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This logic applies equally to South Africa, as inventories have been 

drawn down for five consecutive quarters. The inventory to gross 

domestic product ratio is now at a record low of 10.8%, whereas the 

“normal” ratio is near 15%. On a national account basis that means that 

if there is no decline in demand in the third quarter, then supply – either 

from domestic sources or imports – has to rise by 10% quarter-on-quarter 

seasonally adjusted and annualised after domestic production fell by 

3.0% on the same basis in the second quarter   

The current account deficit will widen going forward

The drop in inventories was reflected in imports plummeting despite a 

stronger rand and the cost of imported manufactured goods only 

increasing by 0.2% y/y in July. The current account deficit to gross 

domestic product eased to 3.2% in the second quarter from 7.0% in the 

first quarter. Overall, the volume of imported goods shrank for the third 

consecutive quarter, declining by 15.5% y/y. On a q/q seasonally 

adjusted annualised basis real import value slumped by 41.9% in the 

second quarter after a 27.5% decline in the first quarter. South Africa’s 

exports fell by 55.1% q/q in the first quarter and then “recovered” to a 

less bad 10.1% q/q decline in the second quarter, so the foreign trade in 

goods balance turned positive for the first time since the first quarter 

2004. This meant that the amount of domestic demand leaked to 

imports as measured by the import penetration ratio fell to 21.4% in the 

second quarter from 24.4% in the first quarter and a recent peak of 

28.1% in the third quarter 2008. As we expect import penetration to rise 

going forward, the current account deficit to gross domestic product 

ratio should widen, which will put increased pressure on the rand. That 

is why we believe that now is an opportune time to diversify and buy 

global companies at attractive rand prices.      
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CEO Introduction 
“Actions speak louder than words.” This philosophy underlies our analysis 

of company reports and economic data, which means we at Oasis 

exercise a healthy skepticism in absorbing news flow. That is why we 

check what company directors are doing in terms of their own personal 

shareholdings, not merely what they say at investor presentations. We 

aim to strike a balance between “irrational exuberance” and “undue 

pessimism”. This reality check is aimed ultimately at providing our clients 

with superior returns at lower than market risk. We do this by rigorously 

researching each company we invest in and the economic environ-

ment which impacts on their performance. This newsletter shares some 

of our insights, so that you can make a better informed investment 

decision. Should you have any queries regarding your investment 

please contact our client services department at 0860 100 786.

The global recovery is on track

Despite some recent jitters in global equity markets, the recovery in 

global economic activity is on track. This is reflected in the rise in the 

global PMI manufacturing index above the breakeven level of 50 in 

August. We believe companies are now ready to re-stock inventories 

ahead of the key end-of-year Festive Season. This will percolate 

through-out the supply chain, starting with raw material providers such 

as resource companies. As companies have cut their costs to the bone 

there will be a very strong rise in profits as soon as revenue increases. That 

is why we expect very good profits from global companies with proven 

management and sound balance sheets that can finance higher 

working capital needs from cash flow.  

  

                  

The inventory drawdown is at an end, so growth will rebound 

Demand can be satisfied either from inventories or domestic production 

or imports or a combination of these three sources. One of the reasons 

for our optimism on global companies is that data shows that the 

inventory de-stocking cycle is at an end, which is why on a global basis, 

demand needs to be met from increasing production.
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