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IN THIS WEEK’S BOTTOM LINE 

Contributed by Gielie Fourie 

 Our budget deficit is increasing every year. The main reason for this is that government’s 

expenses are growing just too fast. Saving is unfortunately very low on the agenda. If they 

don’t save, strict austerity measures may be next. Some of the measures will be painful. (See 

more in the Bottom Line). 

 

SOUTH AFRICA ECONOMIC REVIEW 

Contributed by Nick Downing 

 The ABSA manufacturing purchasing managers’ index (PMI) was the only major data point in 

a quiet week for South African economic reports. The PMI increased slightly in June from 

45.4 to 46.2 although remained below the contractionary 50-level for a fifth straight month. 

Among the sub-indices, the employment index fell from 43.2 to 41.9. However, other key 

sub-indices showed a moderate improvement, helped by greater political and policy certainty 

following the May national elections. The business activity index increased from 43.3 to 44.5, 

the inventory index from 41.6 to 43.4 and the suppliers’ performance index from 55.9 to 

56.9. Most encouragingly, the new sales orders index gained from 44.4 to 46.2, which being 

a forward-looking index burnishes the outlook for the manufacturing sector over coming 

months. While moving in the right direction the manufacturing PMI remains deep in 

contractionary territory. A greater urgency from government in implementing much needed 

structural reforms may be required for the PMI to revert to 50+ expansionary territory.  

 

SOUTH AFRICA: THE WEEK AHEAD 

Contributed by Nick Downing 

 Manufacturing output: Due Thursday 11th July. Following a stronger than expected year-on-

year rise of 4.6% in June, growth in manufacturing output is expected to have slowed in July 

to around 2% according to consensus forecast. Output is expected to have remained 

hamstrung in July by depressed domestic demand and weakening global trade. 

 



 

 

 Mining output: Due Thursday 11th July. On a year-on-year basis mining output has been 

contracting since July last year. The recession in the mining sector is expected to have 

continued in July despite robust international commodity prices, due to rising local 

production costs and an uncertain regulatory environment.  

 

GLOBAL 

Contributed by Nick Downing 

 The JPMorgan/IHS Markit global manufacturing purchasing managers’ index (PMI), compiled 

from individual PMIs from 30 countries, slumped further in June to its lowest since October 

2012. The decline from 49.8 to 49.4 showed an acceleration from May’s decline leaving the 

index deeper in sub-50 contractionary territory. The decline is attributed primarily to the 

widening trade rift between the US and China. Among the larger economies, China, Japan, 

the Eurozone and the UK were below 50. The US remained above 50 although at its lowest 

level since October 2016. While disappointing, the global PMI survey was prepared before 

president Trump and Xi Jinping, his Chinese counterpart agreed at the G20 Summit in July to 

resume trade talks, which may lead to a bounce in the July PMI reading.  

 

NORTH AMERICA 

Contributed by Nick Downing 

 Non-farm payrolls increased in June by a considerably larger than expected 224,000 beating 

even the most optimistic forecast. The figure is in strong contrast to the 72,000 jobs created 

in May and comes well above the monthly average of 172,000 in the first half of the year. 

Wage growth remained strong at 3.1% year-on-year close to its decade-long peak of 3.4% 

achieved in February. The unemployment rate increased slightly from 3.6% to 3.7% explained 

by a moderate expansion in the labour participation rate from 62.8% to 62.9%, its highest 

level since March although still below its long-term average. The robust employment numbers 

may deter the Fed from cutting rates by as much as 50 basis-points at its next policy meeting 

concluding on 31st July although fed fund futures still allocate a 96% probability of a 25 basis-

point rate cut. The Fed’s main concern is not employment, wage growth or consumer 

confidence but rather the slowdown in global manufacturing and global trade and its effect 

on business confidence. Having prepared financial markets for a July rate cut the Fed is 

unlikely to go back on its earlier signals and run the risk of unsettling financial markets.  

 

 Both the Institute for Supply Management’s (ISM) manufacturing and non-manufacturing 

indices suffered declines in June. The manufacturing ISM index fell for a third straight month 

from 52.1 to 51.7 its lowest since October 2016. The non-manufacturing ISM index, which 

measures the service sectors of the economy, fell from 56.9 to 55.1, which although the 

lowest since July 2017, remains at a relatively elevated level, well above the 50-level which 

demarcates expansion from contraction. While the service sectors of the economy remain 



 

 

relatively insulated from global trade uncertainty the manufacturing sector is more exposed. 

Timothy Fiore, chairman of the ISM’s Manufacturing Business Survey Committee reported 

that: “Respondents expressed concern about US-China trade turbulence, potential Mexico 

trade actions and the global economy.” While the service sector, which contributes over two-

thirds of US GDP, remains robust there are concerns that confidence in the sector could be 

impacted if the manufacturing sector begins to contract and lead to job losses.  

 

 The US trade deficit suffered its biggest month-on-month increase since 2015 rising from 

$51.2 billion in May to $55.5 billion in June, a jump of 8.4%. While goods exports increased 

by 2.8% to $140.8 billion the culprit was a 4.0% surge in goods imports to $217 billion. The 

trade deficit with China widened by 12.2% on the month to $30.2 billion, exacerbated by US 

businesses restocking ahead of an increase in tariffs on Chinese imports. While a relative 

improvement in the trade balance contributed 0.94 percentage points to the 3.1% annualised 

GDP growth in the first quarter, a deterioration in the trade deficit may subtract around 0.50 

percentage points from second quarter US GDP growth, which according to consensus forecast 

may be as low as 1.5%. Trade surpluses add to GDP while trade deficits subtract from GDP.  

 

CHINA 

Contributed by Nick Downing 

 Addressing the World Economic Forum meeting in the Chinese city of Dalian, China’s premier 

Li Keqiang signalled an opening up of foreign ownership restrictions in different industries, 

with the most notable concession in the financial services industry. China will remove 

restrictions on foreign majority ownership of domestic securities firms in 2020, one year 

ahead of the original schedule. In his speech Li Keqiang added that China would treat 

companies equally with regards to tax treatment and protection of intellectual property, 

whether domestic or foreign, state-owned or from the private sector. The speech should help 

shore-up foreign perception of China’s willingness to lower its trade barriers.  

 

 The Caixin services sector purchasing managers’ index (PMI) dropped in June from 52.7 to 

52.0 its lowest since February. Among the PMI sub-indices however, while new export orders 

declined in line with slowing global demand and the impact of trade tariffs, the closely 

watched new business index gained from 52.9 to 53.4, attributed to increased fiscal stimulus. 

As a forward-looking measure, the improvement in the new business index bodes well for an 

uptick in the services sector over coming months. While the services PMI remains comfortably 

above the expansionary 50-level, the composite PMI measuring conditions across the service 

and manufacturing sectors fell in June from 51.5 to 50.6 close to the 50-level, which 

separates expansion from contraction. The manufacturing PMI, published in the prior week, 

fell in June from 50.2 to 49.4.  

 

 



 

 

JAPAN 

Contributed by Carel la Cock 

 Japan’s output gap, which measures the difference between actual and potential economic 

activity, narrowed to 1.3 percentage points in the first quarter of the year. The metric is 

generally seen as an indicator of how hot the economy is running, and Japan has had 10 

consecutive quarterly positive readings. However, it has come down from 1.98 percentage 

points in the last quarter of 2018. The positive reading predicts higher inflation albeit with 

a lag of a few quarters. Inflation has been stubbornly low in Japan and the positive output 

gap remains a positive sign for future inflation growth. The Cabinet Office’s estimate of 

Japan’s potential economic growth of 1.1% was left unchanged from its previous estimate, 

indicating some stability in the growth outlook. 

 

EUROPE 

Contributed by Carel la Cock 

 Industrial production in Germany ticked up by 0.3% in May from the month before in what is 

widely seen as a positive sign for the largest eurozone economy. Although from a low base, 

given the fall of 2% in April and the fact that production is down 3.7% year on year, the latest 

figure is a bright spot in an otherwise gloomy outlook for the industrial sector. It is expected 

that industrial production contracted in the second quarter of the year and that it may very 

well have led to an outright contraction in the economy. In other data also released this 

week, exports for April recovered, increasing by 1.1% month-on-month while imports fell by 

0.5% causing the trade surplus to rise to €20.6bn. Although the increase in exports and 

industrial production figures are good news it does not mean that Germany is out of the 

woods yet. The European Central Bank will be keeping a keen eye on these metrics during 

the remainder of the year when deciding on stimulus packages for the eurozone. 

 

 Unemployment in the eurozone continues to ease and was again lower in May by 10 basis 

points from 7.6% a month ago. The lowest unemployment amongst the larger economies was 

found in Germany (3.1%) and the Netherlands (3.3%). Greece (18.1%), Spain (13.6%) and Italy 

(9.9%) were the highest, although still at historically low levels. Youth unemployment also 

decreased to 15.7% from 17% a year ago. A report by The Organisation for Economic Co-

operation and Development (OECD) argues that most jobs added are in the sectors with low 

productivity and “low-wage activities”. This is one of the reasons why inflation figures remain 

subdued despite unemployment being at record low levels. Firms employ people rather than 

commit to expensive capital projects. The risk is that it could quickly unravel if global 

economic headwinds persist and domestic demand, which has helped to keep the momentum, 

falls away. 



 

 

UNITED KINGDOM 

Contributed by Carel la Cock 

 If you haven’t ready anything on Brexit in the last fortnight, then rest assured that you 

haven’t really missed anything. The Labour party under the leadership of Jeremy Corbyn has 

still not picked a side and the latest is that they will support a “Remain” camp if the next 

Tory leader opts for a second referendum but would also negotiate their own Brexit deal if 

they came to power in a snap election. Boris Johnson, the front runner for the Tory leadership 

and premiership of the country, has pledged to deliver Brexit with or without a deal by the 

31st October deadline. The public are generally Brexit fatigued and Mr Johnson’s rhetoric 

appeals to those who would like to see an end to Brexit negotiations and a return to normality 

and certainty in the markets. However, within the Tory party there remain Europhiles who 

have made it clear that they would block any attempt to leave the eurozone without a deal. 

Business as usual it would seem as the clock ticks down to the October deadline. 

 

FAR EAST AND EMERGING MARKETS 

Contributed by Carel la Cock 

 While emerging market (EM) asset prices have risen year to date, the outlook for EM 

economies has fallen from a consensus GDP growth forecast for 2019 of 5% at the start of the 

year to 3.5% more recently. The incongruity exists since many EM central banks have cut 

interest rates this year to be more accommodative following the protracted US-China trade 

dispute. However, cheap money does not always lead to productive investment and often 

only serves to inflate asset prices. Inflation has been coming down across most EM economies 

allowing central banks to lower rates and asset prices have responded accordingly, peaking 

in early 2018 followed by a selloff triggered by US Dollar strength. EM assets have performed 

poorly in the second quarter but are currently close to highs for the year. William Jackson, 

chief EM economist at Capital Economics says “The fizz of EM assets in the second half of last 

year has begun to fade but they have been supported by the shift in expectations for the 

Fed, but as the global economy continues to weaken, it could cause risk appetite to worsen 

and make the second half tougher for EM assets.” 

 

KEY MARKET INDICATORS (YEAR TO DATE % AND LEVEL) 

JSE All Share + 9.47  57731 

JSE Fini 15  + 2.06  16718   

JSE Indi 25  + 12.92  71911 



 

 

JSE Resi 20  + 13.68  46661 

R/$   + 1.20  14.18 

R/€   + 3.53  15.90 

R/£   + 3.22  17.75   

S&P 500  + 18.71  2975 

Nikkei  + 7.59  21534 

Hang Seng  + 11.09  28331 

FTSE 100  + 12.20  7549 

DAX   + 18.79  12543 

CAC 40  + 18.15  5589 

MSCI Emerging + 8.34  1046 

MSCI World  + 16.49  2194 

Gold   + 9.81  1406 

Platinum  + 2.48  813 

Brent oil  + 17.47  63.95 

 

BOTTOM LINE 

Contributed by Gielie Fourie 

 Our budget deficit is increasing every year. The main reason for this is that government’s 

expenses is growing too fast. Saving is unfortunately very low on the agenda. If they don’t 

save, strict austerity measures may have to be enforced. Some of the measures will be 

painful. Our budget deficit is like an elephant in the room – everybody knows it’s there, but 

they don’t talk about it. Unfortunately, we cannot go on like this. How can we save? 

 

 Salaries: Government’s head count is just too big. Salaries and fringe benefits are generous. 

Taxpayers get very little for their money. A good starting point will be to streamline 

processes and administration and to put a moratorium on new appointments. The trade 

unions will protest, but pres. Ramaphosa will have to put his foot down.            



 

 

 

 Two Centres of Power: Can we really afford two centres of power, one in Cape Town and 

one in Pretoria? These are legacies from 1910 – from the colonial era. Ministers are entitled 

to a house and a vehicle in each city. Perhaps it is time for change. We can make 

government leaner and meaner.  

 

 A Smaller Cabinet: Pres. Ramaphosa reduced the size of the cabinet from 36 to 28. 

Although the cabinet is smaller, it remains bloated. We still have one of the biggest 

cabinets in the world. A comparison is interesting: From the smallest cabinet to the biggest 

cabinet: Germany 14 ministers and a population of 83 million, USA 15 ministers and a 

population of 327 million, Japan 17 ministers and a population of 126 million, Australia 21 

ministers and a population of 25 million, UK 22 ministers and a population of 63 million, 

China 26 ministers and a population of 1.4 billion, RSA 28 ministers and population of 28 

million. Ronald Reagan, who started the small-government movement in the USA, famously 

said in his 1981 inaugural address: “Government is not a solution to our problem; 

government IS the problem.” Warren Buffett, CEO of Berkshire Hathaway, one of the 

biggest companies in the world says: “There are 25 men and women who work with me at 

our corporate office. No CEO has it better! I truly do feel like tap dancing to work every 

day.” There are lessons to be learned! 

 

 Turnaround or Privatise State-Owned Enterprises: Most State-owned enterprises (SOE’s) are 

performing dismally. Minister Pravin Gordhan is tasked with turning them around. Another 

option is to privatise them. This will not go down well with the trade unions. But it makes 

financial sense. Telkom is a good example. Since Telkom listed on the JSE it is one of the 

best performers. We cannot understand how a company with a monopoly, like Eskom, can 

fail. Warren Buffett prefers companies surrounded by a wide moat – in other words a 

monopoly. In Eskom we have a failed monopoly. In business, this is a rarity. 

 

 We have mentioned four cost saving strategies. There are of course many more but these 

would provide a strong starting point and imbue the private sector with the confidence it 

needs to turn on the investment taps.  
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