear people talking about growth or expansion. What 

I’m hearing is nervousness.”  

 

 The Fed’s preferred inflation measure, the personal-consumption expenditures (PCE) index, 

showed signs of accelerating in May. The closely watched core PCE index, which excludes 

energy and food prices due to their volatility, gained in May by 0.2% month-on-month 

unchanged from April’s reading. While the year-on-year reading remained unchanged at 1.6% 

and well below the Fed’s 2% target, on a three-month annualised basis, core PCE inflation 

firmed to 2.02% while the headline reading including energy and food prices measured 2.8%. 

The latest inflation data may go some way to alleviating the Fed’s current concerns that PCE 

inflation will not reach its 2% target before 2021. At its last policy meeting in June the Fed 

dialled back its inflation forecasts. In March it expected PCE to end 2019 at 1.8% but now 

expects it to be only 1.5% by year-end. Fed chairman Jay Powell said: “We want inflation to 

be well and truly at 2% and not sort of close to 2%.”  

 

 Personal consumption expenditure, which contributes over two-thirds of US GDP growth, 

grew at a rapid clip in May, by 0.4% month-on-month building on the 0.3% growth recorded 

in April. Personal expenditure benefited from a strong 0.5% month-on-month increase in 

personal incomes, rising for a fourth straight month, while April’s originally estimated 

increase of 0.3% was revised upwards to 0.6%. Personal incomes are benefiting from a tight 

labour market, rising wages and strong investment performance. Meanwhile, household 

balance sheets have strengthened considerably over the past ten years. However, the 

Conference Board measure of US consumer confidence eased sharply between May and June 

from 131.3 to 121.5 its lowest level since September 2017, attributed primarily to concerns 

over escalating trade tensions.  



 

 

 

 Home price growth maintained its year-long downward trend in April. The S&P CoreLogic 

Case-Shiller National Home Price Index gained by 3.5% year-on-year, down from 3.7% in March 

and 3.9% in February. Following years of steep price growth, it is no surprise that elevated 

prices would eventually affect affordability and dampen the market. Nonetheless, price 

growth even at its current levels remains close to its long-term average. Meanwhile 

affordability has increased due to the sharp decline in the 30-year mortgage rate, now below 

4% compared with over 5% at the end of 2018. Strong personal income growth and solid 

household balance sheets should also strengthen affordability. Home prices are also being 

affected by a healthy increase in housing supply. Helped by buoyant home construction, the 

stock of new homes for sale at the current rate of sales has risen over the past year from 5.6 

months to 6.4 months’ supply.  

 

CHINA 

Contributed by Nick Downing 

 The FTCR China Consumer confidence survey index increased between May and June from 

73.0 to 73.4 rising further above the 12-month average of 72.1. On the upside consumers 

cited a strong housing market, faster income growth and better financial conditions, and on 

the downside expressed the most concern over rising inflation due largely to the sharp 

increase in pork prices. Surprisingly, the trade dispute with the US did not feature heavily, 

appearing close to the bottom among consumers’ concerns. Despite the relatively upbeat 

consumer confidence reading, a large proportion of survey respondents were inclined to save, 

lifting to its highest level since 2013.  

 

 The Caixin manufacturing purchasing managers’ index (PMI) fell sharply in June from 50.2 to 

49.4 surrendering the key 50-level which demarcates expansion from contraction for the first 

time in four months. Unfortunately, the forward-looking total new orders and new export 

orders sub-indices both fell below 50 into contractionary territory, indicating continued 

weakness in the manufacturing sector over the next few months. The Caixin PMI resonates 

with the official National Bureau of Statistics PMI which remained unchanged in June but also 

at a contractionary 49.4. The PMI data should prompt authorities to step-up the pace of fiscal 

and monetary stimulus, which so far has been relatively constrained compared with previous 

economic cycles.  

 

JAPAN 

Contributed by Carel la Cock 

 The Bank of Japan (BoJ) decided to keep the short-term policy interest rate at -0.1% and to 

continue with its quantitative easing program of ¥80tn a year. In its economic outlook the 



 

 

BoJ noted that despite Japan’s economy expanding moderately thanks to “a virtuous cycle 

from income to spending operating”, there remains significant headwinds from lower growth 

in global economies which negatively impacts export and production. Domestic demand is 

expected to improve in both corporate and private households, helped by the 

“accommodative financial conditions”. The BoJ said that risks to its outlook include “US 

macroeconomic policies”, “the consequences of protectionist moves and their effects” and 

“developments in emerging and commodity-exporting economies such as China”. Brexit and 

other geopolitical risks are also mentioned as potential headwinds. 

 

 Japan’s consumer inflation for May was in-line with expectations of 0.8% year on year 

compared with 0.9% in April. Core-core inflation which excludes volatile food and energy 

prices rose 0.5% in May, down from 0.6% in April. Capital Economics’ Asian economist, Darren 

Aw, said that lower inflation in May was “largely broad based and we expect it to turn 

negative by the end of the year.” Inflation has remained stubbornly below the target of 2% 

and the BoJ has reiterated at its latest policy meeting that it is committed to maintain price 

stability around the 2% target. 

 

EUROPE 

Contributed by Carel la Cock 

 The manufacturing sector in Europe deteriorated further in June according to the latest IHS 

Markit purchasing managers’ index (PMI) for the eurozone. The survey reading of 47.6 for 

June was below the key 50-point mark and down from the reading in May. All large eurozone 

economies were below 50 except France with a PMI of 51.9 which was also an improvement 

from May. The main drivers for the general deterioration in manufacturing remained the 

ongoing US-China trade tension and softening global growth.  

 

 The Economic Sentiment Indicator (ESI) compiled by the European Commission (EC) showed 

that economic sentiment across all big European economies deteriorated in June driven by 

weakening confidence in industry (-2.7), services (-1.1) and consumers (-0.7). In contrast 

construction confidence was up 3.6 points and retail trade 1 point. The overall indicator was 

lower by 1.9 points to 103.3. Germany deteriorated the most by 2.9 points while Spain was 

down only 0.6 points. Both the ESI and PMI point to a bleak second half to the year and 

although there is a renewed hope of a resolution to the US-China trade dispute, it seems 

unlikely that there will be a sharp rebound in the eurozone in the second half. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 



 

 

 The Bank of England kept its benchmark interest rate unchanged at 0.75%, but its comments 

were less accommodative than other developed economies when it stated that further rate 

hikes “at a gradual pace and limited extent” were likely to be required. The central bank 

however painted a bleak picture and warned that the economic outlook has deteriorated. 

Furthermore, the Monetary Policy Committee (MPC) forecasts inflation to fall further below 

the 2% level seen in May due to falling energy prices although expects inflation will pick up 

again in the next two years in-line with the 2% target, driven by the strong labour market. 

The above scenario is based on a smooth Brexit and the MPC warned that their forecast could 

change dramatically should there be a disorderly exit from Europe. 

 

 Economist have warned that economic growth in the UK for the second quarter could stall or 

even be negative due to the higher than previously thought inventory stockpiling that 

occurred in the first quarter. Revised figures show that businesses increased their inventories 

by £6.6bn in the first quarter, a figure that is unlikely to be repeated. Furthermore, consumer 

spending which was higher by 0.6% quarter on quarter, is seen as unsustainable given the 

savings rate of 4.1%, the lowest since records began in 1963. Households have been net 

borrowers for the last 10 consecutive quarters. The low savings rate is seen as a risk as it 

could reduce the ability of households to withstand downturns. Sentiment indicators in June 

have confirmed that the economy is likely to have experienced a marked slowdown in the 

second quarter. The GfK consumer confidence index dropped 3 points to -13 in June at a time 

when strong consumer spending is seen as key to driving economic growth.   

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 South Korea recorded the worst drop in exports in over 3 years as the US-China trade dispute 

continues to impact its manufacturing sector. Exports in June fell by 13.5% year on year 

following a 9.4% drop in May. The Nikkei-Markit manufacturing purchasing managers’ index 

fell 0.9 points to 47.5 in June. South Korea is the leading manufacturer of computer memory-

chips and the sanctions placed on Huawei by the US government have had a significant impact 

on the country’s electronics companies. Demand for chips is also impacted by the slowing 

global economy and inventories are slowly building causing prices to drop. Furthermore, 

Japan, which is a major supplier of materials in the making on these chips, has announced 

sanctions on the export of materials in response to ongoing tension relating to compensation 

for wartime forced labour. There are likely to be significant disruptions to supply chains. 

Economists have warned that the sanctions could be detrimental to both South Korea and 

Japan. South Korea’s economy contracted in the first quarter by 0.3% and unemployment 

reached a nine-year high. Although the weakening Korean Won has made exporters more 

competitive, many materials used in the production of semiconductors are priced in US 



 

 

dollars causing a squeeze on margins for manufacturers. The South Korea economy is largely 

seen as a bellwether for East Asia and the outlook remains weak for the region.   

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 10.88  58472 

JSE Fini 15  + 3.87  17014   

JSE Indi 25  + 13.99  72590 

JSE Resi 20  + 16.35  47755 

R/$   + 1.53  14.14 

R/€   + 3.22  15.95 

R/£   + 2.55  17.87   

S&P 500  + 18.25  2964 

Nikkei  + 6.30  21275 

Hang Seng  + 11.91  28542 

FTSE 100  + 11.44  7497 

DAX   + 18.59  12521 

CAC 40  + 17.70  5567 

MSCI Emerging + 10.19  1064 

MSCI World  + 16.37  2192 

Gold   + 8.32  1387 

Platinum  + 4.95  832 

Brent oil  + 19.80  65.22 

 

BOTTOM LINE 

Contributed by Kirk Swart 



 

 

 The US Federal Reserve (Fed) last month decided to hold the fed fund rate steady at the 

target rate of 2.25 – 2.5%. However, it raised the possibility of rate cuts during the remainder 

of 2019. This would provide a significant boost for equity markets worldwide. A cut in the 

interest rate would buck the trend of rising interest rates which has been in place since 2015. 

 

 Recently markets have been spooked by a possible inverted yield curve and a slowdown in 

company earnings growth. The signal by the Fed to possibly lower interest rates will help 

ease these fears to some extent. Every recession since the start of the 20th century has been 

preceded by increasing interest rates.  

 

 A lower fed funds rate is also positive for emerging markets as lower rates invariably lead to 

a weaker US Dollar (USD). Historically, emerging markets have outperformed their developed 

market peers during periods of USD weakness.  

 

 What is positive for global markets tends to be positive for the South African market. The 

South African Reserve Bank (SARB) is likely to embark on an interest rate cutting cycle during 

the rest of 2019. Lower global rates along with benign inflation expectations affords the SARB 

the opportunity to cut interest rates and give the South African economy a much-needed 

boost. Economists believe that the Repurchase Rate (Repo) rate will be cut by 50 basis points 

during the remainder of 2019.  

 

 Expected interest rate cuts, along with Ramaphosa’s fiscal stimulus via infrastructure spend 

will pave the way for a better 2nd half of 2019. If history is any indicator, JSE investors should 

start to feel optimistic. The local market has always recorded strong gains during a declining 

interest rate cycle.  

 

 Currently the repo rate is set at 6.75% with the prime rate at 10.25%. The next monetary 

policy meeting will be on the 18th of July 2019. All eyes will be on the SARB`s next move. If 

the SARB does start cutting the repo-rate we can expect a cut of 25 basis points now and 25 

basis points later this year.  
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