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IN THIS WEEK’S BOTTOM LINE 

Contributed by Robert Wantenaar 

 The vision of “live in the sun, invest in the shade” is gaining popularity amongst South 

African investors. Read more in the Bottom Line. 

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

 The trade balance recorded its second consecutive monthly surplus of R4.4 billion following 

the surplus of R 1.7 billion recorded in May. However, both exports and imports declined 

month-on-month in June. Exports declined 3.2% on the month due to slowing global growth. 

The decline in exports was reasonably broad-based with declines recorded in the following 

sub-sectors:  Chemical products (down R1.6 billion), metal products (down R1 billion), 

machinery (down R0.6 billion), prepared foodstuff (down R0.6 billion), textiles (down R0.3 

billion), live animals (down R2.2 billion) and precious metals and stones (down R0.2 billion). 

These declines were countered by moderate increases of R0.7 billion each in the exports of 

wood, pulp and paper as well as vegetable products. South Africa, although less dependent 

on gold exports than in the past, still derives more than half of its export revenue from 

primary sectors (minerals, commodities and agricultural produce). Also, exports make up 

around 30% of South Africa’s GDP which makes the prospect of slowing global trade a 

concern for the economy. Imports declined 5.8% (R3.8 billion) month-on-month amid a 

weak domestic economy. This was largely driven by a decline in the following sub-sectors: 

Machinery and electronics (down R3.8 billion), chemical product (down R1.6 billion), 

vehicle imports (R1.3 billion) and base metal (down R0.7 billion). These declines were 

offset by month-on-month increases in imports of mineral products (up R2.2 billion) which 

mainly comprise of oil. The year-to-date deficit of R1.94 billion is only marginally worse 

than the R0.11 billion surplus in the comparable period last year. In the year-to-date, 

exports decreased 1.6% year-on-year while imports increased 6.1% year-on-year.  

 The seasonally adjusted Absa Purchasing Managers’ Index (PMI) surprised to the upside 

surging to 52.1 index points in July, up from 46.2 in June, the first reading above the 

neutral 50-point mark, which separates contraction from expansion, since December 2018. 



 

 

Of the five major PMI sub-components, four came in above the neutral 50 mark and only 

one below. The major PMI sub-components recoding a reading above 50 included business 

activity (56.9), new sales orders (54.5), purchasing inventories (50.9) and purchasing prices 

(67.9). Employment was the only major sub component with a reading below 50. The uptick 

in the July PMI is very encouraging, however, given growing concerns about the health of 

the global manufacturing sector, it remains to be seen whether this improvement can be 

sustained going forward. While purchasing managers continue to expect conditions to 

improve in six months’ time, they are less optimistic than before. The expected business 

conditions index declined to 54.5 index points in July, down from 62.3 just two months 

before and more than 12 points below the level recorded at the start of the year. 

 

 In contrast to the Absa PMI, the Standard Bank Purchasing Managers’ Index (PMI) recorded 

its third successive month of deterioration as well as its sharpest decline in business 

conditions since November 2018. The Standard Bank PMI for July declined to 48.4, down 

from 49.7 in June. This is below the 50-point mark separating contraction from expansion. 

The biggest negative contributors were the fall in demand in the new orders component, 

declining client sales, and a lack of liquidity in the market which reduced buying power. 

There is however a bright spot as the cost inflation faced by South African businesses 

reduced somewhat from June's eight-month high. 

 

 New vehicle sales continued a declining trend in July, dropping by 3.7% year-on-year to 46 

077 units. However, the upward momentum on the export side continued to register 

substantial growth with July vehicle export sales up 22.1% year-on-year. Vehicle exports for 

the year-to-date are now 35 738 vehicles or 19.8% higher than the 2018 corresponding 

period. New passenger vehicle sales on the other hand declined by 8.2% year-on-year in 

July, down 2 617 vehicles from 32 094 units sold in July 2018. New light, medium and heavy 

commercial vehicles sales all increased year-on-year in July. New light commercial vehicles 

increased 2.9% from 13 461 units to 13 852 units in July 2019. The performance of the 

medium and heavy vehicles segments were better, with medium commercial vehicles sales 

increasing 14.9% (104 units) and heavy commercial vehicle sales increasing 21.4% (343 

units) year-on-year respectively. The lowering of the interest rate by 25 basis points as well 

as relief from lower fuel prices during July offered some reprieve for financially strained 

consumers. However, the turnaround anticipated for the second half of the year has not 

been realised in the new vehicle market yet. The export performance, however, remains 

encouragingly strong. 

 

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 



 

 

 SACCI Business Confidence Index: Due Wednesday 7th August. The SACCI business 

confidence index is expected to come in lower at 92.4 for July, down from 93.3 recorded in 

June, due to disappointment over the slow pace of economic reform and Eskom’s growing 

financial demands. 

 

 Mining Production: Due Thursday 8th August. Consensus forecast is that mining output will 

record its eighth consecutive month of decline in June with a year-on-year contraction of 

2%, attributed to the continued rise in local production costs and an uncertain regulatory 

environment.  

 

 Manufacturing Production: Due Thursday 8th August. Economist expect manufacturing 

production growth to rebound in June reaching 2% year-on-year, up from the 1% year-on-

year growth achieved in May.  

 

GLOBAL 

Contributed by Nick Downing 

 The resumed trade talks between the US and China lasted less than a week before Tariff 

Man (president Trump), against the counsel of his closest advisers, threatened to impose a 

10% tariff on the remaining $300 billion of Chinese imports not yet taxed. Trump believes 

China is purposefully delaying in its hope that post the November 2020 US presidential 

elections, it will have a more compliant Democrat president to negotiate with. China has 

threatened to retaliate, although due to its imports from the US being far less than its 

exports, it will have to resort to non-tariff barriers, for instance bureaucratic licensing 

delays, increased inspections and monitoring, and a widening of its “unreliable entities” 

blacklist. China could also weaken its currency, making its exports more competitive. 

Following Trump’s new tariff threats, the yuan fell on Monday by nearly 2% against the 

dollar, breaking the key 7.00 level for the first time since 2008. The breach of this level, 

which had previously been heavily defended by the People’s Bank of China, signals a 

hardening approach from China’s authorities. The growing consensus among analysts is that 

the two trading partners are moving further away from a negotiated agreement, which is 

becoming increasingly unlikely before November 2020.  

 

 The World Gold Council reported that demand for gold bullion increased in the second 

quarter (Q2) by 8% year-on-year, driven by increased jewellery demand from India, rising 

investor demand and growing demand from central banks. Gold exchange traded funds 

added 67.2 tons of gold to their holdings in Q2, lifting their total exposure to a six-year high 

while central banks increased their gold holdings in the first half of the year by the most on 

record, purchasing an additional $15.7 billion worth of bullion. The surge in gold demand is 

partly attributed to rising geopolitical risk. However, low interest rates are the greatest 



 

 

force driving gold’s rally. Around $14 trillion worth of government and corporate bonds are 

now in negative yield, adding to the allure of gold as a safe-haven investment. Lower 

interest rates, especially negative interest rates, reduce the opportunity cost of holding 

gold. The appetite for gold is boosted further as the world’s central banks shift towards 

easier monetary policy. The American billionaire investor and hedge fund manager, Ray 

Dalio concludes that in the current interest rate environment “It would be both risk-

reducing and return-enhancing to consider adding gold to one’s portfolio”.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 As widely expected, the Federal Reserve cut its benchmark fed funds rate by 25 basis 

points to a range of 2.0-2.25%. It also ended the runoff (quantitative tightening) of its $3.8 

trillion balance sheet on 1st August, two months earlier than initially indicated. However, 

financial markets were disappointed by the lack of guidance on future monetary easing. 

Fed Chairman Jerome Powell did not rule out further rate cuts if the global economic 

slowdown and trade uncertainty demanded them. However, he sobered expectations by 

saying the rate cut was not “the beginning of a long series of rate cuts.” Two of the ten Fed 

policy makers, Boston Fed President Eric Rosengren and Kansas City Fed President Esther 

George voted against the rate cut. While markets may have lowered their expectations for 

further rate cuts, it is likely that more will follow, especially considering the worsening 

trade friction with China. Moreover, isolated rate cuts are unusual. There has not been one 

in the four rate cutting cycles since 1994.  

 

 Nonfarm payrolls increased in July by a solid 164,000 keeping the unemployment rate 

unchanged at 3.7% close to a 50-year low. Jobs growth remains close to its year-to-date 

monthly average of 165,000, signalling a robust labour market. Encouragingly, the labour 

force participation rate increased for a second straight month to 63% while the broader U6 

measure of unemployment fell from 7.2% to 7.0% although still above its record low of 6.8% 

registered in 2000. U6 unemployment includes those too discouraged to look for work and 

part-time workers who would rather be working full-time. Wage growth picked-up slightly 

from 3.1% year-on-year to 3.2%, which although below February’s peak of 3.4% remains 

strong especially in real terms with inflation well below 2%. Overall, the strong labour 

market data remains supportive of a healthy increase in household disposable income and 

consumer expenditure. However, the labour market is a lagging economic indicator and 

takes some time to respond to shifts in economic activity and interest rates.  

 

 Two separate US confidence surveys confirm improving consumer sentiment, despite rising 

trade uncertainty and slowing global growth. The University of Michigan consumer 

sentiment index increased in July from 98.2 to 98.4 while the Conference Board confidence 

index surged from 124.3 to 135.7 close to the 18-year high of 137.9 recorded in October. 

The rise in consumer confidence is attributed to low unemployment, strong wage growth 



 

 

and low inflation. However, households while expressing rising optimism over personal 

finances are also showing a greater inclination to save and pay-off debt, due to rising 

political uncertainty. Consumer confidence in combination with income growth, drives 

household consumption expenditure which comprises over 70% of US GDP. Personal incomes 

grew in June by a strong 0.4% month-on-month for a fourth month running. However, a 

rising savings ratio pushed personal consumption expenditure growth down to 0.3%, marking 

a slowdown from 0.5% in May, 0.6% in April and 1.0% in March.  

 

 The Institute for Supply Management (ISM) manufacturing survey fell in July for a fourth 

straight month, reflecting trade uncertainty, slowing global demand and the impact of a 

stronger dollar on export competitiveness. The survey index fell from 51.7 in June to 51.2 

in July, which although still above the key 50-level which demarcates expansion from 

contraction, is at its lowest since August 2016 pointing to a continuation in the 

manufacturing slump which has persisted since the beginning of the year. The ISM non-

manufacturing survey, which covers the dominant services sector of the economy, 

contributing around 80% of US GDP, also fared poorly in July, dropping from 55.1 to 53.7, 

well below the recent peak of 56.9 in May. The combined ISM surveys are consistent with a 

slowdown in US GDP growth to around 1.5-2%, below the 2.1% rate achieved in the second 

quarter.  

 

CHINA 

Contributed by Nick Downing 

 Both the official National Bureau of Statistics and the private Caixin manufacturing 

purchasing managers’ indices (PMIs) increased in July from 49.4 to 49.7 and from 49.4 to 

49.9, respectively, indicating an improvement in manufacturing confidence. While 

remaining below the contractionary 50-level, the gains are encouraging pointing to a 

firming in domestic demand, which is counteracting weakening export demand and trade-

related uncertainty. The official PMI has been below 50 for three straight months and the 

Caixin PMI for two months. Among the PMI sub-indices, the improvement came mainly from 

rising production, which in the case of the official PMI gained from 51.3 to 52.1 while the 

forward-looking new orders indices remained in contractionary territory. Although trade 

uncertainty and slowing global demand will constrain any near-term improvement in export 

related manufacturing, fiscal and monetary stimulus should continue to shore up domestic 

related activity.  

 

JAPAN 

Contributed by Nick Downing 



 

 

 The Bank of Japan (BOJ) kept its monetary policy settings unchanged, leaving the 

benchmark interest rate at minus 0.1%, its asset purchase programme at an annual ¥80 

trillion and a cap on the 10-year government bond yield at close to zero. However, BOJ 

Governor Haruhiko Kuroda indicated a willingness to resort to further monetary easing to 

counteract any threat to the country’s price stability, which analysts read as referring to 

the yen’s exchange rate. The BOJ is keen to prevent the yen from strengthening excessively 

amid falling US interest rates due to the potential fallout on Japan’s trade competitiveness. 

Kuroda did not specify how the central bank would ease monetary policy from the current 

position of negative interest rates and a bloated balance sheet. However, he confirmed 

that “There are various possibilities including lower short-term interest rates, lowering the 

caps for long-term rates, expanding asset purchases or increasing the pace of growth in the 

monetary base.” For the financial year ending March 2020 the BOJ lowered its GDP and 

consumer inflation projections from 0.8% to 0.7% and from 0.9% to 0.8%, respectively. Its 

inflation target is 2%, well above prevailing or projected rates. 

 

EUROPE 

Contributed by Nick Downing 

 Despite the Eurozone’s unemployment rate falling in June from 7.6% to 7.5% its lowest level 

since July 2008 and the region’s retail sales surging in June by 1.1% month-on-month, more 

than reversing the previous month’s 0.6% decline, GDP growth slowed sharply in the second 

quarter. GDP growth fell from 0.4% quarter-on-quarter in the first quarter (Q1) to 0.2% in 

Q2 while on a year-on-year basis the pace of growth slipped from 1.2% to 1.1%. The sharp 

slowdown is attributed to the manufacturing sector, which is prone to the decline in global 

demand. Moreover, trade uncertainty has affected business confidence and domestic 

investment spending. The slack GDP data strengthens the case for the ECB to ease 

monetary policy at its next policy meeting on 12th September, especially amid softening 

inflation data. In July year-on-year headline and core consumer price inflation both fell 

from 1.3% to 1.1% and from 1.1% to 0.9%, respectively, far below the ECB’s target of less-

than but close-to 2%.  

 

FAR EAST AND EMERGING MARKETS 

Contributed by Nick Downing 

 Brazil’s central bank cut its benchmark Selic interest rate by an unusually large 50 basis-

points from 6.5% to 6% citing low inflation, weak economic growth and above-all solid 

progress in structural reform. The long overdue pensions bill, providing sweeping reforms to 

public sector pensions in order to lower the state’s budget deficit, received broad-based 

support in Congress. According to the official Copom policy statement the central bank 



 

 

“recognises progress in the process of reforms and necessary adjustments in the Brazilian 

economy but emphasises that the continuation of this process is essential for the reduction 

of its structural interest rate and for sustainable economic recovery.” Brazil’s consumer 

inflation rate fell from 3.84% in June to 3.27% in July paving the way for further monetary 

easing in coming months, especially amid the Federal Reserve’s lead in lowering global 

rates.  

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 4.24  54975 

JSE Fini 15  - 7.41  15165   

JSE Indi 25  + 10.93  70641 

JSE Resi 20  + 5.86  43450 

R/$   - 3.80  14.92 

R/€   - 1.46  16.71 

R/£   + 1.16  18.11   

S&P 500  + 13.48  2844 

Nikkei  + 3.52  20720 

Hang Seng  + 2.54  26151 

FTSE 100  + 7.37  7223 

DAX   + 10.41  11658 

CAC 40  + 10.80  5241 

MSCI Emerging + 0.76  973 

MSCI World  + 11.33  2097 

Gold   + 13.70  1456 

Platinum  + 7.77  854 

Brent oil  + 10.30  60.05 

 



 

 

BOTTOM LINE 

Contributed by Robert Wantenaar 

 The vision of “live in the sun, invest in the shade” is gaining popularity amongst South 

African investors with many financial advisors suggesting that their clients expose a portion 

of, if not the majority of their portfolio to an offshore environment. The philosophy being 

to protect yourself from political uncertainty, rand volatility and to take advantage of 

international growth opportunities which the JSE has recently failed to deliver. 

 

 Option One: The idea of exposing your portfolio to an offshore environment is great, when 

done correctly. The most commonly used approach to achieve this is in one of two ways. An 

asset swap allows for offshore exposure but ultimately is a locally registered holding not 

accessible outside of South Africa when needed. The funds would have to be returned to 

the country of origin, tax clearance applied for and reserve bank clearance granted. Should 

exchange control tighten to the extent that you are unable to externalise funds you may, in 

the worst-case scenario, become a financial prisoner to your country. 

 

 Option Two: Option two is to ensure your funds are truly held in an offshore environment, 

which has its obvious advantages. Although more time consuming in the short term, you are 

protecting yourself from a potential tightening of exchange controls and a back-door 

escape, should it be needed. Provided there is liquidity within the portfolio the funds are 

accessible internationally when needed. Consideration does, however, need to be made to 

where the funds are housed and what the investment holdings are as SITUS tax may be 

payable. 

 

 Once the funds are externalised, the options available are endless and choosing the correct 

one may seem confusing. Ultimately, it’s not only what you hold but rather how you hold it 

that counts. With the recent trust reform, traditional trusts have become expensive, 

outdated and to a large degree obsolete. Holding funds in your personal capacity offers 

little to no benefit in respect of generational wealth distribution, therefore should be 

discounted.  

 

 What has gained popularity in recent times is the introduction of an “alternative” option 

through a Guernsey based international retirement and savings plan. The plan offers 

investors the most robust solution to plan for their retirement in an offshore environment, 

whilst being accessible internationally and having coincidental CGT and estate planning 

benefits. This offering, we believe, is the most effective solution in terms of cross border 

succession planning whilst also protecting against the threat of SITUS tax regardless of how 

the funds are invested.   

 



 

 

 Recent studies by the IMF have found Guernsey to be the jurisdiction with the highest level 

of compliance with the FATF’s recommendations on Anti-Money Laundering and Countering 

the Financing of Terrorism (CFT), making this the offshore jurisdiction of choice. 

 

 South African expats who may be concerned about the introduction of income tax on 

foreign earnings from the 2020 tax year also have the option of establishing a plan of this 

nature and benefiting from all the advantages attached. Some employers have accepted 

the plan as a suitable option to house retirement contributions. Members are able to take 

advantage of the reduced tax liability on income earned over the R1,000,000 threshold and 

draw benefit from this flexible retirement option on returning to South Africa permanently. 

 

 To find out more about the options available in this regard please contact us at 

info@overberg.biz or 021 852 6040. 

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset 

Management believes are reliable but makes no representations as to their accuracy or completeness. Any opinions, 

forecasts or estimates herein constitute a judgement as at the date of this Report and should not be relied upon. There can 

be no assurance that future results or events will be consistent with any such opinions, forecasts or estimates. Furthermore, 

Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of or reliance placed upon 

the material presented in this Report. 


