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IN THIS WEEK’S BOTTOM LINE 

 Two game changers - The Scorpions and Brulpadda. Pres. Ramaphosa made two game 

changing announcements in his SONA. One was the announcement of the introduction of an 

investigative unit, similar to the old Scorpions. The second announcement was the discovery 

of oil and gas south of Mossel Bay. Let us examine these two announcements. 

 

SOUTH AFRICA ECONOMIC REVIEW 

 The South-African unemployment rate for the fourth quarter (Q4) 2018 decreased by 0.4%, 

from 27.5% in Q3 2018 to 27.1% in Q4. The number of employed persons increased by 149 000 

to 16.5 million and the number of unemployed persons decreased by 70 000 to 6.1 million in 

Q4. The informal sector was the biggest loser, shedding 15 000 jobs while the formal sector, 

private households and agriculture all added jobs, resulting in the net gain of 149 000 jobs in 

Q4. The sectors that had positive employment growth in Q4 included the following sectors: 

Finance and other business services (109 000), private households (65 000), manufacturing 

(48 000), mining (31 000), trade (14 000) and agriculture (7 000) industries. The industries 

that experienced a decline in Q4 included community and social services (51 000), transport 

(30 000), utilities (22 000), and construction (21 000). 

 

 Mining production ended the year lower, contracting year-on year in December 2018 by 4.8%. 

The negative contributors were: gold (-31.0%), iron ore (-14.3%), 'other' metallic minerals (-

18.4%), copper (-30.8%) and chromium ore (-9.3%). Seasonally adjusted mining production 

decreased by 1.0% in the fourth quarter (Q4) of 2018 compared with Q3 of 2018. Gold (-

12.2%) and diamonds (-17.6%) were the biggest contributors to the decline. Total mining 

production was 1.6% lower in 2018 compared with 2017. The 1.6% decrease in annual mining 

production followed an increase of 3.9% in 2017 and a decrease of 3.7% in 2016. The above 

figures imply that the mining sector will likely subtract from GDP growth for 2018. 

 

 Retail sales disappointed in December, with seasonally adjusted retail trade sales decreasing 

by 4.8% in December 2018 compared with November 2018. This followed month-on-month 

increases of 2.8% in November 2018 and 0.8% in October 2018. Leading the decline were the 

textiles, clothing, footwear and leather goods (subtracting 0.6 percentage points) and 

general dealers (-0.4%) categories. The weaker print weighed on the overall performance of 

the sector in the fourth quarter (Q4). In Q4, seasonally adjusted retail trade sales increased 

by 0.8% compared with the previous quarter and 1.0% on a year-on-year basis. Based on this 



 

 

data, the contribution of the trade sector to Q4 GDP growth will be less than previously 

expected. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 Consumer price inflation: Due Wednesday 20th February. Consumer price inflation (CPI) for 

January will come in lower than the 4.5% CPI measurement in December 2018 according to 

consensus forecast. The lower expectation is on the back of lower fuel prices caused by the 

drop in brent crude prices from October-to-December 2018. During this period brent crude 

dropped from $86.29 on the 3rd October to $50.77 on the 25th December 2018. 

 

 Budget speech: Due Wednesday 20th February. After 5 months in the job Mr Tito Mboweni will 

present his maiden budget speech. The disappointing growth during 2018, mostly resulting 

from a fall in mining and agriculture production and the lack of new investment has put 

additional pressure on the income of the government. The revenue shortfall for the 2018 

fiscal year is expected to be 10 billion, caused by lower income- and company-tax collection 

during the year. The 2020 revenue forecast is also expected to be revised downwards, which 

raises the risk for further tax increases, although there isn’t really any room for tax increases 

in any of the main tax instruments. The expectation is that government might try to generate 

additional revenue by increasing taxes in the minor tax instruments. Minister Mboweni will 

also need to address three specific issues during his budget speech to ease ratings agency’s 

concerns. These include the reforms of SOE’s, especially that of Eskom, fiscal consolidation 

and measures to improve economic growth. The public sector wage bill and SOE finances will 

be top of mind, as National Treasury looks for ways to reign in growing government debt and 

bring the fiscal deficit down to more manageable levels. In spite of limited fiscal room, the 

focus of the 2019/20 fiscal budget must also fall on measures to stimulate investor confidence 

and reignite economic growth. Without prospects of an economic growth recovery, South 

Africa’s fiscal situation will likely remain constrained in coming years. The markets are also 

anticipating some details on the current electricity outages and government’s restructuring 

plans for Eskom as mentioned by President Ramaphosa in his SONA address. The most 

important announcement, as anticipated by the market and ratings agencies, will be on the 

amount and structure of the bailout government plans to provide Eskom. Nevertheless, if 

minister Mboweni can effectively outline a path forward for South Africa’s fiscus, the minister 

will be able to satisfy credit rating agencies and would steer the economy away from a sub-

investment grade. 

 

GLOBAL 

 As the 1st March deadline looms when President Trump’s administration will increase the 

tariff rate from 10% to 25% on $200 billion of Chinese imports unless a trade agreement is 

reached, there is increasing hope of some resolution. Trump has indicated that he would 



 

 

extend the 1st March deadline to allow negotiations more time. However, the structural issues 

surrounding forced technology transfers and government subsidies to Chinese companies 

remains unresolved, and Trump has committed to achieving “real structural change to end 

unfair trading practices.” It seems China would be willing to do anything other than reform 

its state-controlled economy. Recent reports suggest China is considering an export purchase 

plan using fiscal and monetary policy to stimulate the purchase of US goods. The aim would 

be to close the $380 billion bilateral trade deficit within six years. While such a plan would 

boost US GDP growth there might be undesired consequences for other economies if China 

merely diverts their imports from other countries rather than growing them on aggregate. If 

successful, the latter option could be a clear boost to the global economy.  

 

 Moody’s credit rating agency, in its monthly Liquidity Stress Indicator (LSI), helped to allay 

growing concerns over rising global corporate debt. While its LSI increased sharply from 2.5% 

to 4%, the current level remains well below the long-term average of 6.4%. In addition, some 

increase was to be expected after hitting a record low in December. While numerous 

institutions have flagged their concern over the rapid growth in leveraged loans and non-bank 

loans, which have both doubled over the past ten years to an estimated $1.2 trillion and $700 

billion respectively, Moody’s suggests the outlook remains fine for now. The outlook is helped 

by sound economic growth, strong earnings growth and low interest rates. Moody’s forecasts 

the default rate on speculative-grade loans will fall from the current level of 2.6% to 2.4% a 

year from now.  

 

NORTH AMERICA 

 Industrial production suffered an unexpectedly sharp decline in January, falling by 0.6% 

month-on-month, its first drop since May 2018, although on a year-on-year basis production 

growth remained solid at 3.8%. A slump in vehicle production was the biggest culprit although 

some pullback had been expected following a two-year high in vehicle assembly volumes in 

December. However, there was also a broad-based slowdown across manufacturing sectors. 

Excluding vehicle production, total industrial production still fell by 0.2% on the month. 

Among the key industrial categories, manufacturing output suffered the biggest slump, falling 

by 0.9% on the month, mining output eked out a 0.1% increase while utility output, helped 

by colder weather, increased by 0.4%. The outlook for industrial production remains 

constrained by a softening in global demand, the ongoing trade dispute with China and the 

effect of a stronger dollar on US terms of trade. However, the latest New York Empire State 

Manufacturing Survey index provided some relief, rising in February to 8.80 up strongly from 

the 20-month low of 3.90 recorded in January. As one of the first surveys of its type to be 

released, the Empire State survey offers a useful clue for country-wide developments. 

 

 Retail sales unexpectedly slumped in December by a substantial 1.2% month-on-month, far 

worse than the consensus forecast 0.2% increase, marking the sharpest decline since 2009. 

Core retail sales, which excludes the more volatile items including cars, petrol, food services 



 

 

and building materials, suffered an even more pronounced decline of 1.7% on the month, the 

worst reading since 2001. Even more surprisingly, online sales fell by 3.9% on the month. The 

retail data shock prompted JPMorgan Chase to cut its fourth quarter US GDP growth forecast 

from a previous 2.6% to 2.0%. However, many analysts are questioning the validity of the 

retail sales data, which appear to contradict far more positive anecdotal reports from 

individual retail companies. Equally, the data does not square-up with the strong labour 

market and robust wage growth. Analysts feel the data may have been distorted by the effect 

of the 35-day partial government shutdown. Meanwhile, a strong recovery in the University 

of Michigan US consumer confidence index in January from 91.2 to 95.5 suggests retail 

spending will rebound over coming months from its depressed December levels.  

 

 Consumer price inflation (CPI) slowed in January from 1.9% year-on-year to 1.6% its lowest 

reading since June 2017. The benign inflation data supports the Fed’s recent pause in 

monetary tightening. On a month-on-month basis CPI remained unchanged. Core CPI, 

excluding food and energy prices due to their volatility, increased 0.2% on the month and 

2.2% on the year, indicating that most of the decline in headline CPI is attributed to sharply 

lower oil and fuel prices. However, a broader slowdown in price increases was noted in 

services prices, in particular rent inflation. Meanwhile, the recent surge in clothing and used 

car prices is unlikely to be sustainable. Producer price inflation (PPI) was also moderate in 

January, declining by 0.1% on the month. While core PPI increased 0.2% there is little sign of 

any acceleration despite strong economic growth and healthy job creation. On a year-on-

year basis PPI and core PPI increased by 2% and 2.5%, respectively.  

 

 A growing chorus from Federal Reserve policy makers suggests the reduction of its $4 trillion 

balance sheet is under close review and may end before year-end. The balance sheet, 

comprised of Treasury bonds and municipal bonds, accumulated during the Fed’s quantitative 

easing programmes between 2008 and 2014, is currently shrinking by around $40 billion per 

month but this pace of “bond runoff” will likely ease soon. Details are likely to emerge at 

the Fed’s next policy meeting on 19-20th March. In an interview last week, Lael Brainard, a 

member of the US Federal Reserve Board of Governors, said: “Balance sheet normalisation 

probably should come to an end later this year.” In a separate interview, Loretta Mester, 

president of the Cleveland Federal Reserve, supported Brainard’s view indicating that the 

Fed would formalise plans for ending the bond runoff at coming meetings.  

 

CHINA 

 China’s exports were surprisingly strong in January, rising by 9.1% on the year, rebounding 

from the 4.4% decline in December. Imports fell although the 1.5% decline was moderate 

compared to the previous month’s 7.6% drop. However, much of the improvement is 

attributed to traditional front-loading of orders ahead of February’s Lunar New Year holiday. 

This year the trend may have been exacerbated by front-loading ahead of potential US tariff 

increases on the 1st March. Notwithstanding the likelihood that China’s trade data may return 

to trend once January’s distortions are ironed out, its total trade surplus shrank by a 



 

 

substantial amount from $57.06 billion in December to $39.16 billion in January. The trade 

surplus with the US narrowed from $29.87 billion to $27.3 billion. While encouraging, US 

trade negotiators will likely be underwhelmed by the fact that on a year-on-year basis China’s 

imports from the US shrank by 41.2% while exports to the US only declined by 2.4%.  

 

 Both consumer and producer price inflation moderated in January, boosting the likelihood 

that the People’s Bank of China (PBOC) may soon initiate rate cuts in its benchmark lending 

rates. Consumer price inflation decelerated from 1.9% year-on-year to 1.7% and producer 

price inflation fell from 0.9% to 0.1%, both at their lowest since September 2016. While the 

PBOC has added liquidity to the financial system by cutting banks’ reserve requirement ratios 

and through increased repurchase agreement programmes, the central bank has so far 

refrained from cutting its benchmark lending rate. The fact that the Federal Reserve has 

paused its monetary tightening may provide the PBOC with the window it needs to embrace 

bolder monetary easing.  

 

 

JAPAN 

 Japan’s Cabinet Office reported annualised fourth quarter (Q4) economic growth of 1.4%, 

which was in line with consensus forecasts. The return to growth from the contraction in Q3 

was largely driven by domestic demand. Private consumption, which contributes almost two 

thirds to GDP, grew by 0.6% quarter on quarter and 0.8% year on year.  Capital expenditures 

were up 2.4% quarter on quarter and 3.4% compared to the year before. Net exports were a 

drag on growth as the slowing Chinese economy continued to impact export demand. Prime 

Minister Shinzo Abe announced in October last year that consumption tax will be raised from 

8% to 10%. The increase in tax is necessary to keep pace with a rapidly expanding social bill 

as the Japanese population ages. To help offset the impact on domestic demand, the 

government will announce discounted tax rates on food and has promised stimulus spending. 

However, unless demand from China improves markedly, there is a real risk that Japan could 

once again fall into a recession by the third quarter of the year. 

 

UNITED KINGDOM 

 The UK car manufacturing industry has been thrown into turmoil with an announcement from 

Honda that it will cease to operate its plant in Swindon by 2022, a move which will cost the 

industry thousands of jobs and impact UK manufacturing. The announcement comes less than 

a month after Nissan revealed that it will not go ahead with the manufacturing of the X-trail 

at its plant in Sunderland. Although there has been muted demand for cars in Europe, a major 

factor has been the uncertainty in tariffs as the industry relies heavily on importing parts. 

The industry has seen 50% less investment in 2018 as manufacturers have adopted a “wait 

and see” approach. Production last year was the lowest in five years, December being 

particularly weak. Other car manufacturers, including Toyota and Ford, have stressed that a 



 

 

no deal Brexit will seriously impact production at a time when economic growth is already 

weak. 

 

 Inflation in the UK was below the 2% target for the first time in two years as the January 

figure came in at 1.8% year-on-year. This was largely due to the cap on energy prices 

introduced by the energy regulator, Ofgem. According to Andrew Wishart at Capital 

Economics, “If wage growth has held steady at the pace recorded in November, the fall in 

inflation in January would push real pay growth up to 1.4%, the fastest since 2016, providing 

good reason to think that household consumption will support the economy this year.” 

Interest rates are also likely to remain unchanged until well after Brexit especially with 

inflation easing, adding an extra boost to household disposable income.  

 

 In a move that has shocked British politics, seven Labour MPs have left the party to form an 

independent group. The MPs stated that it was not only disagreements over Brexit, but also 

that the party has become “institutionally anti-Semitic”. A key disagreement was over a 

second referendum which Jeremy Corbyn, the Labour leader, does not support. He is now 

potentially less likely to support such a view, as it would be seen as a capitulation making a 

second referendum even less likely. In this scenario MPs will have to agree on a Brexit deal. 

 

FAR EAST AND EMERGING MARKETS 

 According to a Bank of America Merrill Lynch (BAML) survey of 200 institutional investors 

managing over $625bn, the consensus trade was “long” emerging markets in January. This is 

a reversal from previous months when emerging markets saw a drop of 16.6% in dollar terms 

in 2018 compared to only 10.5% for developed markets. However, sentiment has turned 

positive and the MSCI emerging markets index is up 7.7% for the year to date. EM bond prices 

have also increased as spreads over Treasuries have narrowed, evidence of a lower risk 

premium. Emerging market currencies are also far less risky than in the ‘80s and ‘90s largely 

due to better governance and improved credibility. Most emerging market central banks have 

adopted inflation targeting in the last 20 years which has brought inflation down and as a 

result lowered nominal currency depreciation. BlackRock fund managers also cited 

“attractive valuations”, “economic reforms and policy stimulus” as supports for their 

conviction. The BAML survey has also revealed that many institutional investors remain 

bearish overall and are still overweight in cash taking lower risk than usual. They see the US-

China trade talks, Chinese economic slowdown, corporate credit crunch and excessive 

corporate borrowing as key risks. 

 

KEY MARKET INDICATORS (YEAR TO DATE %) 

JSE All Share + 4.78 

JSE Fini 15  + 3.38 



 

 

JSE Indi 25  + 3.48 

JSE Resi 20  + 9.43 

R/$   + 1.66 

R/€   + 3.11 

R/£   + 0.38 

S&P 500  + 10.72 

Nikkei  + 6.33 

Hang Seng  + 11.15 

FTSE 100  + 7.30 

DAX   + 7.01 

CAC 40  + 9.26 

MSCI Emerging + 7.36 

MSCI World  + 10.02 

Gold   + 3.41 

Platinum  + 1.88 

Brent oil  + 22.15 

 

BOTTOM LINE 

 Two game changers - The Scorpions and Brulpadda. Pres. Ramaphosa made two game 

changing announcements in his SONA. One was the announcement of the introduction of an 

investigative unit, similar to the old Scorpions. The second announcement was the discovery 

of oil and gas south of Mossel Bay. Let us examine these two announcements. 

 

 The Scorpions - Game changer #1: To win the war against corruption, Ramaphosa announced 

the formation of an investigative unit, similar to the old Scorpions. The investigative unit has 

one single mission – “deal with serious corruption and associated offences”. Ramaphosa 

needed to strengthen the hand of the new head of the National Prosecuting Authority (NPA), 

adv. Shamila Batohi. The prestigious Scorpions was originally set up by Pres. Mbeki in the 

office of the NPA. Ideally investigators and prosecutors should operate as a team. Enter pres. 



 

 

Zuma. It did not suit him. He transferred the Scorpions to the SA Police, renaming them the 

Hawks. He effectively removed their stings. Now the stings are back. 

 

 The quantum of corruption: It is estimated that the quantum of annual corruption in 

government has now surpassed a staggering annual amount of R100 billion. Putting the 

“recovery/saving” to the fiscus which the new Scorpions could potentially achieve into 

contect, the quantum of corruption over four years would be equivalent to Eskom’s total 

estimated debt of around R425 billion.  

 

 Brulpadda - Game changer #2: The frog has brought Ramaphosa barrels of luck. His second 

important announcement was the discovery of massive oil and gas reserves 175 miles south 

of Mossel Bay, in an area called Brulpadda. French energy giant, Total, found reserves of 

around one billion barrels. In the oil industry, the sheer size of Brulpadda is big. Total calls 

it a “world-class oil play”. It could lure more oil giants to the site - ExxonMobil will come to 

the party. Total itself, will drill four more holes - there could be four more Brulpaddas. It 

could be a catalyst to boost “downstream and upstream” businesses in SA. A few Brulpaddas 

could make SA self-sufficient with oil. We could stop importing and start exporting oil.  

 

 Brulpadda has the potential to be a powerful economic driver. Although there could be an 

eight year lead-time to production and therefore it is still early days, it is estimated that 

Brulpadda could “yield” $1 trillion (R14 trillion) for its investors. State coffers could benefit 

by close to R5 trillion - 28% in company tax and 5% in royalties. The benefits will trickle down 

through the economy. Brulpadda could pay off Eskom’s debt, create jobs, lower tax and Vat 

rates, relieve poverty and contribute to much needed infrastructure spend.  

 

 Before Norway started producing oil in 1971, even government was negative – they discounted 

the finding of oil. Naysayers abounded. “Hardly anyone realised what a huge impact the (oil) 

industry would have on the Norwegian economy. Petroleum activities played a key role in the 

development of today’s welfare state in Norway”. (Norwegian Petroleum Directorate). 

Norway’s annual GDP is approaching $90,000.00 per capita – placing the country third in the 

world. South Africa might follow the Norwegian example. 

 

 It would be a glorious day if an odd couple, a Scorpion and a Brulpadda, could lead our 

Rainbow Nation into our New Dawn. 
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