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IN THIS WEEK’S BOTTOM LINE 

 Warren Buffett published his 2018 Berkshire Hathaway newsletter last week. As usual it is 

packed with interesting facts and comments. He found inspiration in elephants and forests 

to explain four investment lessons that contributed to his and Charlie Munger’s (vice 

chairman) phenomenal success as investors. Berkshire’s current share price is $305,000.00 

(R4.3 million). That’s for one share only. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 Total new vehicle sales continued to contract in February, falling by 6.5% on a year-on-year 

basis after slipping 7.4% in January. Passenger vehicles were the main culprit, declining by 

13.3% on the year after falling 10.8% in January. Commercial vehicles provided some respite, 

with sales rising 7.4% on the year indicating an increase in business investment spending. 

Medium-sized and extra heavy commercial vehicles led the way, each with a hefty gain of 

14.3%. New vehicle exports also performed well, with strong growth of 22.5% albeit a slight 

deceleration from the 29.2% growth recorded in January. Overall, the vehicle sales data are 

encouraging from an exports and business investment viewpoint. Passenger vehicles, which 

form the bulk of total units sold, should pick up with a return in consumer confidence post 

the National Election.  

 

 The ABSA/BER manufacturing purchasing managers’ index (PMI) failed to pierce the 

expansionary 50-level in February, instead slumping from 49.9 to 46.2, well below the 

consensus forecast of 49.5. The deterioration in manufacturing conditions is due mainly to 

Eskom power cuts. Rising labour costs, subdued domestic demand and policy uncertainty are 

also likely contributing factors. Among the PMI sub-indices, the forward-looking new orders 

index declined sharply from 50.7 to 42.9, indicating a continuation of weak manufacturing 

conditions over coming months. The longer-term index tracking expected business conditions 

in six months’ time also slipped from 67.2 to 65.9, although not by as much indicating 

expected improvements post the National Election. The inventory index, although rising from 

46.8 to 52.8, may impact future manufacturing activity when increased stockpiles are drawn 

down. Encouragingly, the price index reduced slightly from 70.9 to 69.6 helped by stable oil 

prices and a slight strengthening in the rand. The PMI numbers remain disappointing although 

there is a strong likelihood that the key 50-level will be breached to the upside in the second 

half of the year.   



 

 

 

 Producer price inflation (PPI) decelerated in January by more than expected to 4.1% year-

on-year down sharply from 5.2% in December. On a month-on-month basis, PPI remained in 

deflation for a second straight month, declining by 0.8% in January following a decline of 

0.9% in December. Among the price categories contributing to the PPI slowdown were coke 

and petroleum products inflation, which fell from 12.9% to 6.7% on the year, and transport 

equipment inflation which fell from 10.6% to 5.4%. Motor vehicle inflation suffered a 

substantial decline from 16.1% to 4.4%. Meat and meat product inflation maintained its recent 

deflation trend with prices falling by 6.1% on the year. PPI has slowed by more than expected, 

which bodes well for a benign consumer price inflation environment, limiting the chances of 

further interest rate hikes from the South African Reserve Bank (SARB). Given the recent 

pause in monetary tightening from the US Federal Reserve, there is the potential for a SARB 

interest rate cut before year-end.  

 

SOUTH AFRICA: THE WEEK AHEAD 

 GDP growth: Due Tuesday 5th March. The much anticipated fourth quarter (Q4) GDP figures 

are expected to remain lacklustre, impacted by weakness in the manufacturing, mining and 

agricultural sectors of the economy. According to consensus forecast, GDP is expected to 

have grown in Q4 by just 1.2% quarter-on-quarter annualised.  

 

 Quarterly Bulletin and current account: Due Thursday 7th March. The current account deficit, 

after widening slightly from 3.4% of GDP in the second quarter (Q2) to 3.5% in Q3, is expected 

to remain unchanged in Q4, helped by a steady trade balance. Any deterioration from this 

projected level would likely exacerbate the rand’s recent weakness. 

 

GLOBAL 

 Adding to optimism that the US and China may be close to a trade agreement, US trade 

representative Robert Lighthizer, with a reputation for being a hard-line negotiator, told 

Congress that talks were making “real progress.” Notably, Lighthizer expressed confidence 

over the enforcement mechanisms that had been agreed. These would include monthly, 

quarterly and semi-annual meetings between senior officials from both countries including 

at ministerial level. While no date has yet been set, President Trump and Chinese leader Xi 

Jinping, are expected to meet at a trade summit within the next month to ratify a final 

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. As a result, the wide-ranging 

concessions from the Chinese on forced technology transfers and widespread industrial 

subsidies may be less forthcoming than Trump had initially fought for.  

 



 

 

NORTH AMERICA 

 US economic growth slowed in the fourth quarter (Q4) to 2.6% quarter-on-quarter annualised, 

which although marking a slowdown from 3.4% in Q3 and 4,2% in Q2, is better than had been 

feared. The market had been braced for GDP growth of just 2.2%. Among the notable GDP 

components, residential investment was a weak spot, falling by 3.5% in Q4 capping the first 

four consecutive quarters of decline since the 2008/09 global financial crisis. Weak 

residential investment dragged down private domestic investment spending growth from 

15.2% in Q3 to 4.6% in Q4. However, growth in non-residential fixed investment recovered 

between Q3 and Q4 from 2.5% to 6.2%, with investment in intellectual property products 

increasing by a solid 13.1% in Q4, which may bode well for enhanced productivity. Consumer 

spending growth slowed from 3.5% to 2.8% but should remain underpinned by buoyant jobs 

growth, a healthy increase in household income and the benefit of reduced fuel prices on 

disposable income. While GDP growth may slow to as low as 1.1% in Q1, due to unseasonably 

cold weather and the impact of the partial federal government shutdown, growth momentum 

should recover to trend rate over the remainder of the year. The Fed, although predicting a 

slowing trajectory, forecasts GDP growth of 2.3% in 2019, reducing to 2.0% in 2020 and 1.8% 

in 2021. The White House Council of Economic Advisers is more optimistic, predicting GDP 

growth in excess of 3% in 2019.  

 

 In his testimony to Congress, Fed Chairman Jerome Powell stated that: “The economy is in a 

good place.” He observed recent signs of rising productivity, which he said: “Allows wages to 

increase without adding to inflation pressures.” He reiterated the Fed’s current “patient” 

approach to any further interest rate hikes: “With our policy rate in the range of neutral, 

with muted inflation pressures and with some of the downside risks we’ve talked about, this 

is a good time to be patient and wait and see how the situation evolves.”  On the subject of 

stopping the reduction of the Fed’s $4 trillion balance sheet, Powell stated that: “My guess 

is we’ll be announcing something fairly soon.”  On the subject of redefining the Fed’s 2% 

inflation target, Powell said the inflation target needed more credibility. In 2018 the personal 

consumption expenditure price index, the Fed’s preferred inflation measure, remained stuck 

below the 2% target for a seventh straight year. According to the Fed’s plan, modestly higher 

inflation would likely be encouraged during economic upturns to make up for weaker inflation 

during downturns. According to Powell’s testimony, while categorically ruling out any change 

to the 2% target, the Fed would likely target a through-the-cycle inflation average. Such a 

shift would be unequivocally “dovish” for monetary policy.  

 

 The Institute for Supply Management (ISM) manufacturing purchasing managers’ index (PMI) 

fell in February from 56.6 to 54.2. While still above the expansionary 50-level this marks its 

lowest point since President Trump’s election in November 2016. The decline was sharper 

than expected, occurring despite the government ending its partial federal government 

shutdown in January. The chief culprits cited are unseasonably cold weather and continued 

uncertainty stemming from the US/China trade dispute. Among the PMI sub-indices, the 

employment index fell from 55.5 to 52.3, the production index by a substantial 5.7 points 

from 60.5 to 54.8 and the forward-looking new orders index from 58.2 to 55.5. While the PMI 



 

 

decline may be disappointing, the headline reading nonetheless points to solid growth, which 

besides is likely to rebound over coming months once the trade dispute is resolved.  

 

CHINA 

 The MSCI Index Policy Committee raised the weighting of China’s A-shares in the MSCI 

Emerging Market (EM) Index from 0.71% to 2.82%. The move, which had been planned for May 

2020 was fast-tracked in recognition of China making its equity market more accessible and 

more transparent. The 2.82% MSCI EM weighting is low given the substantial market 

capitalisation of the CSI 300 Shanghai and Shenzhen stock index. However, the inclusion 

factor of the total market capitalisation is just 20% albeit a substantial increase from 5% when 

Chinese equities were first included in the MSCI EM index in 2018. The increased index 

weighting is likely to prompt a massive inflow of additional foreign investment into mainland 

Chinese equities, which analysts estimate could be anywhere between $80-125 billion in 

2019. Inflows have already surged since the start of the year in anticipation of the index 

reweighting, making the CSI 300 index the best performing index worldwide since the start 

of the year.  

 

 The official National Bureau of Statistics manufacturing purchasing managers’ index (PMI) fell 

in February from 49.5 to 49.2 its lowest since March 2016 and its third straight monthly 

reading below the key 50-level which separates contraction from expansion. Among the PMI 

sub-indices, the new export orders index fell from 46.9 to 45.2 its lowest since 2011 in step 

with the growing trade discord between China and the US. The production index fell from 

50.9 to 49.5, the first sub-50 reading since January 2009. More encouragingly, the forward-

looking overall new orders index increased from 49.6 to 50.6, which suggests a degree of 

optimism that monetary and fiscal stimulus will improve manufacturing conditions in the 

months ahead. A resolution to the trade dispute would also improve conditions, although like 

any stimulus measures there would be a lag-time before the full benefits are felt. On a 

brighter note, the independent Caixin manufacturing PMI, which has a greater focus on 

smaller, private sector companies, moved in the opposite direction to the official data, rising 

sharply from 48.3 to 49.9 its highest in three months.  

 

JAPAN 

 Japan’s industrial production in January was down 3.7% from December and down for three 

consecutive months. The electronics and motor vehicle sectors contributed most to the 

decline. The figures came in below the consensus view of a 2.5% decline. However, 

forecasters predict that output increased in February by as much as 5% but will soften again 

in March by 1.6%. In the Current Survey of Commerce conducted by Japan’s Ministry of 

Economy, Trade and Industry, retail sales were up 0.6% year on year, but down 2.3% 

compared to December.  Senior Japan economist with Capital Economics, Marcel Thielant 

said “All told, it seems that the economy slowed sharply at the start of 2019, which should 



 

 

rattle policymakers at the Bank of Japan and should trigger a renewed debate about possible 

easing measures.” 

 

 The Nikkei-Markit manufacturing purchasing managers’ index came in at 48.9 for January and 

falls below the 50 mark that demarcates contraction from expansion. It’s the lowest reading 

since the third quarter in 2016 and comes amid export declines and lower demand from 

China. Moreover, Japan’s consumer confidence index fell for a straight six months falling in 

January by 0.4 points from 41.9 to 41.5. The decline in the index was due to weaker economic 

wellbeing and lower willingness to buy durable goods. There is a risk that Japan could be set 

for a downturn once the higher consumption tax comes into effect later this year. 

 

EUROPE 

 The Sentix overall economic index for the Euro area released this week, which is the result 

of a weekly survey of over 5,000 investors worldwide about their outlook on economic 

developments and expectations on financial markets and portfolio actions, has revealed that 

although the index reading was still low at -2.2, it has improved marginally from the -3.7 

reading in February. The Sentix Expectations index however improved 7 points from -17.3 to 

-10.3, the second improvement in as many months and suggest a possible economic 

turnaround for the Eurozone. As Manfred Hübner, managing director at Sentix points out: 

“Thus, the expected values are still negative, but every economic turning point begins with 

an increase in the expectation values”. The overall sentiment index for Germany shows a 

similar trend with an improvement from 3.1 to 4 points, well below the 20 points printed in 

October, but also recording a second consecutive improvement in expectations from -17.3 to 

-10.8.  

 

 In a separate survey compiled by the Centre for Economic Studies in Munich to measure the 

business climate in Germany, there was little indication of an imminent economic upturn. 

The Business Climate Index came in at 98.5 points for February, down from 99.3 points in the 

previous month. The reading was the lowest since December 2014 and corroborates forecasts 

of 0.2% economic growth for the first quarter. Among the sub-indices, manufacturing, 

services and construction all declined and only distribution showed a slight increase. The 

economic environment in Germany remains fragile. 

 

 Eurozone consumer price inflation for February at 1.5% was slightly up from 1.4% in January, 

but still below the European Central Bank’s target of just below 2%. Core inflation, which 

strips out food and energy prices, was down 0.1 percentage points to 1%. Together with data 

and surveys pointing to continued weak eurozone economic activity the ECB is likely to keep 

rates low for longer and possibly well into 2020. The ECB could also reintroduce measures 

last seen in 2016, offering longer-term loans at very low interest rates on conditions that 



 

 

banks commit to lend more. The ECB has nearly €700bn of such bonds maturing in 2020 and 

it would constitute monetary tightening if they did not roll them over. 

 

UNITED KINGDOM 

 The UK has signed a World Trade Organisation public procurement pack which allows 

companies from member states to bid in each other’s government tenders at national and 

sub-national levels. This is seen as a stride in the right direction of securing independent 

trade arrangements after leaving the European Union. The deal avoids cutting UK companies 

off from tendering for big government project across the globe and would go some way to 

restoring confidence after failing to secure post-Brexit trade deals with the large markets of 

Turkey and Japan. 

 

 The European Commission’s monthly indicator of confidence and economic sentiment for the 

UK has dropped from 103.7 to 99.2, the lowest since 2013. Among the sub-indices, services 

suffered the most pronounced decline from -4.9 to -16.2, followed by industry falling from 

2.3 to -0.2. According to Oliver Allen at Capital Economics, it “leaves the indicator pointing 

to growth more or less grinding to a halt.” 

 

FAR EAST AND EMERGING MARKETS 

 The State Street Investor Confidence Index for Global Investors rose 1.5 points to 70.9 points 

in February, but still below the neutral 100 level which signifies neither increasing nor 

decreasing allocations to risky assets. The index was last above the 100-level threshold in 

July 2018 and has seen six consecutive monthly declines with the lowest reading in January. 

Confidence grew most amongst European investors who increased allocations to risky assets, 

in contrast with Asian investors. North American investors were largely unchanged from the 

previous month. Kenneth Froot, one of the developers of the index said: “Institutional 

investors remained cautious in February, continuing to show hesitance towards riskier assets, 

with lingering growth and trade policy uncertainty, it appears that the more dovish Fed and 

the hopes for progress on the US-China trade front are not enough to tip the scales.” Concerns 

for growth in Europe and China and the recent memory of the sharp decline in equity markets 

in the last quarter of 2018 still weigh heavily on global investor confidence and have slowed 

a return to the riskier assets in emerging markets. 

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 6.60  56217 



 

 

JSE Fini 15  + 2.30  16756   

JSE Indi 25  + 6.98  68127 

JSE Resi 20  + 10.90  45521 

R/$   + 0.95  14.22 

R/€   + 2.09  16.13 

R/£   - 2.31   18.76   

S&P 500  + 11.41  2792 

Nikkei  + 9.03  21822 

Hang Seng  + 13.55  28959 

FTSE 100  + 6.04  7134 

DAX   + 9.79  11592 

CAC 40  + 11.75  5286 

MSCI Emerging + 9.11  1053 

MSCI World  + 10.96  2090 

Gold   + 0.45  1286 

Platinum  + 6.71  846 

Brent oil  + 20.48  65.59 

 

BOTTOM LINE 

 In his latest annual Berkshire Hathaway newsletter, Warren Buffett found inspiration in 

elephants and forests to explain four investment lessons that contributed to his and Charlie 

Munger’s (vice chairman) phenomenal success as investors. Berkshire’s current share price 

is $305,000.00 (R4.3 million), down from $335,000.00. That is for one share only. 

 

 Lesson #1: Think big. Elephants inspire Buffett: “We continue to hope for an elephant-sized 

acquisition. Even at our ages of 88 and 95 – I’m the young one – that prospect is what 

causes my heart and Charlie’s to beat faster. (Just writing about the possibility of a 



 

 

huge purchase has caused my pulse rate to soar.)” He has $112 billion of idle cash for this.  

He keeps another $20 billion as a permanent petty cash reserve for emergencies. 

 

 Lesson #2: Diversify. Forests inspire Buffett: “Focus on the Forest – Forget the Trees: 

Investors who evaluate Berkshire sometimes obsess on the details of our many and diverse 

businesses – our economic “trees,” so to speak. Analysis of that type can be mind-numbing, 

given that we own a vast array of specimens, ranging from twigs to redwoods. A few of our 

trees are diseased and unlikely to be around a decade from now. Many others, though, are 

destined to grow in size and beauty”. He concludes: “At Berkshire, the whole is greater – 

considerably greater – than the sum of the parts”. 

 

 Lesson #3: Invest for the long term. Over 54 years, from 1964 - 2018, Berkshire recorded an 

elephant-sized overall gain in market value per share of 2,472,627% (2.5 million percent). It 

dwarfs the 15,019% gain of the S&P 500 index, dividends included, over the same period. Do 

we need any more proof that shares will outperform cash over the long term? 

 

 Lesson #4: You can’t do it alone. Every tree, dead or alive, is important. Buffett’s wise 

words: “It is beyond arrogance for Americans to boast that they have “done it alone.” The 

tidy rows of simple white crosses at Normandy should shame those who make such claims”. 

Some commentators interpreted this as a swipe at Donald Trump. 

 

 Buffett does not do budgets, nor monthly statements. Quarterlies are not important: 

Buffett on Budgets: “Berkshire has no company-wide budget. Our lack of such an 

instrument means that the parent company has never had a quarterly “number” to hit”. On 

monthlies: “Berkshire, in fact, may be the only company in the Fortune 500 that does not 

prepare monthly earnings reports or balance sheets”. On quarterlies: “Charlie and I have 

never focused on current-quarter results.” 

 

 Berkshire is now the fifth largest company in the world by market capitalisation. The five 

biggest companies in the world are Microsoft ($863 billion), Apple ($825 billion), Amazon 

($821 billion), Google ($796 billion) and Berkshire ($500 billion). These valuations are as at 

1 March 2019. 

 

 Berkshire’s five largest listed holdings are Apple ($40 billion), Bank of America ($22 billion), 

Wells Fargo ($20 billion), Coca Cola ($19 billion) and American Express ($14 billion). These 

values are as at 31 December 2018, Berkshire’s financial year end. 

 

 Buffett and Munger: They both grew up in Omaha, Nebraska. They met in 1959 and became 

good friends. Buffett says their strong bond is a result of mutual respect. He says they may 

sometimes disagree, but they never ever argue. In 60 years, they have never had an 

argument. Buffett still says he can "always learn something" from spending time with 

Munger. It is one of America's best-known and enduring friendships, and a profitable one at 

that. 
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