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IN THIS WEEK’S BOTTOM LINE 

Contributed by Nick Downing 

 Domestically focussed SA-Inc shares received a shot in the arm last week after Finance 

Minister Tito Mboweni published the Treasury’s Economic Strategy Plan. After all the tripe 

the government has been dishing up lately, including the ill-fated National Health Insurance 

Bill and National Credit Act Amendment Bill, the Treasury’s Economic Plan offers renewed 

hope for the economy. 

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Nick Downing 

 Following an unexpected surge in July, the ABSA manufacturing purchasing managers’ index 

(PMI) slumped back below the contractionary 50-level in August, falling sharply from 52.1 

to 45.7, reflecting a depressed domestic environment and weakening external demand. 

Among the PMI sub-indices, the employment index continued its decline from 43.1 to 39.1, 

the business activity index fell from 56.9 to 45.8 and the inventories index from 50.9 to 

46.2. The forward-looking new sales orders and expected business conditions indices, also 

fell below the critical neutral level, from 54.5 to 48.5 and from 54.5 to 47.3, signalling 

little chance of any imminent recovery in the local manufacturing sector. Conditions are 

likely to remain depressed until business confidence recovers, which in turn depends on 

government implementing much needed structural economic reforms.  

 

 The trade balance recorded a deficit of R2.9 billion in July, a deterioration from the surplus 

of R5.5 billion achieved in June. While exports increased by 3.4% month-on-month, helped 

by increased exports of vegetables, chemicals and vehicles, imports increased by a 

substantial 11.7% on the month. Although less positive for the current account deficit, the 

deterioration in trade balance is largely based on the import of capital stock rather than of 

consumer products, as companies renew equipment in expectation of stronger activity 

ahead. Businesses may also be taking advantage of the relatively strong and stable rand to 

execute imported capital goods orders. The cumulative trade deficit for the year-to-date is 

R4.3 billion similar to last year’s equivalent figure of R3.8 billion.  

 

 



 

 

 New vehicle sales decelerated further in August, falling by 5.1% year-on-year. Passenger car 

sales fell by a more pronounced 7.6%, hurt by a weak labour market, low consumer 

confidence and strained household finances. Commercial vehicle sales were more resilient, 

indicative of a slightly more optimistic business sector. Light commercial vehicle and 

medium-sized commercial vehicle sales increased year-on-year by 0.5% and 6.6%, 

respectively. Vehicle exports provided a bright note to an otherwise lacklustre data set. 

Total new vehicle exports surged higher by 37.8% on the year, while year-to-date 

cumulative exports increased by a solid 22.9% on the same period last year. Vehicle exports 

reached the highest monthly total on record and for the first time almost overtook total 

domestic new vehicle sales, missing by just 971 units. The National Association of 

Automobile Manufacturers of South Africa (NAAMSA) expect the positive trend in vehicle 

exports to continue. 

 

 Producer price inflation (PPI) fell by more than expected in July, decelerating from 5.8% 

year-on-year to 4.9%, well below the consensus forecast of 5.4%. on a month-on-month 

basis, PPI fell 0.2% in contrast to the 0.4% increase the prior month. The annual PPI reading 

is now well below the average of 5.73% recorded over the past six years, which given the 

delayed impact which PPI can have on consumer price inflation, may herald further 

monetary easing by the SA Reserve Bank between now and the end of the year. An easing 

bias is made more likely by the relatively stable rand and the pursuit of monetary easing by 

several emerging markets including India, Brazil, Turkey, Indonesia and Thailand.  

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Ingrid Breed 

 Standard Bank Purchasing Managers’ Index: Due Wednesday 4th September. The Standard 

Bank purchasing managers’ index (PMI), tracking business trends across mining, 

manufacturing, services, construction and retail, is expected to continue the downward 

trajectory it has been on since it reached a recent high of 50.3 in April 2019. It is expected 

to have dropped to 47 in August, the lowest level since October 2018 reflecting a sharp 

decline in business conditions.  

 

 Current Account Deficit: Due Thursday 5th September. The balance of payments, which is 

the set of accounts recording all economic transactions between South Africa’s residents 

and the rest of the world, is expected to have recorded a narrowed current account deficit 

of R134.5 billion in the second quarter (Q2) of 2019 from the R142.5 billion deficit recorded 

in Q1 of 2019. The current account deficit as a percentage of Gross Domestic Product (GDP) 

is expected to have deteriorated slightly to 2.95% of GDP in Q2 compared with 2.90% in Q1. 

 



 

 

 Manufacturing Production: Due Tuesday 10th September. Following the unexpected 

contraction in June consensus forecast is that manufacturing production will have increased 

in July by 2% year-on-year and 0.4% month-on-month. This will be a major uplift from the 

3.2% year-on-year contraction and the 1.5% month-on-month contraction in June. The 

improvement is predicted by the July ABSA manufacturing purchasing managers’ index, 

which had recovered the key 50-level in July for the first time since January 2019 due to 

the expansion in factory activity as well as improvements in new-sales orders and business 

activity. 

 

NORTH AMERICA 

Contributed by Nick Downing 

 Second quarter (Q2) GDP growth was revised lower from an initial estimate of 2.1% quarter-

on-quarter annualised to 2.0%, attributed to a downward revision of contributions from 

inventory accumulation, government expenditure and trade. On the other hand, household 

expenditure, which contributes over two-thirds of US GDP, was revised higher from 

annualised growth of 4.3% to 4.7%, its fastest since 2014. While GDP growth has slowed 

markedly from the 3.1% pace set in Q1, aggregate growth in the first half of the year 

achieved a respectable 2.6%. However, some slowdown is likely in the second half of the 

year, especially if the recession in the manufacturing sector and anxiety over the trade war 

with China begins to affect jobs growth, consumer confidence and household expenditure. 

Economists are questioning how long consumers can keep powering the US economy. Much 

will depend on a resolution of the trade war and the level of monetary support from the 

Federal Reserve. The Fed’s favoured inflation measure, the core personal consumption 

expenditure (PCE) index, was revised sharply lower in Q2 from an initial 1.9% year-on-year 

to 1.5%, which being well below the targeted 2% level should prompt further monetary 

easing.  

 

 Household expenditure, the current mainstay of US GDP growth, remained strong in July 

boding well for third quarter GDP growth. Personal consumption expenditure (PCE) 

increased in July by 0.6% month-on-month, up from 0.5% in June. However, the buoyancy in 

PCE may be attributed partly to front-loading of household purchases ahead of tariff-linked 

price increases. Most of the newly imposed tariffs relate for the first time to consumer 

goods. Moreover, the University of Michigan US consumer confidence index suffered a steep 

decline in August, falling from 98.4 to 89.8, its largest monthly decline since December 

2012. Although the index remains at relatively elevated levels despite the sharp drop, the 

survey’s chief economist Richard Curtin notes that “The data indicate that the erosion of 

consumer confidence due to tariff policies is now well under way.”  

 

 Pimco, the world’s largest bond fund manager, managing assets of $1.8 trillion, predicts 

that the Fed will not only cut the benchmark fed funds interest rate by 25 basis points at 

the policy meeting on 19th September but make further rate cuts over the remainder of the 



 

 

year. Pimco’s US economist Tiffany Wilding stated that “We can’t emphasise enough that 

labour market momentum has decelerated more markedly than most forecasters were 

previously expecting.” Wilding noted the concern, expressed by many fed policy makers 

and economists that excessive monetary easing will contribute to financial imbalances, is 

misplaced. Pimco forecasts a high risk of a sharp snapback in bond yields following the 

unusually sharp decline in yields since the start of the year.  

 

CHINA 

Contributed by Nick Downing 

 The Caixin manufacturing purchasing managers’ index (PMI) unexpectedly gained in August 

from 49.9 to 50.4, reclaiming the expansionary 50-level for the first time since June and 

recording its highest reading since March. However, among the PMI sub-indices, the 

forward-looking net export orders index fell to its lowest since December 2018, while the 

confidence outlook measure fell to a new historic low, attributed to concerns over trade 

frictions and the slowing global economy. Meanwhile, the official manufacturing PMI, which 

unlike the Caixin PMI surveys larger state-owned enterprises rather than smaller private 

sector companies, fell in August from 49.7 to 49.5, confirming the continued frail state of 

China’s manufacturing sector. Authorities will be compelled to maintain and likely raise the 

level of fiscal and monetary stimulus in order to combat the manufacturing slump.  

 

JAPAN 

Contributed by Carel la Cock 

 Japan’s unemployment fell from 2.3% to 2.2% in July, the lowest in nearly three decades. 

However, senior Japan economist at Capital Economics, Marcel Thieliant, warns that 

“leading indicators suggest that the labour market will soon start to become less tight”. Mr 

Thieliant pointed out that for example the jobs-to-applicant ratio reduced from 1.61 in 

June to 1.59 in July which indicates that unemployment could rise to 2.5%. Employment in 

the manufacturing sector is expected to fall according to analysis from Barclays. Despite 

the low unemployment figures, retail sales fell in July by 2% year-on-year. The lower retail 

sales come as a disappointment ahead of the planned increase in consumption tax in 

October and could be an early indicator that sales might weaken further if employment 

slows and the planned consumption tax hike takes effect. Private consumption has been a 

central part of Japan’s economic growth and concerns about future growth and deflation 

remain. 

 

 



 

 

EUROPE 

Contributed by Carel la Cock 

 Incoming ECB president, Christine Lagarde, supports incumbent president, Mario Draghi’s 

accommodative monetary policy, but has gone further in urging the region to reassess its 

fiscal regime in order to support growth during downturns or regional shocks. Although she 

doesn’t believe that monetary policy options have been exhausted, stating that the 

“effective lower bound” has not been reached yet, economist have been questioning the 

ability of central banks to ignite growth in an ultra-low interest rate environment. Mr 

Draghi has also in the past called for the region not to solely rely on monetary policy to 

battle recessions and the clamour now for Germany to loosen its purse strings is growing 

louder. Consumer prices in the eurozone were higher by only 1% from a year ago in August 

and still well below the ECB’s 2% target while unemployment was steady at 7.5%. In 

Germany retail sales fell in July by 2.2% month on month. The retail sales figures point to a 

possible contraction in Germany’s economy in the third quarter and the ECB is likely to use 

all measures available to avoid a recession, but it is becoming clear that more is needed to 

bolster growth in the region. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

 British prime minister, Boris Johnson, has suspended parliament for five weeks from the 9th 

September to 14th October in a move that has been widely criticized. Speaker of the House 

of Commons, John Bercow, called Johnson’s suspension of parliament a “constitutional 

outrage” adding that it was “blindingly obvious that the purpose of prorogation now would 

be to stop parliament debating Brexit”. Mr Johnson’s plan was thinly veiled, stating that it 

gave an opportunity to introduce a new Queen’s Speech, but the real motive is to run down 

the clock and push through his no-deal Brexit. Members of Parliament (MPs) opposing a no-

deal Brexit will be seeking another extension of three months to the 31st October deadline. 

However, Mr Johnson could then dissolve parliament and call for a snap election on 14th 

October to cement his mandate and deliver on his promise to leave Europe. Mr Johnson has 

certainly raised the stakes and it could all be a ploy to strengthen his hand in opening 

negotiations around the “back-stop” preventing a hard border with Ireland. Europe has 

until now maintained that it will not renegotiate the deal previously offered but might have 

to reconsider if it knew with certainty that the alternative would be a chaotic no-deal 

Brexit. The pound has depreciated sharply, trading at $1.197 and €1.0949 on Tuesday 

morning ahead of the opening of parliament, its lowest levels since October 2016, following 

a flash crash. This week’s parliament sitting will be crucial for the way in which Britain 

leaves Europe. 



 

 

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 India’s economy grew 5% year on year in the second quarter marking the fifth consecutive 

slowdown in quarterly growth. Growth has slowed significantly from 5.8% in the first 

quarter of 2019 and 8% a year earlier. Private consumption, which has been a key driver of 

economic growth, grew by only 3.1% and was down significantly from 7.2% in the first 

quarter. Manufacturing output and agriculture saw similar declines. Manufacturing output 

expanding by 0.6% compared to 12% in the second quarter of 2018 and agriculture grew 2% 

compared to 5.1% a year earlier. Government spending, however, increased by 8.5% and 

was one of the main drivers of growth. Government has taken steps to invigorate the 

economy and attract foreign investment. These include merging 10 public sector banks into 

bigger entities to bolster lending capabilities, relaxing local sourcing requirements for 

foreign retailers like Apple and Ikea and allowing them to start online businesses before 

opening physical stores. Other measures include lifting a ban on government to renew its 

vehicle fleets and tax breaks to small businesses. Economists have cautioned that these 

measures might not be enough and that real structural reforms, such as disinvestment of 

government assets, are needed to sustain the growth of recent years.  

 

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 3.88  54785 

JSE Fini 15  - 8.74  14948   

JSE Indi 25  + 10.45  70338 

JSE Resi 20  + 6.44  43688 

R/$   - 5.89  15.25 

R/€   - 1.58  16.73 

R/£   - 0.40  18.40   

S&P 500  + 16.74  2926 

Nikkei  + 3.02  20620 

Hang Seng  + 0.48  25626 



 

 

FTSE 100  + 8.23  7281 

DAX   + 13.21  11953 

CAC 40  + 16.11  5493 

MSCI Emerging + 1.87   983 

MSCI World  + 13.41  2136 

Gold   + 18.85  1522 

Platinum  + 18.11  936 

Brent oil  + 8.25  58.93 

 

BOTTOM LINE 

Contributed by Nick Downing 

 Domestically focussed SA-Inc shares received a shot in the arm last week after Finance 

Minister Tito Mboweni published the Treasury’s Economic Strategy Plan. After all the tripe 

the government has been dishing up lately, including the ill-fated National Health Insurance 

Bill and National Credit Act Amendment Bill, the Treasury’s Economic Plan offers renewed 

hope for the economy. 

 

 The well-researched 75-page documents clearly acknowledges that inflexible labour laws 

and regulatory red tape are handbrakes to the economy, especially for small, medium and 

micro-sized enterprises (SMMEs), which are the greatest source of employment growth. The 

report states that “The combination of impediments such as a high regulatory burden, 

inflexible labour markets, and high levels of concentration present significant obstacles for 

small business” and that “Consideration should be given to full or partial exemptions for 

SMMEs from certain kinds of regulations, including labour regulations.” The Treasury 

understands that SMMEs should be given red carpet treatment, not red tape, “An overly 

onerous regulatory environment can reduce the rate of entrepreneurial activity and 

business ownership.” 

 

 Despite privatisation being anathema to many within the ANC, the Treasury bluntly includes 

privatisation as a solution to Eskom’s dire situation: “Government could take a decision 

that Eskom should sell coal-fired power stations, possibly through a series of auctions… the 

sale of these assets could raise R450 billion… Restructuring the electricity sector will limit 

the fiscal and economic risk that Eskom poses and support economic transformation through 

more entrants into the electricity space.” The report reminds us that “South Africa is 



 

 

considered a renewable energy “super power”- ranking 6th in terms of renewable energy 

production potential per square km.” 

 

 It is understood that the private sector should play a vital economic role: “Finally, all 

infrastructure projects of strategic importance should be developed in coordination with 

government, the private sector, and SOCs (State-Owned Companies) to alleviate pressure 

on the balance sheets of these entities.” Encouragingly, “It is also critical here to learn 

from the success of the IPP (Independent Power Producer) programme in the electricity 

space and adapt this model to infrastructure provision in the water sector, particularly in 

areas such as the provision of water, irrigation, and sanitation.”  

 

 Tourism and agriculture are identified as key sectors for growth due to their vast potential, 

low barriers to entry and the capacity for employment of unskilled labour. The report 

argues for the need to reform tribal land. While referring to traditional leaders as “election 

brokers in rural areas” the Treasury urges that “Tenure security is vital to secure incomes 

for existing farmers and to attract new entrants into agriculture” and “Unlike property 

rights holders in the formal, registered property rights environment, people with informal 

or communal land rights need to rely heavily on social mechanisms to protect and enforce 

transactions…. One response to the varying certainties across a range of property rights is 

to suggest that everybody should be awarded title deeds.”  

 

 The beleaguered construction and building materials sector should take solace from the 

proposed push for “Deepening regional industrialisation through construction”. The report 

continues, “It is estimated that the average economic growth rate for African countries will 

be 6 percent between 2010 and 2040. Continuing growth and prosperity will boost the 

demand for infrastructure and construction services, creating substantial opportunities for 

local construction firms.”  

 

 The Treasury’s Economic Strategy Plan will meet stiff resistance from the trade unions and 

ANC factions opposed to president Ramaphosa. Yet, every day that Ramaphosa cements his 

authority makes implementation of the Treasury’s economic plan less far-fetched. Despite 

the bleak daily headlines which appear to indicate the opposite, Ramaphosa’s popularity 

and authority are gaining. 
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