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IN THIS WEEK’S BOTTOM LINE 

Contributed by Gielie Fourie 

 The National Election of 8 May was important. Perhaps more important than the election was 

the announcement by pres. Ramaphosa of his cabinet last week. We look at three cabinet 

appointments in the bottom line. 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

 South African equites recorded a record net daily outflow of foreign funds to the tune of 

R13.3 billion on Tuesday, 28 May, attributed to changes made to emerging market indices by 

compiler MSCI, prompting money managers tracking these indices to adjust their holdings. 

South-Africa’s weighting in the MSCI emerging market index dropped from 6.34% to 6.05%. 

Shares from China (26), Saudi Arabia (30) and Argentina (8) where added to the index at the 

expense of South Africa. MSCI is the world’s biggest equity index compiler and its emerging-

markets index is the most important for the asset class, with as much as $1.8 trillion in assets 

benchmarked to it as of June 2018. 

 Private Sector Credit Extension (PSCE) growth in April surprised to the upside jumping to 8% 

year-on-year, up from 6% in March and conformably above the consensus forecast of 6.5%. 

Households’ bank credit grew 6%, similar to the growth rates (5.9% -6% year-on-year) 

registered since the start of the year. There has been a strong rise in household credit growth 

since the 4th quarter of 2018 and the expectation is that the support from credit growth for 

consumer spending will persist around these levels. The corporate sector’s loans and 

advances jumped 8.8% year-on-year in April, the strongest since mid-2017. This was mainly 

owing to strong growth in leasing finance (43.4% year-on-year) and “other” loans and 

advances (up 10% year-on-year, boosted by 18.4% year-on-year growth in overdrafts). The 

growth in corporate sector mortgages continues to trend sideways (5.7% year-on-year).  

 Consumer confidence, as measured by the FNB/BER Consumer Confidence Index, increased 

slightly in the second quarter of 2019 to +5 index points, up from +2 points recorded in the 

first quarter of 2019. The lack of load-shedding and the significant reduction of blackouts so 

far in the second quarter has potentially improved consumers’ economic outlook.  More 



 

 

importantly, the opportunity to vote in SA’s 6th democratic election since the end of 

apartheid most likely buoyed consumers' hopes for the future. However, household budgets 

remain constrained by higher personal income taxes, sharp fuel and electricity price hikes 

and a rising unemployment rate. All things considered, the expectation is for a further 

deterioration in real consumer spending growth throughout 2019. 

 

 The trade balance unexpectedly recorded a deficit of R3.43 billion in April. The consensus 

forecast was for the trade balance to narrow from the surplus of R5.2 billion recorded in 

March to a R 1.7 billion surplus in April. The deficit was mainly caused by the significant jump 

in imports, increasing by R6.7 billion (6.8%) month-on-month from March. Exports also 

declined month-on-month by 1.3% from March. The biggest month-on-month decline in export 

categories was recorded by precious metals and stones (R2.1 bn), vegetable products (R0.52 

bn) and chemical products (R0.63 bn). The biggest month-on-month increases in import 

categories were recorded by machinery and electronics (R3.6 bn), mineral products (R0.98 

bn) and plastic and rubber products (R0.9 bn). On a year-on-year basis, the trade deficit of 

R3.43 billion in April 2019 is a deterioration from the surplus of R1.88 billion recorded in April 

2018. Exports of R103.75 billion are 17.3% more than the R88.48 billion exports recorded in 

April 2018. Imports of R107.18 billion are 23.8% more than the R86.60 billion imports recorded 

in April 2018. The year-to-date deficit of R7.5bn is still a significant improvement on the 

R16.8bn deficit during the comparable period last year. We remain optimistic that the 2019 

current account deficit will compress to around 3.2% of Gross Domestic Product. 

 

 The ABSA Manufacturing Purchasing Managers Index (PMI) for May disappointed, coming in at 

45.4, down 1.8 index points from 47.2 in April. This is well below the neutral 50-point mark 

that separates contraction from expansion. The index reading of 45.4 is the lowest since 

October 2018 and indicates that there is sustained pressure on the manufacturing sector. The 

PMI has also not been above the 50 level mark this year, making it the worst start since 2009.  

Of the PMI sub-indices both the Business Activity Index and New Sales Orders Index dropped 

sharply compared to April. The survey suggests that the drop in new sales orders came from 

a downturn in domestic demand given that export orders remained positive. The Purchasing 

Commitments Index bucked the general trend and rose by 4.5 points to 45.3 in May. The 

Employment Index also recorded its first increase in three months rising 1.3 points to 43.2 in 

May- regardless the index reading is still below the neutral 50-point mark.  

 

 Total New Vehicle Sales dropped by 5.7% year-on-year in May, from 42 950 units to 40 506 

units. This was well below the consensus forecast which had expected moderate volume 

growth of 0.9% year-on-year. Export sales for May also disappointed, declining 8.8% year-on-

year. However, the National Association of Automobile Manufactures of South Africa 

(NAAMSA) expects positive vehicle export momentum to be restored over the course of this 

year, with the year-to-date vehicle export growth having been robust compared to 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. Sales volumes declined in May 

in most of the vehicle segments with new passenger vehicles, light commercial vehicles, 

heavy commercial vehicles and extra heavy commercial vehicles all declining year-on-year 

by 1.4%, 13%, 9.3% and 15.9% respectively. The only segment to buck the trend was medium 

commercial vehicles, which recorded a mere 0.3% year-on-year sales growth in May. The 

generally disappointing data so far in the 2nd quarter of 2019 points to further weakness in 

the South Africa economy. 

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

 Standard Bank Manufacturing Purchasing Managers’ Index (PMI): Due Wednesday 5th June. 

Consensus forecast is that the Standard Bank Manufacturing Purchasing Managers’ Index (PMI) 

will drop below the neutral 50-point mark, to 49 in May. This will indicate a month-on-month 

decline from the PMI measurement of 50.3 recorded in April. 

 

 South African Chamber of Commerce and Industry Business Confidence Index (SACCI BCI): Due 

Wednesday 5th June. The SACCI BCI is expected to continue its positive momentum into May, 

increasing from 93.7 in April to 94 in May. Certainty surrounding elections and the new 

cabinet is expected to further support an increase in business confidence during 2019. 

 

 Current Account Deficit: Due Thursday 6th June. The current account deficit narrowed to 

R110.2 billion in the fourth quarter of 2018. This was the smallest deficit since the third 

quarter of 2017 and the consensus forecast is that the deficit will widen again for the first 

quarter of 2019 to R 154.5 billion. The Current Account Deficit as a percentage of Gross 

Domestic Product (GDP) is expected to widen to 3.05% from 2.20% in the previous quarter. 

 

 Manufacturing Production: Due Tuesday 11th June. Easter calendar effects are likely to impact 

April’s month-on-month manufacturing growth with the 0.8% growth recorded in March 

expected to deteriorate to a 0.7% contraction in April. Conversely, consensus forecast is that 

year-on-year growth of 1.3% can be expected.  

 

GLOBAL 

Contributed by Nick Downing 

 In retaliation for the US decision to sanction Chinese telecoms giant Huawei, Beijing 

announced it would create a “non-reliable entity list” comprising foreign companies which 

undermine the “legitimate rights and interests” of Chinese groups. In its first salvo, China’s 

Commerce Ministry identified US logistics company FedEx for diverting packages addressed 



 

 

to Huawei in the US. The escalation in the trade dispute between the US and China has 

dimmed hopes of a break-through between the two countries when the leaders meet at the 

upcoming G20 meeting in Japan at the end of June. Meanwhile, at the annual Asian defence 

summit, held last week in Singapore, some defence ministers cautioned that the dispute 

could end in military conflict. Singapore’s defence mister, Ng Eng Hen said: “(trade) 

interdependency is not only good economically but good for security. Because if we’re so 

economically interdependent, then the price of conflict is very high.”  

 

 President Trump upped market uncertainty over global trade by unexpectedly announcing a 

5% tariff on all imports from Mexico. Furthermore, he threatened to lift the tariff to 10% in 

July and in 5% monthly increments thereafter unless Mexico combats illegal immigration. The 

tariff could reach 25% by October. According to economist forecasts, if fully implemented a 

25% tariff could shave around 0.7 percentage points form US GDP. The combination of the 

escalating US/China trade dispute and the Mexican tariff levy prompted a sharp decline in 

the Goldman Sachs analyst index, which tracks the company’s various US equity analyst 

forecasts. The monthly index fell to 49.2 below the contractionary 50 level for the first time 

in two years.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 Despite financial market volatility and the escalating trade dispute, US consumer confidence 

surged higher in May. The Conference Board consumer confidence index increased from 129.2 

to 134.1 the highest since November when the index hit 137.9 its strongest level since 2000. 

Survey respondents were upbeat about job prospects, business conditions, current conditions 

and future conditions. However, the survey ended on 16th May before the trade dispute 

escalated to blacklisting individual companies and prior to the US imposing 5% tariffs on all 

imports from Mexico. For the time being, however, consumer confidence remains at 

favourable levels. US incomes, from wages, salaries and investments, increased in April by a 

solid 0.5% month-on-month, its strongest increase of the year, fuelling a respectable 0.3% 

increase in personal consumption expenditure, which on a year-on-year basis increased 4.3%. 

Personal consumption expenditure, which contributes three-quarters of US GDP growth, 

remains on a firm footing helped by accommodative interest rates, record low unemployment 

and robust wage growth. 

 

 The personal consumption expenditure (PCE) price index, the Fed’s preferred inflation 

measure, increased in April by 0.3% month-on-month the biggest increase since January 2018, 

up from 0.2% in March, while the year-on-year increase picked-up from 1.4% to 1.5%. The 

core PCE rate, which excludes food and energy prices due to their volatility, also gained from 

0.1% to 0.2% on the month and from 1.5% to 1.6% on the year. Services prices increased by a 

sizeable 0.4% on the month, the strongest gain since October 2014. While supporting the view 

reflected in Fed policy minutes that the recent soft patch in inflation would be temporary, 

the annual rate remains a long way off the central bank’s 2% target. The 2% target was last 



 

 

reached in March 2018, which was the first time since April 2012. The Fed is anxious to avoid 

a decline in inflationary expectations, which tend to become self-fulfilling and could 

potentially pave the way for deflation.  

 

 The pace of first quarter (Q1) US GDP growth was revised lower from 3.2% to 3.1% quarter-

on-quarter annualised, although still well above the 2.2% recorded in Q4 of last year. Growth 

in non-residential fixed investment suffered the biggest downward revision from 2.7% to 2.3%, 

far below the 5.4% rate recorded in Q4. The pace of GDP growth is unlikely to maintain its 

Q1 rate in the quarters ahead. The once-off boost from inventory stocking ahead of tariffs 

will fade while exports will likely weaken amid trade uncertainty and weakening global 

demand. At the same time the boost from earlier US tax cuts will continue to wane. However, 

strong jobs growth, rising wages and low interest rates should keep consumer spending, the 

mainstay of the US economy, at a healthy level provided there are no additional geopolitical 

shocks.  

 

 Amid the escalating trade dispute between the US and China and now with Mexico, market 

expectations of a Fed rate cut have increased. The 2-year Treasury bond yield declined a 

massive 34 basis points in May, marking the largest monthly decline since November 2008. 

Meanwhile, Fed funds futures now predict two to three 25 basis point rate cuts from the Fed 

before the end of the year. Fed rate cuts would restore the yield curve, which measures the 

yield distribution of US Treasury bonds across different maturities, from being negative or 

inverted to having a positive slope. An inverted yield curve tends to lead a US recession by 

18-24 months. The yield on the 3-month Treasury Bill exceeds the 10-year Treasury Bond by 

14 basis points, marking the widest inversion since July 2007, ahead of the 2008/09 Global 

Financial Crisis.  

 

CHINA 

Contributed by Nick Downing 

 The official manufacturing purchasing managers’ index (PMI) fell below the key 50-level 

demarcating expansion from contraction, dropping in May from 50.1 to 49.4 below the 

consensus forecast level of 49.9. Among the PMI sub-indices, the biggest culprits were the 

forward-looking new orders and new export orders indices, which fell from 51.4 to 49.8 and 

from 49.2 to 46.5, signalling a further weakening in manufacturing conditions in the months 

ahead. By contrast, the Caixin manufacturing PMI, which instead of surveying large state-

owned enterprises surveys smaller private sector companies, remained unchanged at 50.1 

with the new orders and new export orders indices exhibiting unexpected strength, 

attributed to recovering external demand and new product launches. Despite the glimmer of 

hope from the Caixin PMI, the manufacturing outlook remains on tenterhooks given the threat 

of prolonged trade uncertainty. Authorities are likely to maintain stimulus through monetary 

and fiscal channels via credit easing, tax cuts and infrastructure spending, to keep the 

nascent economic recovery on track.  



 

 

 

JAPAN 

Contributed by Carel la Cock 

 Japan’s consumer confidence index in May was down 1 point to 39.4 marking the eighth 

straight monthly decline, attributed to a worsening outlook in earnings prospects and a 

declining willingness to buy durable goods. However, the other two categories, namely 

overall livelihood and employment were also lower. Furthermore, the survey in May also 

revealed that for the first time in 12 months, fewer participants expect prices to increase. 

The expectation of lower price increases can become self-fulfilling while the decline in the 

willingness to buy durable goods could be the first sign that consumers are postponing 

purchases due to their expectation that prices are likely to come down. It’s a worrying sign 

as inflation has been persistently low despite accommodative monetary policy. The central 

bank’s 2% target remains well out of reach.   

 

 The latest unemployment rate was in-line with consensus forecast falling from 2.5% in March 

to 2.4% in April. Employment remained close to its 30-year high while the jobs-to-applicant 

ratio was unchanged at a buoyant 1.65 indicating far more jobs available than job seekers. 

The data slightly contradicts the decline in the consumer confidence survey in which 

participants downgraded their outlook on earnings growth. However, the sense is that jobs 

currently available remain above the job seekers’ skill set. 

 

EUROPE 

Contributed by Carel la Cock 

 The Economic Sentiment Indicator for the euro area rebounded in May by 1.2 points to 105 

following a decline of 1.6 points in April. All the largest euro area countries showed gains 

with France leading the way, up 4 points, while Germany only gained 0.4 points. Sentiment 

was down only in the Netherlands. Industry confidence improved by 1.4 points driven by 

higher managers’ production expectations together with better assessment of stocks of 

finished products. Both services and consumer sectors posted improvements, but sentiment 

for retail trade and construction were down. Although the readings improved they were still 

lower than March and in general negative sentiment on future economic growth remains. 

 

 Germany’s unemployment rate increased for the first time in more than 5 years from 4.9% to 

5% although it remains amongst the lowest in the developed world. Business managers are 

concerned that the ongoing US-China trade dispute will have a wide-ranging impact on the 

manufacturing sector, which for decades has been the main engine of economic growth. The 

strong labour market is widely seen as the tonic to keep the economy growing through 



 

 

buoyant domestic demand, but the latest employment figures will have authorities worried 

about where growth will come from in the latter part of the year. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

 UK manufacturing shrunk in May for the first time since 2016 according to the latest 

purchasing manager’s index compiled by IHS Markit. The index stood at 49.4 below the 50-

level mark which demarcates a contraction. The main reasons for the low reading remain the 

effects felt by Brexit and the ongoing US-China trade dispute. Businesses were stockpiling in 

the lead up to the original Brexit deadline at the end of March with fewer orders in the last 

two months. There has also been subdued demand from Asia and Europe. UK manufacturers 

noted that clients are diverting supply chains away from the UK in fear of the chaos and 

uncertainty that might ensue should the UK crash out of the European Union without a deal. 

Economists are not expecting any rate increases from the Bank of England for the remainder 

of the year, given the weak demand in the Eurozone, the UK’s main trading partner, and 

ongoing political and policy uncertainty.  

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 India has lost its preferential trade status under the US government’s Generalised System of 

Preferences (GSP) which opens the US market for tariff free trading by low income countries. 

The Trump administration cited the increase in Indian protectionism in a wide range of 

sectors including e-commerce, medical supplies and dairy products. India will no longer 

qualify for GSP from 5th June. In a similar move President Trump threatened Mexico with 

increased tariffs unless the country does more to help stem the tide of illegal immigrants 

into the US. Both announcements, affecting India and Mexico, have resulted in a flight to 

safety in global financial markets, prompting US Treasury bond yields to fall sharply. Other 

“safe havens” such as the Japanese yen and gold were also up strongly over the past week.  

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 6.73  56286 

JSE Fini 15  + 3.49  16951   

JSE Indi 25  + 9.91  69995 



 

 

JSE Resi 20  + 6.49  43709 

R/$   - 0.68  14.45 

R/€   + 1.35  16.25 

R/£   + 0.15   18.30   

S&P 500  + 9.48  2744 

Nikkei  + 1.98  20410 

Hang Seng  + 5.45  26893 

FTSE 100  + 6.79  7184 

DAX   + 11.69  11792 

CAC 40  + 10.80  5241 

MSCI Emerging + 4.42  1008 

MSCI World  + 8.55  2045 

Gold   + 2.69  1315 

Platinum  + 1.01  801 

Brent oil  + 13.21  61.63 

 

BOTTOM LINE 

Contributed by Gielie Fourie 

 The National Election of 8 May was important. Perhaps more important was the 

announcement by pres. Ramaphosa of his cabinet on Wednesday evening. We look at three 

cabinet appointments. Being Asset Managers, we will focus on the three Ministers of the 

Economic Cluster. 

 

 Business Friendly: At his Investment Conference last year, Ramaphosa mentioned 

government must start to view business as friends, not as the enemy. Ramaphosa, an 

accomplished businessman, would personally have encountered numerous inspectors, 

regulations and fines. There are no red carpets, only red tape. 

 



 

 

 Continuity in the Economic Cluster: As a billionaire businessman, Ramaphosa understands 

the merits of financial continuity and stability. He ensured continuity and stability in the 

vital Economic Cluster with the reappointment of Tito Mboweni as Minister of Finance, 

Pravin Gordhan as Minister of Public Enterprises and Ebrahim Patel, as Minister of Trade and 

Industry. Cosatu objected to all three appointments, but Ramaphosa did not budge.  

 

 Tito Mboweni – Is his heart in it? Mboweni has a degree in economics. Mboweni was Minister 

of Labour and later Governor of the SA Reserve Bank (SARB). On 9 October 2018, Mboweni 

was brought in by Ramaphosa as the new Minister of Finance following Nhlanhla Nene's 

resignation. Other accomplishments: Mboweni was an international advisor to Goldman 

Sachs. He is an honorary professor in the School of Economic and Business Sciences at Wits. 

Two universities have honoured him with Honorary Doctorates in Economics. In addition, he 

was a member of the joint World Bank-IMF Development Committee. Mboweni has a clean 

track record. He is a friendly and jovial man, but he can also be a “tough nut”. He took no 

nonsense from activist shareholders at SARB meetings. There are concerns that Mboweni did 

not really want the position. Is his heart really in it? His views on communism? “Communism 

only works on paper.”  

 

 Pravin Gordhan – Not a Stellar Career: Gordhan qualified as a pharmacist. He was 

Commissioner of SARS where he was accused, probably falsely, of several transgressions. 

Nothing has been proved in a court of law yet. He later became Minister of Finance. There 

he failed to balance the books. Under his watch budget deficits increased. National debt as 

percentage of GDP increased. He was appointed as Minister of Public Enterprises in 2018, 

specifically to sort out the State-Owned Enterprises, like Eskom and the SAA. He has had no 

success yet. Academic and international accomplishments: Gordhan was chairman of the 

World Customs Organization from 2000 to 2006. Three universities honoured him with 

Honorary Doctorates in Commerce, Law and Technology. Currently he is in trouble with the 

Public Protector (PP) for an alleged minor offence that occurred in 2009 – some ten years 

ago while he was at SARS! By appointing Gordhan, Ramaphosa has clearly showed what he 

thinks of the merits of the PP’s case against Gordhan. And indeed, of the PP herself. 

Gordhan is a strong debater. A man of true grit. He takes no nonsense – ask any journalist. 

His views on communism? “I'm a pragmatist, not a communist.” He was but is no longer a 

member of the SACP. 

 

 Ebrahim Patel – The Communist: Patel has an activist trade union background. He is of the 

school that treats business as the enemy. What follows is how Patel treated five cases of 

massive Fixed Direct Investment (FDI). (1) Walmart/Massmart was required to establish a 

R200 million fund to support small business; (2) Coca Cola had to establish a R800 million 

fund for local entrepreneurship; (3) AB InBev had to set up a R1 billion fund to promote 

small-scale farmers; (4) Glencore had to set up a R220 million fund for small business; (5) 

Most recently, Old Mutual, as part of its return to South Africa, had to invest R500 million in 



 

 

a fund to support small business. In total five companies paid an upfront “tax” of R2.72 

billion prior to doing business in SA! What has happened to this money? Socialist Quote: 

“What is mine is mine. What is yours, we share.” Patel is a communist. 

 

 Comrade Patel – The Weakest Link: SA needs all the FDI it can get: At Davos, Patel tells the 

world every single year: “SA is open for business.”  The five big companies above will 

certainly spread the word on how difficult it is to set up shop in SA! Patel’s department is 

the ONE department that MUST be business friendly. Patel oversaw infrastructure 

development. As we know, it was a disaster. Comrade Patel is the weakest link in the 

Economic Cluster.  
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