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Dear Member,  

July was a month of important interest rate announcements - not only in South Africa, but in the 

Euro Zone and the US as well. The reason why an increase or decrease in interest rates is so important 

for equity markets, is the direct impact it has on the operating cost for companies. Most companies 

use financing to grow their businesses and the interest expense on loans can impact significantly on 

the income statement. The higher the interest rate, the higher the expenses, which results in lower 

net profit. It follows that lower net profit will in turn lead to a lower perceived company value, and 

therefore a lower share price. 

So, what has happened worldwide to interest rates in July? In South Africa, the Reserve Bank 

announced a decrease in interest rates of 0.25% taking the prime rate down to 10%. This decrease 

was made possible thanks to a stable inflation rate at around the 4.5% mark. At this level, inflation is 

at the midpoint of the target range of between 3% and 6%. The dismal economic growth and the 

stable Rand were also contributing factors that lead to the decrease. A stable inflation rate that is 

anticipated not to significantly exceed the midpoint of the target range, during the next one to two 

years, could pave the way for a further cut of 0.25% before the end of the year. 

 

Meanwhile, further north, the European Central Bank announced that it is keeping interest rates 

unchanged but will consider further stimulus should it be required. The Eurozone has been stuck in 

a near zero growth environment, since the financial crisis of 2008, and is seemingly unable to get 

out of the rut. From their recent meeting in July, markets were expecting more stimulus from the 

Central Bank and the disappointment in the decision to keep rates unchanged was evident in the 

negative market reaction during and shortly after the announcement. 

 

Over in the US, the Federal Reserve decreased interest rates for the first time in 10 years, as slowing 

economic growth, and inflation below their target gave the Bank enough wiggle room to make the 

cut. As Governor Powell labelled it a mere “mid-term policy adjustment” the tone was taken to be 

less in favour of easing rates further than was expected. This surprised the market and US equities 

immediately turned negative, falling by as much as 1.7% in less than an hour after the 

announcement. Fortunately, the market did recover some of the losses and at the close, was down 

by a less painful 1.23%. This reaction clearly demonstrates the importance of the role that interest 

rates play, when factored into market movements. 

 

Back in South Africa, the economic story is unfortunately becoming more dismal by the day. Eskom 

announced a further loss of R20.7 billion; and this after many years of tariff increases way in excess 

of inflation. This loss must be funded by the state (the taxpayer) which will result in the Debt to GDP 

ratio being worse than what was projected in the budget. 

 

To pour further fuel on the fire, the jobless rate in the second quarter came in at 29%, the highest 

level since 2008! And if you include the number of people who gave up actively looking for work, 

that number rises to a shocking 38.5%. If you think this is a terrible number, then what about adding 

the youth unemployment of those aged between 15 and 24 years; that then sits at a massive 56.4%. 

It doesn’t take a genius to realise that with numbers like these, South Africa is truly sitting on a ticking 

time bomb! Graphically speaking, if President Ramaphosa does not implement some radical 

reforms pretty soon, the timer on this bomb is about to run out. 



A big concern is that following the election very little progress has been made in restructuring the 

ailing economy. As important as monetary policy and interest rates are, it is also absolutely critical 

to address the structural issues in the South African economy with urgency. A holistic and 

coordinated approach towards economic policy must be applied, involving all other spheres of 

Government, rather than merely depending on monetary policy to bail us out. Government should 

play its role in reviving investor confidence and creating an enabling environment . . . and then step 

out of the way and allow business to thrive. 

 

Considering all the negative factors above, the chance of South Africa being downgraded to junk 

status by Moody’s has increased exponentially. This will cause the Rand to weaken and bonds to 

be sold off. The only positive to take out of this situation, is that after the selloff there will be many 

opportunities to buy back bonds and certain equities at bargain prices. Unfortunately, we stand 

metaphorically close to a furnace, and may well need to endure a lot of pain before we get there. 

 

Some good news is that more than decent winter rainfall, thus far this year, in the Western Cape 

and other drought-stricken areas of the country should add a much needed stimulus to the 

agricultural sector and contribute to lifting the mood of consumers at least a little bit. 

 

The table below reflects the returns of the major asset classes during July 2019. 

Asset class Return: July 2019 

JSE All Share Index -2.37% 

MSCI World Equity Index (USD) +0.50% 

ALBI (Bonds) -0.74% 

SA Listed Property -1.20% 

STEFI (Cash) +0.61% 

ZAR/USD  +1.5% (Depreciate) 

 

At the CRF we believe that getting the country back on track is not only the responsibility of 

Government but of every institution and resident of this country. For this reason, the CRF has since 

2015 been investing in what are termed ‘Impact Investments’ which include renewables like solar 

and wind farms, infrastructure projects and many more. These investments not only have a 

meaningful social and environmental impact, but over the last four years, the returns have been 

better than those of equities, and these were achieved with much less volatility. 

 

From September onwards, I will discuss and expand on one of these investments in the monthly 

bulletin. 

 
Kind regards, 

 
J Sadie CFA 

Principal Officer 
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