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IN THIS WEEK’S BOTTOM LINE 

Contributed by Gielie Fourie 

 Our construction sector is experiencing tough times. Instead of building, we are demolishing! 

We have reached the point where just four companies are big enough to be included in the 

JSE Construction and Materials Index. These include Afrimat, Raubex, PPC and Wilson Bayly 

Holmes-Ovcon (WBHO). Previous big hitters like Aveng, Basil Read, Group5 and Stefanutti 

Stocks are now too small and have dropped from the index – some are even in business rescue. 

There are various reasons for this. The main reason is that infrastructure spend has ground 

to a halt. And the main reason for this is a lack of funds. The second reason is the rise of the 

construction mafia.  

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Werner Erasmus 

 M3 Money Supply in March surprised to the upside growing 6.9% year-on-year in March 1.5% 

above the expected figure of 5.4% and well above the 5.3% rate recorded in February mainly 

as a result of an increase in net foreign assets and claims on the private sector. South Africa's 

private sector credit rose by 6.1% from a year earlier in March of 2019, beating market 

consensus of 5.9%. Demand for credit increased for both private and corporate sectors 

although loans to corporates were the biggest contributor to the credit extension growth. 

Private sector credit in South Africa averaged 13.73% from 1966 until 2019, reaching an all-

time high of 35.88% in July of 1981 and a record low of -2.35% in May of 1966. Regardless of 

the higher than expected credit extension growth, general credit conditions remain subdued, 

suggesting that there is unlikely to be any significant build-up in demand pressure on prices 

as economic activity and underlying confidence remain weak. 

 Business conditions in South Africa’s private sector, as measured by the ABSA Purchasing 

Managers Index (PMI), improved in April, although still below the 50-point threshold that 

separates contraction from expansion. The seasonally adjusted ABSA PMI increased to 47.2 

points in April up from 45 points in March. This has been the first increase in headline PMI 

since the start of the year. The PMI sub-indices continue to provide mixed signals with 

business activity and new order indices’ increasing while employment, inventory and 

purchasing commitment indices declined. 



 

 

 The South African trade balance surprised to the upside, rising to a surplus of R 5 billion in 

March 2019, higher than the expected surplus of R 4.8 billion and up from the surplus 

recorded in February of R 3.99 billion. The bigger surplus was due to merchandise exports 

increasing by 7.5% month-on-month to R105.4bn, while merchandise imports rose by only 

6.6% to R100.4bn. Regardless, the first quarter of 2019 recorded a trade deficit of R 3.8 

billion mainly as a result of a large trade deficit recorded in January.  

 New vehicles sales, especially new passenger car sales, are regarded as a good leading 

indicator for overall consumer spending.  The new vehicle sales year-on-year for April 

increased by 0.7%, with passenger vehicle sales increasing by 3.9%. The increase in new 

passenger vehicle sales is especially encouraging as it tends to predict a possible uptick in 

consumer spending. The April 2019 export sales was another positive data point with export 

sales increasing by 53.8% year-on-year from 21 519 units in April 2018 to 33 090 units in April 

2019. The increase in vehicle exports is expected to continue throughout 2019 with exports 

for the year possibly reaching a new record of 400 000 units.  

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Werner Erasmus 

 SACCI Business Confidence for April 2019: Due Tuesday, 7 May 2019 at 09h00. The SACCI 

Business Confidence Index is expected to increase to 92.4, up from 91.8 in March 2019. The 

main reason for the minor increase is because of the decline in Eskom’s disruptive power 

blackouts. Until the political and economic uncertainty of the upcoming 8 May 2019 elections 

is resolved, we do not expect a big change in business confidence. 

 

 Mining Production for March 2019: Due Thursday, 9 May 2019 at 11h30. Mining production is 

expected to decline by -12% year-on-year in March 2019, worse than the year-on-year decline 

of -7.4% recorded in February 2019. The month-on-month production for March is also 

expected to decline by -3%. 

 

 Manufacturing Production for March 2019: Due Thursday, 9 May 2019 at 13h00. Manufacturing 

production is expected to decline -2% year-on-year in March 2019 after positive year-on year 

growth of 0.6% recorded in February 2019. 

 

  



 

 

GLOBAL 

Contributed by Nick Downing 

 Ahead of the closing phase of trade negotiations between the US and China, President Trump 

accused China of backsliding on talks and said he planned to raise tariffs on $200 billion in 

Chinese imports from 10% to 25% starting on Friday. He also stated that he would “shortly” 

impose tariffs of 25% on the remaining $325 billion of Chinese imports which had not yet been 

taxed. The trigger for Trump’s U-Turn is thought to be a move by China to dilute its 

commitment to reduce subsidies to state-owned enterprises. However, Trump may be using 

the advantage given him by strong first quarter GDP growth, which surprised on the upside 

at 3.2% annualised, and much stronger than expected April non-farm payroll numbers, to 

cement last minute concessions from China. Equally, he could be shoring-up political support 

from the Republican party, elements of which have accused him of being too soft in 

negotiations. The consensuses view it that he is bluffing as he has done many times in the 

past. Nonetheless, China’s financial markets took the news badly, causing China’s CSI 300 

equity index to dive 5.8% on the day, its worst decline since February 2016.  

 

 Between the end of December 2018 and the end of April the Brent oil price increased from 

$52 to a peak of $75 per barrel, a massive 44% increase. The price gain was led by a recovery 

in global demand but compounded by civil war in Libya, US sanctions on Venezuela and the 

repeal of sanction wavers granted to Iran. The final catalyst came after Russia reported 

chemical contamination of its key Druzhba pipeline, rendering its oil unsuitable for refineries. 

However, these short-term supply disruptions may be overpowered by the longer-term trend 

of rapidly rising US production. US production increased in the past week to a new record 

high of 12.3 million barrels per day (bpd). The US Energy Information Administration forecasts 

that US production will average 12.4 million bpd in 2019, rising to 13.1 million bpd in 2020. 

Meanwhile, US oil inventories increased in the past week by a substantial 9.9 million barrels, 

the largest weekly increase this year, supporting the view that the oil market is well supplied, 

at least in the world’s largest consumer market.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 As expected the Federal Reserve (Fed) left its benchmark fed funds interest rate unchanged 

in a range of 2.25% to 2.50%. Fed Chairman Jerome Powell announced that: “Overall the 

economy continues on a healthy path, and the committee believes that the current stance 

of policy is appropriate… For now, we don’t see a strong case for moving rates in either 

direction.” The Fed’s decision was widely anticipated despite stronger than expected first 

quarter GDP growth of 3.2% annualised and despite inflation remaining more subdued than 

expected. Core consumer price inflation (CPI), which excludes food and energy prices due to 

their short-term volatility, fell in March to 1.6% year-on-year, down from 2% in December and 



 

 

well below the Fed’s 2% target. However, Powell observed: “Our baseline view remains that, 

with a strong job market and continued growth, inflation will return to 2 percent over time 

and then be roughly symmetric around our longer-term objective.” He attributed the recent 

sharp decline in inflation to transient factors, most notably the change in methodology in 

measuring clothing inflation. The Fed has continuously referred to “symmetric” inflation in 

recent months, perhaps preparing financial markets for an over-shoot of its 2% target in the 

second half of the year as the economic recovery gathers momentum.  

 

 Non-farm payrolls increased sharply in April by a higher than expected 263,000 well above 

the consensus forecast of 190,000. Meanwhile the payroll numbers for February and March 

were adjusted higher by a net 16,000 to 56,000 and 189,000 respectively. The unemployment 

rate dropped from 3.8% to 3.6% its lowest since December 1969 when it measured 3.5%, 

although this is largely due to the labour force declining by a substantial 490,000 over the 

month. The labour participation rate remained surprisingly depressed given the allure of 

strong wage growth, falling back to its year-ago level of 62.8%. Average hourly earnings grew 

by 3.2% year-on-year slightly below February’s peak of 3.4% but still above the key 3% level 

which was breached late last year for the first time in ten years. Wage growth is especially 

impressive in real terms given the recent decline in consumer price inflation. However, rising 

wage growth is troubling to some economists. While good news for household disposable 

income and consumer spending it may eventually be inflationary unless accompanied by 

productivity improvements. Wage growth in excess of 3% is traditionally associated with the 

end of economic cycles as the inflationary pressure which results leads to a tightening in 

monetary policy which chokes off growth. 

 

 Productivity, which measures the output of goods and services per hour worked, increased 

strongly during the first quarter (Q1) by 3.6% quarter-on-quarter annualised up from 1.3% in 

Q4 of last year. On a year-on-year basis productivity improved by 2.4% its strongest yearly 

improvement since Q3 of 2010. Over the year, unit labour costs increased by just 0.1% 

indicating the extent to which improved productivity offset higher wages. Productivity 

enhancement is the key to enabling faster economic growth without being inflationary, 

especially in a state of full employment. After years of sub-par productivity growth, the trend 

finally appears to be changing, perhaps in a delayed response to the Trump administration’s 

tax cuts and regulatory changes. More encouragingly, productivity improvements tend to be 

global in nature once they start and productivity cycles, once started usually last for 

prolonged periods of up to ten years.  

 

 Both manufacturing and services purchasing managers’ indices (PMIs) declined in April. The 

Institute for Supply Management’s (ISM) manufacturing PMI fell from 55.3 to 52.8 its lowest 

reading since October 2016, although still comfortably above the key 50-level which 

demarcates expansion from contraction. However, among the PMI sub-indices, the forward-

looking new orders index fell sharply from 57.4 to 51.7 indicating a potential slowdown in 

manufacturing activity in the months ahead. The export orders index fell into contractionary 

territory from 51.7 to 49.5. The ISM services PMI fell from 56.1 to 55.5, which although 

marking the second straight monthly decline is still at elevated levels, and despite the minor 



 

 

decline remains consistent with continued GDP growth of around 3%, similar to that recorded 

in the first quarter. The services sector contributes the lion’s share of around two-thirds of 

economic output.  

 

CHINA 

Contributed by Nick Downing 

 The private Caixin services purchasing managers’ index (PMI) increased to a fresh 15-month 

high in April, rising from 54.4 to 54.5 well above the expansionary 50-level, boosted by a 

strengthening in new export orders. While the official National Bureau of Statistics services 

PMI moved in the opposite direction from 54.8 to 54.3, it remained in expansionary territory. 

Overall, the PMI data signal reasonable growth in the services sector of the economy, which 

contributes over half of China’s economic output. A more concerted monetary and fiscal 

stimulus since the start of the year should result in further improvement in PMI data as the 

year progresses, which will reflect in a strengthening in actual economic activity.  

 

JAPAN 

Contributed by Carel la Cock 

 Last week Japanese emperor Akihito was the first emperor in 200 years to abdicate, passing 

on his responsibilities to his eldest son, Nahurito and ushering in a new era that will be known 

as Reiwa. In the preceding Heisei era, which spanned 30 years, Japan saw significant changes 

to its position in the global economy. The Nikkei 225 hit an all-time high shortly after emperor 

Akihito ascended to the throne in 1989. The market capitalisation of Japanese stocks was 

¥600tn or 1.4 times that of the US stock market. The price-to-earnings (P/E) ratio at the time 

was 58 compared with 16 today. Of the top ten most valuable stocks at the time, seven were 

listed in Japan and the total value of land in Tokyo’s 23 wards exceeded that of all the land 

in America. However, when the bubble finally burst in 1990, the Japanese stock market was 

unable to trace back to those halcyon days. In comparison the most valuable stock on the 

Nikkei today, Toyota, is only ranked 35th in the world. Mizuho Securities analysed the Heisei 

period and one of the most insightful graphs is that of the household asset mix over the 

period. It shows that despite the market volatility in the last three decades, Japanese 

households have kept cash and deposits steady at 50% of assets. The Japan that Nahurito 

inherits today is vastly different to the one at the end of the eighties and for the Japanese 

population to once again move into riskier assets, they will need to be convinced that the 

volatility of the Heisei era was the exception rather that the rule, a job that prime minister 

Shinzo Abe has failed to accomplish during his term. 

 

EUROPE 



 

 

Contributed by Carel la Cock 

 Initial estimation of economic growth in the eurozone for the first quarter of 2019 was 0.4% 

quarter on quarter, double the 0.2% achieved in the last quarter of 2018. Italy contributed 

to growth in the region and came out of recession with growth of 0.2% for the quarter. France 

grew by 0.3% and Spain came in ahead of expectations, growing by 0.7% quarter on quarter. 

Germany’s figures have not yet been released, but economists expect it to be 0.4%. This 

marks the third occasion in the last month that GDP results have surprised economists to the 

upside with both China and the USA beating expectations. Oliver Rakau, economist at Oxford 

Economics pointed out that the better than expected growth “is testament to the resilience 

of domestic demand that benefits from a strong labour market, accommodative monetary 

policy and some fiscal stimulus.” Unemployment across the eurozone continues to fall and 

stood at 7.7% for March, a level last seen before the 2008/09 financial crisis. However, dark 

clouds remain on the horizon, with the conclusion of both Brexit and the China-US trade talks 

still hanging in the balance and both having the potential to derail progress in Europe. 

 

 In another sign that the economy picked up some steam, consumer price inflation for April 

came in above expectations at 1.7% year-on-year, the highest in six months and ahead of the 

1.4% rate recorded in March. It was largely driven by higher energy costs which grew by 5.4% 

as well as higher cost of services, up 1.9%. The core inflation number, which excludes energy 

and food products was up 30 basis points to 1.3%. Although the figure is inching closer to the 

2% target, analysts have warned that the late Easter weekend could have distorted the initial 

readings. Inflation for May is expected to revert to the weaker trend seen earlier in the year.  

 

 Business and Consumer survey results show that sentiment in the euro area declined in April 

to the lowest levels in five years. The Business Climate Indicator (BCI) declined by 0.12 points 

to 0.42, while the Economic Sentiment Indicator (ESI) fell 1.6 points to 104. Industry, 

Consumer, Retail Trade and Construction were sectors in which managers showed a decline 

in confidence while Services remained unchanged. The Netherlands was the only country with 

an improved ESI reading while the larger European nations including Germany, France, Italy 

and Spain all showed a decline. There is concern that despite the pickup in growth in the 

first quarter of the year, sentiment remains subdued and the outlook for the second quarter 

remains weak. 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

 The Bank of England (BoE) announced last week that interest rates will be kept unchanged 

at 0.75%, although Mr Carney, governor of the BoE, warned of higher interest rates if 

expectations of higher inflation and an orderly Brexit come to pass. Carney said: “It will 



 

 

require interest rate increases over that period, and it will require more, and more frequent, 

interest rate increases than the market currently expects.” The BoE said that growth has 

been “relatively subdued” and “is around half the rate of growth seen on average over the 

past five years.” Inflation has fallen just below the target rate of 2% and is expected to fall 

even further due to lower energy prices later in the year. However, the BoE’s forecasts an 

orderly Brexit in the next three years which will add to inflationary pressure. It added that 

economic growth in the first quarter was likely to be 0.5%, advanced by companies increasing 

stocks ahead of earlier Brexit deadlines. However, inventory stockpiling is unlikely to be 

repeated, which means second quarter growth could be more subdued. The BoE forecast for 

growth this year was revised upwards from the 1.3% forecast in February to 1.6% 

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 South Africa is not alone when it comes to increased debt levels in the last decade. Data from 

the Institute of International Finance shows that debt to GDP for emerging markets (EM) stood 

at 49.7% in 2018 compared to 34% at the end of 2008. By contrast, for developed markets 

(DM) it dropped back to 108% from 113%. Although EM have less than half the debt of DM, 

they are paying on average 5% on foreign currency debt and more than 6% on their local bonds 

compared to the 1.37% interest DM pay. The rise in government debt, particularly in 

Argentina, Brazil and Nigeria, has caused interest payments to increase significantly in the 

last decade to levels that could become unsustainable for future generations. The next 

elected government in South Africa will have to strike a delicate balance between spending 

on social upliftment and keeping debt at manageable levels. South Africa with debt at 55.8% 

of GDP in 2018 is already above the average EM indebtedness. It is the next generation that 

will ultimately pay back that debt, so it is ironic that for the 2019 elections, registration 

amongst the youth is the lowest since the dawn of our democracy. For South Africa to prosper 

it is vital for the youth of today to keep the government accountable by making their mark 

at the ballot box. 

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 11.33  58712 

JSE Fini 15  + 7.01  17527   

JSE Indi 25  + 15.02  73246 

JSE Resi 20  + 11.09  45599 

R/$   - 0.69  14.45 



 

 

R/€   + 1.70  16.19 

R/£   - 3.19   18.93   

S&P 500  + 16.98  2932 

Nikkei  + 11.21  22258 

Hang Seng  + 14.53  29209 

FTSE 100  + 9.70  7380 

DAX   + 16.36  12286 

CAC 40  + 15.91  5483 

MSCI Emerging + 10.04  1062 

MSCI World  + 15.01  2166 

Gold   + 0.09  1282 

Platinum  + 9.34  867 

Brent oil  + 30.05  70.8 

 

BOTTOM LINE 

Contributed by Gielie Fourie 

 Our construction sector is experiencing tough times. Instead of building, we are demolishing! 

We have reached the point where just four companies are big enough to be included in the 

JSE Construction and Materials Index. These include Afrimat, Raubex, PPC and Wilson Bayly 

Holmes-Ovcon (WBHO). Previous big hitters like Aveng, Basil Read, Group5 and Stefanutti 

Stocks are now too small and have dropped from the index – some are even in business rescue. 

There are various reasons for this. The main reason is that infrastructure spend has ground 

to a halt. And the main reason for this is a lack of funds. The second reason is the rise of the 

construction mafia.  

 

 Construction Mafia: The mafia uses the act (the Preferential Procurement Policy Framework 

Act) to demand a 30% stake in all construction projects. The act prescribes a 30% participation 

for black emerging contractors. Often, the main contractor may already have sub-contracted 

30% of the work, sometimes more, to black emerging contractors. The mafia is not interested 



 

 

– they still demand 30%. The mafia is well-informed. They know when contracts are awarded. 

They operate throughout the country – Wild Coast, Saldanha, Johannesburg, Durbanville, 

Nelspruit, everywhere. They are armed, they are violent, they are dangerous.  

 

 Mafia Strategy: They started in 2016 in Durban. According to one industry body, no less than 

183 construction projects valued at more than R63-billion have been affected, either 

hindered or stopped. The mafia typically demand 30% of the project cost up front to “buy 

construction vehicles, equipment and machinery”. Then they disappear, with the money. 30% 

of R63 billion amounts to R18 billion! They often refer to it as “protection” money. If you 

don’t pay, they make building impossible. Roy Mnisi, executive director of Master Builders 

South Africa (MBSA), said it is “happening everywhere”. And it is happening right under our 

noses. We cannot name all 183 projects – 60 are Sanral projects. Below are two examples – 

both are billion Rand projects. One project is a Sanral (government) project, the other is a 

private sector project. 

 

 Mtentu Bridge: The best example is the Mtentu bridge project on the N2 Wild Coast Toll Road. 

It lies in a poor rural area. A joint venture (JV) between Aveng (through Grinaker-LTA) and 

Strabag International of Germany, won the tender of R1.6 billion to construct this bridge – 

the highest bridge in Africa – higher than Bloukrans and one of the highest in the world. A 

world-class project. The mafia wanted their share of 30%. They could build better! The JV 

refused. Violence erupted – it lasted for an extended period. Not one inch of the bridge was 

built. The builders declared a force majeure and vacated the site in February 2019. 450 

people lost their jobs. Strabag said they have done construction projects all over the world 

for more than 100 years, even in war torn countries, but they have never experienced this 

kind of violence.  

 

 Saldanha Bay: An even bigger project, a R2.4-billion German oil storage investment, being 

built by WBHO in Saldanha Bay was halted in early March after armed gangs demanded a 

stake – a stake in R2.4 billion! Several buildings and vehicles were destroyed in fires. If South 

Africa “allows” this type of protest to disrupt investment in infrastructure, everybody will 

lose. No country will invest in South Africa and we will continue with high unemployment and 

poverty.  
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