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May proved to be a troubling month in South Africa (SA). Some local factors weren’t pretty, but international pressures overshadowed these.

Locally, presidential elections went as expected. The size of the cabinet was reduced but Mabuza, unfortunately, remained vice president. 
Unemployment figures were disappointing, again. At least inflation was something to be cheerful about, we might even see interest rates being reduced 
in the fourth quarter of 2019.

Internationally, Trump’s troubles, tantrums and tariffs, reduced emerging market sentiment. Theresa May resigned as the British prime minister, 
signalling that Brexit and all the global uncertainty caused by it will remain. Investors who were already concerned about a looming crisis, are now even 
more risk averse — which is not good for SA’s markets or currency.

Initially we hoped that favourable elections and cabinet appointments would help to improve sentiment towards SA. If not positive sentiment, at least 
a reduction in negative sentiment that could help to strengthen the rand and possibly even improve the battered earnings-multiples of JSE-listed 
companies. That didn’t happen. Although elections went as expected, with the ANC winning almost 58%, the change in cabinet was not enough to 
convince investors that the ANC will be able to steer this ship away from the rocks. I believe this was a bit unfair. Analysts have long since hammered 
the ruling party about the bloated nature of their cabinet and seem to have ignored the resizing completely. In the past there were ministers and 
deputy ministers for everything you can think of; a true testament of the ANC’s inability to understand that a government can and should never be an 
employment engine but a governing institute that creates a healthy environment for businesses to thrive in. This, in turn, creates wealth by employing 
more people.

When President Ramaphosa finally announced his new cabinet, there were 8 fewer ministers and 1 less deputy minister. If that wasn’t enough, many 
more corruption-associated individuals removed their names from the ballot to be re-elected as members of parliament. Analysts, however, ignored 
this and focused on the re-appointment of David Mabuza as vice president. They wrongfully interpreted this appointment as the ANC’s unwillingness to 
structurally change SA to a healthier, growth-inducing environment. But we’ve been trying to explain, since President Ramaphosa took over from Zuma, 
that the turnaround would take multiple years, if not a decade. What we’ve seen since Ramaphosa took over was a clear and dedicated drive towards a 
healthier environment.

As reported by Statistics South Africa (Stats SA), our unemployment figures have now comfortably broken out of the 25% groove we were in for more 
than a decade, 27% seems to be a more comfortable level. Comparing ourselves to our peers provides some context of the seriousness of the issue. In 
Russia unemployment is only 6%, in India it’s 7.6%, and in Brazil it’s 13%. Luckily, in May Stats SA also showed how prices continue to stabilize. Since 
January’s low of 4%, prices only slightly increased to 4.4% in May. Considering the stable prices forecasted in the medium term, and our struggling 
economy, we believe the South African Reserve Bank (SARB) will most likely decrease interest rates by 0.25% by the end of 2019.

In-between everything happening in our local market, Trump grew tired of China’s reluctance to agree to his trade-terms and increased tariffs on $200 
billion of imports from 10% to 25%. He also announced that, should China continue to be reluctant, he would impose further tariffs on all remaining 
imports. The pressure point, however, was Trump’s decision to blacklist China’s telecommunication jewel, Huawei. US firms are now “legally” not allowed 
to do business with Huawei. Trump’s decisions will undoubtedly hurt China’s economy, but it’s also starting to hurt large US firms that provide software 
and hardware to Huawei; firms like Broadcom, Intel, LAM, Google and Microsoft, to name but a few. China retaliated with some tariffs of their own, but 
the US economy is steaming forward and Trump isn’t really concerned about short-term gains or losses like Wall Street is. Trump wants to make America 
great again and he knows that to get there, it’s going to hurt in the short term. As Brexit and the trade-war drags along, and tensions with Iran in the 
Middle East escalate, emerging countries like SA will bear the brunt of a slowdown in global trade and a reluctance of global investors to take on more 
risk.
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