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HIGHLIGHTS 

 

The global economy is still characterised by relatively weak growth, but advanced 

economies are either reporting slightly higher rates of expansion or less contractionary 

conditions. The USA recorded a gradual acceleration in GDP growth in the first half of 2013, 

while the United Kingdom has reported faster rates of expansion since the beginning of the year. 

Japan, in turn, saw GDP growth moderating in the second quarter, after having reported a fairly 

strong momentum in the first three months of 2013. The Eurozone as a grouping came out of 

recession in the second quarter, with its GDP expanding by 0.3% (quarter-on-quarter). However, 

certain countries on its periphery are still experiencing recessionary conditions, albeit abating.   

The decelerating growth momentum in the emerging and developing world provides 

reason for concern, as these economies not only contributed substantially to the global 

economic expansion over the past decade, but also provided a countering force during the 

economic crisis of 2008/09. Outflows of capital in anticipation of the forthcoming tapering-off of 

US quantitative easing have resulted in tumbling emerging market currencies. Growth projections 

for a number of key emerging economies, including the BRICS, are projected to be substantially 

lower in 2013 and 2014, particularly in comparison to their pre-crisis performances. 

China’s economy is facing the challenge of managing a smooth transition from an export-

led and fixed investment driven growth trajectory towards a more balanced model where 

household consumption plays a greater role. Although domestic demand has seen its share 

in the economy rising, particularly in the post-crisis period, it is the composition of such demand 

that is of concern to the Chinese authorities, considering that fixed investment activity represents 

about 46% of national GDP.  

A subdued world trading environment and lower commodity prices expose the 

vulnerability of African economies and reinforce the imperative of boosting intra-regional 

trade. On average, only 12.1% of Africa’s total merchandise trade was of an intra-regional nature 

during the period 2008-2012. Infrastructure deficiencies, inadequate economic diversification, 

institutional and other non-tariff barriers, as well as weak implementation of regional integration 

agreements have been cited amongst the factors constraining intra-African trade.   

South Africa’s economy bounced back in the second quarter of 2013 with real GDP 

growth of 3%, compared to the preceding quarter.  The rebound was supported by strong 

growth in the manufacturing sector, as well as by a return to positive growth in the electricity 

sector.  Retail and wholesale trade along with the finance and business services sector also grew 

at a faster pace, whilst a substantial slowdown in growth was reported in the government sector.  

Spending by South African households is moderating, as reflected by slower retail sales 

growth since the start of 2013. Inflationary pressures continue eroding the purchasing power of 

consumers, particularly low income earners, whilst excessively high unemployment and poor 

jobs prospects are exacerbating the situation. Nevertheless, consumer confidence improved in 

the second quarter from a nine-year low experienced in the preceding quarter.  Producers are 

absorbing some of the input cost increases associated with a weaker rand, but will eventually 

pass price increases on to consumers. 

Employment levels in the domestic economy increased by 100 000 in the second quarter 

of 2013. Yet, the unemployment rate rose to 25.6% as its labour force expanded by around 

220 000, and private sector employment falls short of pre-crisis levels by approximately 306 000. 
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Real GDP growth is forecast at just over 2% in the current year, but is expected to 

accelerate moderately in 2014. A slowdown in household spending, lacklustre private sector 

investment and a modest export performance relative to import growth, largely underpinned by 

subdued global demand while a weaker currency exerts upward pressure on import costs, 

underpin the economic growth projections for 2013.  

 

IMPLICATIONS FOR SOUTH AFRICAN BUSINESS  

 South African export-focused businesses should still experience a challenging trading 

environment for the remainder of 2013, particularly manufacturing operations due to weak 

Eurozone demand, whereas Chinese demand for commodities and basic manufactures (iron 

ore, chrome, manganese, and steel) may remain under pressure. 

 Finding alternative markets for locally manufactured goods and/or commodities should be a 

key focus point for South African business - mainly in other emerging/developing economies, 

including the rest of the African continent, as well as the USA and Japan - so as to prevent a 

further weakening in domestic economic activity.  

 Africa has become an increasingly important trading partner for South Africa. However, 

infrastructure bottlenecks and non-tariff barriers abound (e.g. excessive delays at border 

posts, bribery along transport routes), thus preventing the full potential for intra-African trade 

from being optimally realised – South Africa’s government should make serious moves to 

address this.  

 On the domestic front, consumer demand has come under increasing pressure considering 

high household indebtedness, rising inflation, a moderation in income growth and the 

excessive unemployment rate.  Hence, businesses focusing on the local consumer market 

should brace themselves for a weaker trading environment, especially over the short-term 

with respect to durable and non-durable goods. 

 Despite the continued focus on public sector infrastructure investment as a catalyst for 

growth, the recent moderation in capital spending, as well as the somewhat limited crowding-

in effect of private sector investment, are of concern. This has a limiting growth effect on 

those companies whose activities are closely linked to the investment cycle.  

 Interest rates are expected to remain at multi-decade lows for an extended period and should 

benefit those companies intending to start or expand their business activities, should demand 

conditions warrant it. 

 A sharply weaker rand provides a degree of price competitiveness for local producers in both 

foreign and domestic markets. However, subdued external markets may prevent the export 

sector from extracting the full benefits of currency depreciation, and the price advantages 

should be temporary as imported inflationary pressures eventually erode them.    

 However, the cost of doing business could increase substantially for private sector 

companies and state-owned companies amidst an expansion process, as the cost of 

imported machinery and equipment, as well as intermediate goods, could rise sharply. 

 In light of weak domestic demand, companies are not positioned to pass higher costs on to 

the consumer at present.  Nonetheless, the steep rises in administered prices, such as 

electricity and petrol, do erode the purchasing power of consumers and further reduce the 

discretionary spending ability of many households.  This should be a critical focus area for 

South Africa’s public sector, as cost pressures could be significantly alleviated through 

efficiency improvements.          
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GLOBAL ECONOMIC CONDITIONS 
 

The global economy reported fairly weak growth in the first quarter of 2013, as several advanced 

economies struggled to embark on a sustained recovery path whilst the momentum weakened in 

major emerging markets.   

 

Although real GDP growth for the world’s largest economies, known as the Group of Twenty (G20), 

ticked slightly higher to 2.8% in the first quarter of the year (on a quarter-on-quarter, seasonally 

adjusted and annualised 

basis), from 2.3% in the 

final quarter of 2012, this 

performance is still 

relatively poor. Following a 

1.3% contraction in GDP at 

the height of the global 

economic crisis, growth 

amongst the G20 

rebounded to 5% in 2010, 

but subsequently slowed to 

3.8% and 2.8% in 2011 

and 2012, respectively.  

Furthermore, whereas the 

world’s most advanced 

economies are either 

experiencing gradually higher growth rates or substantially reduced rates of contraction, a 

decelerating trend has manifested itself in the emerging and developing world.    

 

The economic recovery in the United States appears to be on a firmer footing, driven by higher 

consumer spending. Confidence levels amongst US consumers reached a 6-year high in June, 

before dipping slightly again in July.  Fixed investment spending by the private sector increased at a 

strong pace over the six months to June 2013.  Export growth seems to have regained some 

momentum, after slowing down substantially in 2012.  However, the eventual tapering off of 

quantitative easing in the USA will reduce the growth-supportive impact of monetary policy.   

 

In Japan, economic activity rebounded quite strongly in the opening quarter of the year, largely on 

the back of governmental stimuli, but second quarter growth came in at a disappointing 0.6% 

quarter-on-quarter or 2.6% annualised. Industrial output increased in recent months and the outlook 

for the manufacturing sectors appears to be improving, at least over the short-term. 

 

The Eurozone emerged from its one-and-a-half-year long recession in the second quarter of 2013, 

with GDP growth being surprisingly strong at 0.3% on a quarter-on-quarter basis. The German 

economy expanded by 0.7%, whilst the French economy grew by 0.5%.  However, recessionary 

conditions prevail in various countries, including Italy and the Netherlands (GDP contracted by 0.2% 

in both instances), as well as Spain (-0.1%). Portugal came out of recession with 1.1% growth. 

Economic sentiment is also improving in the Eurozone, as the business confidence index reached 

its highest reading in 15 months in July 2013, whilst the pace of contraction in industrial output has 

eased.  Confidence levels have risen in Germany as well as in Spain and Italy, where economic 

sentiment increased to their highest levels in more than a year, albeit from a low base. Moreover, 
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consumer confidence in Germany rose to almost a six-year high and the outlook for retail sales in 

the Eurozone at large is also improving, as indicated by the retail PMI which was at a 21-month 

high in July. Nonetheless, challenges are still present as economic activity in this bloc remains fairly 

weak.   

 

In the United Kingdom, economic growth gathered further momentum in the second quarter of 

2013, with the services sector as the key driver of the 2.4% rise (at an annualised rate) in GDP.  

Although manufacturing output growth remains weak, conditions appear to be improving as the 

manufacturing PMI recorded its best reading in 28 months in July.  Domestic and export demand 

have improved, providing renewed optimism that manufacturing could be on a more sustained 

recovery path, whilst consumer confidence recorded its best level in more than 3 years during July. 

 

In turn, economic conditions have deteriorated in a number of emerging economies, including 

countries like China, India, Russia, Brazil, Indonesia, Mexico, Turkey and South Africa, whilst 

elsewhere in the developing world the economic environment has also become more challenging. 

Manufacturing sector conditions have worsened in the emerging markets as a group, with the 

HSBC Emerging Markets Index having fallen to a four-year low, whilst expectations regarding 

business conditions over the next 12 months also dropped to the worst level in 15 months.     

 

The Chinese economy, after having recorded its worst growth performance in 13 years during 2012 

(real GDP growth of 7.8%), experienced a further deceleration during the first half of 2013, as 

growth slowed to 7.5% in the second quarter. Furthermore, the leading business cycle indicator has 

been declining steadily in recent months, pointing to sluggish growth in the short-term. The 

manufacturing PMI dipped to 47.7 index points in July 2013, an 11-month low, with subdued global 

demand as the key contributing factor.  However, industrial output surprised on the upside with a 

9.7% expansion in July, compared to 8.9% growth in June. 

 

A key challenge for the Chinese authorities is to re-orient the economy from an export-led and fixed 

investment driven growth model to a more balanced domestic demand composition, whilst ensuring 

a smooth transition.  The strong export-orientation of China’s economy over the past few decades 

resulted in the export-to-

GDP ratio rising from 

10.7% in 1980 to a peak of 

39.1% by 2006. This ratio 

subsequently declined as 

the global financial and 

economic crises took their 

toll on export demand. The 

strong focus on fixed 

investment activity – in 

many instances through 

government-led or backed 

initiatives involving 

massive infrastructure 

investments and real 

estate developments to 

cater for rapid urbanisation – is illustrated in the accompanying chart by the sharp increase in real 

investment outlays since the early 1980s.  The ratio of investment to GDP rose to an estimated 
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46% by 2012, compared to 34% in 2000. Growing imbalances in China’s economy are reflected by 

the diverging trends in fixed investment and household spending shown in the chart. The challenge 

for the authorities is, therefore, to create a more enabling environment for higher household 

consumption expenditure through increased job creation, higher salaries and wages, as well as a 

greater propensity to consume relative to saving.    

  

India’s expansion momentum has slowed as the performances of the mining, manufacturing and 

agricultural sectors posed a drag on overall GDP growth.  At 4% in 2012, economic growth was the 

slowest since 2001.  Weak consumption expenditure, lower rates of increase in fixed investment 

and declining government expenditure are holding back economic activity. At 9.6% (year-on-year) 

in July 2013, consumer price inflation exceeded that of its peers by quite a margin, and the tumbling 

rupee is exacerbating the situation. The recent tightening of capital controls on Indian residents and 

firms aggravated the currency slide.  

 

Challenging external trading conditions and lower levels of fixed investment contributed to a 0.1% 

contraction in Russia’s GDP, on a quarter-on-quarter basis, in the first quarter of 2013. A sharp 

drop in mining production, along with lower output levels in the agricultural sector as well as 

electricity and gas, underpinned this poor performance. Considering the current environment, the 

Russian government has lowered its 2013 growth forecast to 2.4%, from 3.6% previously. 

 

The Brazilian economy is facing its own set of challenges and, as a result, economic growth slowed 

sharply to 0.9% in 2012, from 2.7% in 2011 and 7.5% in 2010.  In the opening quarter of 2013 real 

GDP expanded by 2.2% on a quarterly and annualised basis.  This lower than expected growth was 

mainly due to a contraction in mining output, whilst fairly modest expansion was reported in the 

manufacturing and services sectors.  Despite subdued growth and relatively poor prospects, the 

central bank tightened monetary policy due to rising inflationary pressures, which reached a 20-

month high in June 2013.     

 

 After having been amongst the world’s fastest growing economies prior to the onset of the global 

financial and economic 

crises, growth in the BRICS 

decelerated sharply in 

2011 and 2012. The short-

term outlook has also 

dimmed, with subdued 

global trading and direct 

investment activity playing 

major roles. Although GDP 

growth remains strong in 

both China and India, their 

average annual growth 

over the period 2013-2017 

will fall well short of their 

performances in the five-

year period 2004-2008.   

 

The economic slowdown in the emerging and developing economies will, thus, not be able to 

compensate for the prevailing weaknesses in several industrialised nations to the same extent as in 
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the past.  Accordingly, it is unlikely that the global economy will soon be expanding at a 

substantially faster pace.  Nevertheless, the re-balancing of the world economy will continue, with 

growth expected to become more broad-based, whilst the excessive reliance on countries such as 

China to drive global growth will reduce progressively as increased contributions from many others 

come to the fore. 

 

           

ECONOMIC DEVELOPMENTS IN AFRICA 
 

Although growth prospects for the African continent remain positive, much of the continent’s 

economic performance depends, to a large degree, on the fortunes of and developments in its 

major trading and development partners, which have largely been characterized in recent years by 

relatively slow growth and volatility.   

 

More subdued external demand for Africa’s export products and still constrained fiscal positions in a 

number of developed countries has renewed calls for the continent to focus on boosting intra-

regional trade and investment. Together with the need to achieve sustained and more broad-based 

economic growth, to structurally transform the economies of most African countries, as well as to 

diversify their narrow production and export bases (and hence reduce their vulnerability to external 

shocks), recent global developments confirm the imperative of strengthening intra-African trade.   

 

Despite a good head-start 

to regional integration, 

which saw the formation of 

common markets, free 

trade areas as well as 

customs unions across the 

continent, Africa’s markets 

remain fragmented and 

intra-regional trade is low. It 

has been estimated by 

UNCTAD that, on average, 

only 12.1% of Africa’s total 

merchandise trade was of 

an intra-regional nature 

over the period 2008-2012 

(refer to the adjoining 

chart).  This compares extremely poorly with other global regions, from about one-fifth of total trade 

in Latin America being intra-regional, to more than half in developing Asia and almost 62% amongst 

27 countries of the European Union.   

 

However, in its Economic Development in Africa 2013 report, UNCTAD points out that although 

total intra-African trade is nominally modest, there has been a noticeable rise since the early 2000s 

and the official available figures do not capture the significant volumes of informal cross-border 

trade, which is estimated to range between 30% and 40% for the SADC region, for instance.  While 

there are various structural constraints hindering the growth of intra-African trade, including 

infrastructure deficiencies, lack of economic diversification, institutional hurdles and several other 

non-tariff barriers, UNCTAD concludes that significant trade opportunities could be exploited 

immediately, particularly in food and agricultural products, considering the continent’s abundant 
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land resources, the continued importation of food and agricultural raw materials from global regions 

and the progressive sophistication of its own consumer markets.  

 

The increasing levels of affluence across the continent and the ‘positive demographic outlook’ are 

attracting significant foreign investor interest in consumer-oriented industries such as food and 

beverages, motor vehicles, pharmaceuticals and financial services. According to UNCTAD’s World 

Investment Report 2013, the value of greenfield investments targeting the consumer market is 

steadily growing and is estimated to have reached about 23% of the total value of greenfield 

investment projects in 2012, from a share of only 7% in 2008. South African investors still dominate 

intra-regional investments, particularly in southern and eastern African states.  

 

With deeper regional integration and the involvement of the private sector, intra-African trade could 

increase substantially and result in considerable economic gains for the African continent.  

However, far more effort is needed from African governments to effectively address some of the 

serious challenges unnecessarily constraining regional trade flows.   

 

 

ECONOMIC DEVELOPMENTS IN SOUTH AFRICA 

 

Spending activity by South 

African consumers has come 

under increased pressure, as 

reflected by the substantial 

moderation in retail trade sales 

since the beginning of 2013. In 

real terms, these rose at an 

average rate of 3.1% over the 

first half of the year, compared 

to the stronger 4.7% growth 

recorded for 2012 as a whole. 

Household spending on 

durable goods (furniture and 

other household appliances) 

contracted sharply, but 

expenditure on clothing, textiles and footwear remained robust.  These trends were confirmed by 

recent developments with respect to credit extension. Household demand for credit has been 

tapering off in recent months, with its rate of increase moderating to 8.8% in June - the seventh 

consecutive month of slower growth.  

 

However, the latest survey of confidence levels amongst South African consumers undertaken by 

the Bureau for Economic Research revealed a return, on a net basis, to marginally optimistic 

territory in the second quarter of the year – a sharp rebound from the very pessimistic and nine-year 

low reading in the opening quarter of 2013.  Confidence levels were stronger for the high and 

middle income groups than for lower income consumers.   

 

Rapidly rising fuel, food and administered prices continue to erode the purchasing power of 

consumers, particularly low income earners, compromising the sustainability of household 

consumption expenditure, which accounts for close to two-thirds of overall domestic expenditure.  
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Excessively high unemployment and poor jobs prospects are exacerbating the situation. Despite 

continued job creation since the latter part of 2010, the unemployment rate has risen to 25.6% by 

the second quarter of 2013, implying that 4.7 million South Africans are unable to find work. 

 

Although the number of people 

employed increased by 100 000 in 

the second quarter – a significant 

improvement on the 44 000 

employment gains recorded in the 

opening quarter of the year and 

the contraction witnessed in the 

fourth quarter of 2012 -  the labour 

force expanded by around 

220 000. As illustrated, the sectors 

reporting job gains in the second 

quarter of 2013 were construction, 

trade, financial services and 

transport. In contrast, the 

agricultural sector, community and 

social services, manufacturing, private households and the electricity sector shed jobs over this 

period.  All in all, private sector employment in the second quarter of the year was still 306 000 

below pre-crisis levels, with large shortfalls relative to the levels recorded in the closing quarter of 

2008 evident in the retail and wholesale trade sector (-258 000), manufacturing (-209 000) and 

construction (-108 000).  

 

Relatively weak growth 

prospects for the world 

economy and challenging 

conditions locally are 

constraining domestic economic 

activity and job creation. The 

broadly sideways movement in 

the leading business cycle 

indicator, as illustrated in the 

adjoining figure, is pointing 

towards subdued growth in 

2013 and 2014. Business 

confidence is at a “neutral 

level”, with no clear signs of 

improvement due to uncertainty 

over the sustainability and 

strength of the global economic 

recovery. Conditions in the manufacturing sector are also unsatisfactory, with the PMI oscillating 

around the 50 point mark and business confidence within the sector having dropped by 8 points to 

34 in the second quarter of 2013. 

 

On the external trade front, the month of June saw exports increasing by 3.4%, partly supported by 

the weaker rand and relatively robust demand from the rest of Africa, while imports contracted by 
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2%.  The monthly trade deficit contracted to R7.71 billion, from almost R12 billion in May. The 

successive contractions in the trade deficit over the three months ending June also resulted in the 

quarterly reading being notably lower than that in the opening quarter of this year.  

 

Over the first half of 2013, exports increased by 9.8% whereas imports increased by almost 15%.  

The principal regional markets for South African exports were Asia, Europe and the rest of Africa, 

with key product categories 

including mineral products; 

precious stones and metals; base 

metals; as well as vehicles and 

transport equipment. Imports over 

the first six months of the year were 

mainly sourced from Asia (with a 

46% share in the import basket), 

Europe (31%), Americas (11%) and 

the rest of Africa (10%). The 

leading import categories in value 

terms were machinery and 

mechanical appliances; mineral 

products; vehicles, aircraft, vessels 

and transport equipment; as well as 

chemicals products.     

 

The rand’s vulnerability to adverse developments in external markets as well as home-grown 

factors has been evident in recent times.  Together with other emerging market currencies, it has 

weakened sharply as investor and speculative sentiment turned. The rand has lost 23% of its value 

against the US dollar since the beginning of 2013 and 58% when compared to its strongest level 

since the global recession of 2009.  

 

 
 

The inflationary impact of a weaker currency on consumer prices has been limited thus far, 

specifically through fuel prices, since producers appear to be absorbing some of the adverse 

imported input cost effects.  

Country (currency)

% depreciation 

from  strongest 
level since global 
recession in 2009

% 

depreciation 
year to date

South Africa (Rand) 58.1% (29/04/11) 23.0%

Indonesia (Rupiah) 33.0% (01/08/11) 16.9%

Mexico (Peso) 15.8% (02/05/11) 3.6%

Australia (Dollar) 23.0% (27/07/11) 16.3%

Brazil (Real) 54.8% (26/07/11) 16.0%

Thailand (Baht) 12.4% (19/04/13) 5.1%

India (Rupee) 49.7% (01/08/11) 20.6%
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This is reflected in the 

producer price inflation (PPI) 

for intermediate goods in 

June, which recorded an 8% 

increase on a year-on-year 

basis, compared to a 5.9% 

rise for final manufactured 

goods. Accelerating to 6.3% in 

July 2013, consumer price 

inflation (CPI) breached the 

upper target band. Although 

producers have been limiting 

price increases for final 

products due to subdued 

consumption demand, 

eventually they will be forced 

to pass higher costs on to the 

consumer. This will place significant upward pressure on consumer prices, with expectations that 

inflation will continue to exceed the 6% mark, on average, for the remainder of the year.  

 

South Africa’s GDP expanded by 3% in the second quarter of 2013 (on a quarter-on-quarter, 

seasonally adjusted and annualised basis). Strong rebounds in output were recorded by sectors 

such as manufacturing; electricity, gas and water; and to a lesser extent retail and wholesale trade.  

Mining sector output declined by 5.6% in real terms relative to the previous quarter, whilst the 

agricultural sector reported a 

further fall in value added. 

Not surprisingly in light of 

fiscal constraints, the GDP 

generated by general 

government services rose by 

a marginal 0.3%.  

 

Economic growth projections 

for 2013 have been revised 

by almost all domestic and 

international financial 

institutions, with most 

expecting South Africa’s GDP 

to expand by around 2% this 

year.  

 

The IDC lowered (in June) its forecast for overall GDP growth to 2.1%. The rate of increase in 

consumer spending is projected to decelerate to 2.9% as inflationary pressures, high household 

debt levels, a moderation in real disposable income growth and adverse labour market 

developments constrain the spending ability and propensity of local households.  
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Economic variable 

% change (y-o-y)

Real GDP growth 2.5 2.1 3.2

Household expenditure 3.5 2.9 3.4

Fixed investment 5.7 3.1 3.9

Exports 0.1 3.0 5.1

Imports 6.3 6.0 6.3

Current account (%  of GDP) -6.3 -6.1 -5.7

Inflation (CPI) 5.6 6.0 5.8

Source: IDC, compiled from SARB data; IDC forecasts

2012 2013f 2014f

Outlook for the South African economy

 

Lacklustre private sector investment is expected in 2013 and 2014 due to surplus production 

capacity in several sectors in the face of subdued domestic and external demand.  Exports are 

likely to remain under pressure in 2013 despite 

the weaker currency, due largely to weak global 

demand and lower commodity prices. 

Nonetheless, at 3% in real terms, export growth 

will surpass the stagnant performance recorded 

in 2012. Import demand, in turn, is expected to 

remain relatively strong due to the ongoing 

public sector capital expenditure programme, 

whilst the weaker rand is pushing up import 

costs. Consequently, the deficit on the current 

account of the balance of payments as a 

percentage of GDP is projected to remain just 

above the 6% mark.  
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