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CHIEF EXECUTIVE OFFICER

1
South Africa’s economy is in the 70th month of a weakening cycle, the longest since 1945. 
This reality adds more pressure on the South African government to implement measures to 
stimulate growth and reverse negative business confidence.

2
The US economy grew by 2%¹ in the second quarter,                                                              
on the back of a 3.1% expansion in the first quarter. 

The Federal Reserve reduced interest rates in July and                                    
September, from 2.25% to 1.7%.

The effects of the trade war between the US and                                                     
China still reverberates on a global scale.

3
Equity markets in China ended lower by 5.09%².

The trade war between China and the US is reshaping global supply chains 
through considerable trade diversion effects. As the findings of the Asian 
Development Bank show, China’s loss is Asia’s gain.

4
Long-term economic growth in Europe’s economies are still slowing down. 

The European Central Bank reduced deposit interest rates to -0.5% and 
announced a new round of bond repurchasing.

The Brexit-saga saw no real headway made, although the October 31st deadline 
may see the UK finally leave the EU.

5
Emerging Asian economies benefitted to some extent from the 
trade war between the USA and China, as exports from the region 
to the US increased by 10%, while imports from China decreased 
by 12%. 

Vietnam and Bangladesh are exceptional benefactors, with exports 
to the US increasing by 33% and 13% respectively.

The Japanese government has increased consumption tax from 8% to 
10%. The government is facing ever-increasing social welfare cost and 

believes a consumption tax is the only way to raise additional funds. The 
Japanese economy briefly entered recession on both previous occasions 

consumption tax was increased.

6

¹ 
²

Annualised
MSCI China index Q3 2019
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SA Inflation (y-o-y) 4.30%
ALSI Level   54,824.97
Prime Rate  10.00%
Overnight Call  6.51%
Gold Price (R/kg)  R724,549.60

Dollar / Rand Exchange Rate         R15.14
Euro / Rand Exchange Rate          R16.50 
British Pound / Rand Exchange Rate  R18.61
Brent Crude Oil ($/Barrel)         $60.78
Gold Price ($/OZ)                        $1,490.27SE
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LOCAL ECONOMIC OVERVIEW

GROSS DOMESTIC PRODUCT (GDP)

2013 was the last year that South Africa’s GDP grew by more than 2%. Projections indicate that it is unlikely to re-occur 
before 2021, with growth estimates of 1.5% and 1.8% for 2020 and 2021 respectively. 2019’s projected 0.6% increase 
is the lowest since 2016. Business confidence is at the lowest point in 30 years, weighed down by concerns over the 
impact of Eskom’s problems on the South African economy, rising sovereign debt and unemployment rates as high as 
29%. Against this pessimistic backdrop, National Treasury published a policy paper in August, which proposes specific 
steps that could create a million new jobs and increase the average economic growth by 2.3%  per year over the 
following ten years. The implementation of the proposed paper has been welcomed and can not happen soon enough.

To the surprise of many, South Africa’s GDP grew by 3.1%3 during the second quarter. Notable is the mining and quarrying 
industry, which grew by 14.3% and contributed 1.0%  to the 3.1% GDP growth. Other sectors which performed well, 
are finance, real estate and business services increased (+4.1%) and trade, catering and accommodation (+3.9%). An 
increase in employment is the main contributing factor. Detractors from the higher GDP are agriculture, forestry and 
fishing (-4.2%) and construction (-1.%). Combined the two sectors detracted 0.2% to GDP growth. The unadjusted real 
GDP for the first half of 2019 increased by 0.40%, compared to the first half of 2018.

3Annualised

“The future influences the 
present just as much as the past.”

- Fredrich Nietzche

QUATRE

A french ballet term meaning, four of something. 
GraySwan provides their perspective on each of the four financial quarters.
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Figure 1: South African GDP Q2 2019

INTEREST RATES

The South African Reserve Bank did not adjust interest rates (6.5%) and further announced that it does not expect a 
rate change during the last quarter of 2019.

INFLATION

The official Consumer Price Index was stable at 4.5%4 during May and June (Figure 2), decreased to 4% during July, and 
increased to 4.3% during August. The figure remained within the South African Reserve Bank’s three to 6% target range 
during the entire quarter.

Financial planning is about more than just good advice or investment returns.
It’s about providing guidance that you can trust.

Figure 2: SA Consumer Price Index 4Annualised
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“To invest with success, you must be a long-term investor.” 

 - John Clifton Bogle

ASSET CLASSES

Money market instruments (+1.79%), inflation-linked bonds (+0.12%) and fixed-rate bonds (0.74%) performed within 
expectations obver the quarter(Figure 3). 

Equities (-4.57%) and listed property (-4.44%) declined sharply (Figure 3).

CUMULATIVE PERFORMANCE (15 YEARS)

Figure 3: SA Asset class performance
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“Patience, persistence and perspiration make an 
unbeatable combination for success. ” 

- Napoleon Hill

“
“

CURRENCY MARKETS

Volatility characterised the local currency’s performance against the US dollar. From USD/ZAR 14.10, it reached USD/
ZAR 13.80 at its strongest and USD/ZAR 15.50 at its weakest. Uncertainty surrounding the US and China trade war, 
exacerbated by abstruse tweets by the US president are significant contributors to the observed volatility. 

FUEL PRICE

The two most prominent variables in the cost of fuel, the USD/ZAR exchange rate and the price of Brent Crude, were 
both highly volatile (Figure 5). Despite the volatility, the price of fuel remained relatively stable (Figure 4) due to 
incidental negative correlation between the two factors (Figure 5). 

The sharp increase in the price of Brent Crude during September was due to a drone-launched missile attack at the 
state-owned oil company, Aramco. Fears that oil supply would be under pressure eased after the attack, reversing the 
sharp increase in price towards the end of September.

Figure 4: Fuel Price YTD
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“Challenges are what make life interesting. 
Overcoming them is what makes life meaningful.” 

- Joshua J. Marine

Figure 5: USD/XAR exchange rate & price Brent Crude

SUMMARY

The South African government is in an awkward position. It is balancing the priorities of the economy (job creation 
and economic stimulus most prominent)  and its political stance (protecting its majority in parliament), while factions 
within its ranks are becoming apparent.

Probably the biggest threat to the South African economy is Eskom. Without dramatic and prompt intervention, it is an 
inevitable catastrophe. Sadly, no such plan is on the table yet. Municipalities owe Eskom billions in unpaid fees. Eskom 
is attempting to recover some of this bad debt, but it is a drop in the ocean compared to the amount needed to turn 
it away from disaster. 

Rumours surrounding the privatisation of Eskom drew sharp criticism from the South African Communist Part and 
Cosatu, threatening the end of the tripartite alliance with the ANC. The minister of finance responded to the rumours 
by stating that the government may consider restructuring Eskom into three distinct entities: power generation, 
transmission and distribution. The Minister emphasised that restructuring does not necessarily mean privatisation. 
The plan to restructure Eskom may include other state-owned entities such as Denel and SAA.
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OFFSHORE ECONOMIC OVERVIEW

Trade war between the US and China. Brexit. Global economic slow-down. Each one of these issues, in isolation, have 
far-reaching and severe effects. The global economy is facing all of these issues concurrently. Despite some isolated 
positive data, it is difficult not to conclude that we are witnessing the overture to some difficult quarters ahead.

UNITED STATES

The US economy grew by 2%5 (Figure 6) during the second quarter, unrevised from the second estimate and following 
a 3.1% expansion in the first quarter. Upward revisions to state and local government spending, as well as exports, has 
offset downward revisions to personal consumption expenditures and nonresidential fixed investment. Imports, which 
is a detractor in the calculation of GDP, was revised down.

Business investment declined for the first time in three years (-1.0%) when compared to the last quarter (+4.4%). It was 
also the steepest decline since the fourth quarter of 2015, the leading detractor being structures investment (-11.1%).

During July, the US central bank reduced the federal interest rate (from 2.25% to 2%) for the first time since 2008. A 
further reduction followed in September (from 2% to 1.75%). The cuts are an attempt to keep the longest economic 
expansion in US history, now in its 11th year, on track.

September’s US job gains (136 000) were below the monthly average (161 000) this year. The number is still above the 
estimated 100 000 needed each month to keep up with growth in the working-age population. The US unemployment 
rate decreased from 3.7% to 3.5% during the third quarter.

Despite GDP growth, and positive news on the job and employment sectors, fear that the US economy may enter 
recession is still a reality. The economic situation before the last recession in 2008, was fundamentally different from 
what it is now. Preventing recession, if possible at all, will require a unique solution. The solution will be the answer 
to a multi-trillion dollar question. 

Looking at equity markets, the MSCI USA6 increased by 1.55% over the quarter. It is a positive outcome in light of the 
volatility of the underlying markets during the quarter (Figure 7).

The asset classes, investment managers and funds in which to invest and the cost 
thereof is just as important as how much you save for retirement.

Figure 6: US GDP Q3 2019

6 Represents large- and mid-cap segments of the US market
5Annualised
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Figure 7: MSCI USA Index

“The essence of investment management is the management of risks, 
not the management of returns.”

- Benjamin Graham

“Predicting rain doesn’t count.
Building arks does.”

- Warren Buffet
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EMERGING MARKETS

The trade war between the USA and China and the associated “risk-off” investment behaviour is clearly visible (Figure 
8) in the MSCI Emerging Markets Index7 which lost 4.25% in value.

ASIAN MARKETS

In contrast to the adverse effects experienced by most emerging markets, some emerging Asian markets are benefiting 
from the trade war. Exports from these countries to the US increased by 10% in the first half of 2019, while during 
the same period exports from China to the US decreased by 12%. Vietnam (33% increase, mostly electronics) and 
Bangladesh (13%, mainly textiles) benefited most. 

Research done by the Asian Development Bank shows that the trade war will continue to reshape global supply chains.

“...everything should be made as simple as possible, but not simpler.”
- Einstein

Figure 8: MSCI USA Emerging Markets Index

7Annualised
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CHINA

The adverse effects of the trade war is apparent in the MSCI China Index8, which decreased by 5.09% (Figure 9) in Hong 
Kong Dollar terms, mainly attributed to the ongoing tariff war.

EUROZONE

The MSCI EMU Index9 increased by 2.85% (Figure 10). However, the long-term outlook is negative, as growth in 
Europe’s economies is still slowing down. There are suggestions that Germany’s economy may enter, or may have 
already entered recession. Business confidence is the lowest it has been in 7 years.

France’s president, Emmanuel Macron, has given the UK’s Prime Minister, Boris Johnson, until 11 October to revise his 
Brexit plans fundamentally. It could increase the chances of the negotiations imploding within days.

The extent of the effects should the UK eventually exit the EU, remain somewhat speculative until the precise terms of 
the post-Brexit relationship with the EU become clear.

We provide premium and tailor-made investment advisory services.

Figure 9: MSCI China Index

8 Representst 85% of the Chinese equity universe

9Represents large- and mid-cap equities across the 10 developed 
markets in the European Economic and Monetary Union
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CONTACT US

If you have any questions regarding our Research, Investment Consulting, 
Wealth Management or Treasury Solutions services please contact us today.

Figure 10: MSCI EMU Index

CLOSING THOUGHTS

If nothing else, the facts outlined above emphasises that we may be facing a perfect storm of economic and political 
uncertainty. It pays homage to what the late economic historian, Nathan Rosenberg said: “The only thing certain about 
the future is that it is uncertain.”

Rosenberg’s adage is uncannily accurate when applied to the current economic environment. It ebbs and flows around 
us with utter disregard for our wishes and desires as individual investors. We have no control over the direction it 
may go. It is easy to allow the ups and down of the markets to affect our judgement when it comes to managing 
our finances. It is thus more important than ever to rely on a financial professional that can assist you with financial 
decisions in a manner that is consistent, rational and objective.
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OUR CORE TEAM

The core of our investment team has been working together for more than a decade. Our collective investment 
experience exceeds 100 years of advising to and managing institutional client’s and private client’s assets in South 
Africa.
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.
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