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HIGHLIGHTS.

 The impact of monetary policy interventions in advanced economies is becoming
increasingly limited. The word’s major central banks have been using unconventional policy
instruments, including negative interest rates, to stimulate investment and economic activity.
However, in the absence of supportive fiscal policy, particularly capital expenditure that
contributes directly to the real economy, these interventions are becoming less impactful and are
bringing forth systemic risks.
 The disruptive exodus of capital from emerging markets has weakened their currencies
and raised inflationary pressures. In response, monetary authorities in a number of countries
have had to raise policy rates despite the adverse effects on economic growth and employment.
Additional liquidity injections by the European Central Bank and the Bank of Japan, together with
negative rates, may lead to renewed flows of speculative capital in search of higher yields,
destabilising financial markets further.
 Industrial commodity markets recently staged significant price recoveries from deeply
oversold levels at the start of 2016. Despite renewed investor interest in resources, the
fundamentals in most industrial commodity markets have not altered sufficiently. Hence, the
recent rebound in prices may prove to be transitory. The persistence of large surpluses in
several markets limits the upside potential for commodity prices, at least in the medium-term.
 China’s government is intent on achieving an economic growth target of 6.5% to 7.0% in
2016, but downside risks continue to emerge. The Chinese economy, which is the primary
driver of global industrial commodity demand, remains under pressure. Its trade performance
deteriorated further in recent times, with both imports and exports falling sharply. The pace of
increase in its industrial production is also slowing. Such developments augur negatively for
industrial and energy commodities.
 The sovereign credit risk profiles of some Sub-Saharan African economies may
deteriorate in the short-term. Highly unfavourable terms of trade, rising debt levels, tightening
financing conditions and persistently large fiscal and current account imbalances are placing
increasing pressure on the region’s frontier economies, particularly commodity exporters, and
compromising their growth prospects.
 The South African economy expanded at a very modest pace in the final quarter of 2015,
with GDP expanding by 0.6% on a quarterly basis. However, domestic demand was quite
resilient in the face of a challenging environment. Household and government consumption
expenditure, together with fixed investment activity, rose at a faster pace relative to the
preceding quarter. The net export performance, in contrast, pulled down overall GDP growth as
imports rose sharply.
 Operating conditions remain particularly difficult for the domestic manufacturing sector,
with its output having contracted in the fourth quarter of 2015 as well as in January. The
sector’s production expanded at an average rate of only 1.3% per annum over the five years to
2015. A number of manufacturing sub-sectors reported higher output levels and increased
1

Economic overview

utilisation of production capacity over this period, often well above the average for the sector as
a whole. These include the sub-sectors producing basic chemicals, other chemicals, beverages,
motor vehicles and parts, paper products, wood products, coke and refined petroleum products,
as well as leather products. However, several sub-sectors have failed to achieve the output
levels recorded in 2011.
 Notwithstanding a difficult economic climate, the South African economy managed to
create 698 000 jobs in its formal and informal sectors in 2015. The final quarter of the year
recorded 190 000 additional employment opportunities relative to the previous three-month
period. Most of these gains were in services sectors, particularly finance and business services
as well as the trade sector. However, job losses were reported in agriculture, manufacturing and
construction. South Africa’s unemployment rate fell from 25.5% in the third quarter of 2015 to
24.5% by year-end, but it still exceeded the 24.3% recorded as 2014 came to a close.
 The current account of the balance of payments improved in 2015 as a whole, despite a
deterioration in the final two quarters of the year. The trade deficit was reduced by about
50% to R34.5 billion in 2015, being the main contributor to the improved performance, as other
segments of the balance of payments recorded similar levels to those of 2014.
 Prospects for the South African economy in 2016 remain unsatisfactory, but concerted
efforts are being made to revive the growth momentum. Adverse climatic conditions are still
affecting agricultural production and supplying industries, while the mining and manufacturing
sectors are expected to continue facing difficult operating and trading conditions. The repo rate
hike in mid-March, in turn, has taken interest rates up by 75 basis points thus far in the year, with
adverse implications for indebted households and businesses. With the rating agencies
scrutinizing the country’s economic performance and fiscal management, government, business
and labour are endeavouring to assure the global investment community that the growth
momentum will recover and that fiscal consolidation is in place.

IMPLICATIONS FOR SOUTH AFRICAN BUSINESS.
Considering the current economic environment, risks or adverse developments may include:
 Concerns over the impact of a slower growth momentum in the world economy on South Africa’s
export performance:
-

Recent efforts by the world’s principal monetary authorities to stimulate economic activity by
lowering interest rates to negative territory and providing additional quantitative easing in
certain instances, or by keeping policy rate normalisation processes on hold, attest to the
fragility of the global expansion momentum.

-

There are increasing concerns over the health of the Chinese economy. Its external trade
has dropped steeply and industrial production is slowing visibly. Confidence levels have been
hampered by poorly performing equity markets and unconventional methods are being used
to encourage equity purchases. Gearing levels are excessive among business corporations
and at local government level, posing significant risks.
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Despite the Chinese government’s assurances, the potential for a hard landing is still present.
Even if avoided, the ripple effects of lower than anticipated economic growth in China would
hit commodity exporting countries such as South Africa and many of its African trading
partners even harder.
-

The moderation of growth in US manufacturing is also of some concern, for this is an
important sector in the world’s largest economy. A strong dollar and weak global demand
have been affecting the performance of US exporters, while sharply lower oil prices over a
prolonged period of time have resulted in lower activity and investment levels in the American
energy sector. The US is one of South Africa’s principal export markets.

-

Despite the recent uptick in commodity prices, it may be premature to view such
developments as the start of a sustainable recovery, for the underlying fundamentals do not
justify it. It is almost certain that commodity exporters will continue facing difficult times in the
year ahead.

-

The performance of several Sub-Saharan African economies is deteriorating due to highly
unfavourable terms of trade, rising debt levels, tighter financing conditions, larger fiscal and
current account deficits and liquidity pressures. This is affecting their import propensity and
putting increasing pressure on their sovereign credit risk profiles.
Some of these economies are important markets for local exporters and host significant
South African direct investments.

-



The use of negative interest rates and additional liquidity injections by some of the world’s
major central banks may aggravate systemic risks in the global financial system. By further
encouraging speculative capital flows, it may lead to renewed volatility in currency, bond and
equity markets, with emerging markets such as South Africa bearing the brunt of the ebbs
and flows.
Domestically, business conditions remain challenging across various sectors and/or segments
of the economy. Business are being affected, directly or indirectly, by developments such as:

- Subdued spending by South African households, which is not only affecting producers of
consumer goods but also having far-reaching implications for the economy at large
(household consumption expenditure represents around 60% of national GDP).
-

Growth prospects remain largely unfavourable for a number of sectors, particularly
agriculture. The negative impact of the drought is not only being reflected in sharply lower
crop production, but is also being felt by many supplying and supporting industries, as well as
by food processing industries along the agricultural value chains.
A persistently difficult operating environment for the local manufacturing and mining sectors
will also have economy-wide implications through various supply chains.

-

Without a concomitant recovery in downstream fabricated products demand, the recent uptick
in oil, iron ore and steel prices could result in renewed input cost pressures for businesses
involved in the downstream beneficiation of commodities.
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On the positive side, the following global and domestic factors or developments could be
beneficial for local business enterprises:



The growth outlook for several Sub-Saharan African markets points toward significant
opportunities for export market development. This would include African economies were
South African exports currently have a limited presence, such as Ethiopia, Côte d’Ivoire, Ghana,
Tanzania, Senegal, Uganda and Gabon, among others.



The Eurozone’s economic recovery is still intact despite significant challenges.
Furthermore, the ECB has intensified its support and continued calls are being made for
fiscal intervention. A sustained recovery in the regional bloc bodes well for South Africa’s
export sector, particularly manufacturers.



The economies of the United States and United Kingdom, both important markets for South
African exports, continue posting sound rates of growth. Furthermore, the US has extended
further entry benefits to local agricultural products in the US market under AGOA, in
exchange for entry concessions for American poultry items in the local market.



Additional opportunities are also likely to emerge in external markets due to increased price
competitiveness on the back of a weaker rand, but demand may remain relatively subdued
in key markets for South African manufactured exports, at least in the short-term.



Public sector infrastructure expenditure is set to total R865.4 billion over next three fiscal
years, up from R794.2 billion in the previous three-year period. Spending plans amount to
R275 billion in 2016/17 alone, mainly in the areas of transport and logistics, water and
sanitation, as well as energy.



Infrastructure-related constraints are still affecting manufacturing activity. However,
increased electricity generation capacity as various units of Ingula, Medupi and Kusile
come on stream from 2016 through to 2018 (one unit each of Medupi and Ingula are
already operational) will alleviate the supply-side constraints to a significant extent and
encourage investment activity.
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GLOBAL ECONOMIC CONDITIONS.
The appetite for financial risk is seemingly on the rise again. Cheap credit is still pushing the
investor and fund manager community around the globe to take speculative risks in the current
economic environment. In contrast, companies operating in the real economy are remain generally
reluctant to take economic risks by investing in productive capacity. This disconnect has resulted in
disproportionately large benefits accruing to financial investors, contributing to rising inequality in
many parts of the world.
As the financial crisis unfolded in 2007/08, the world’s major central banks first focussed on
stabilising banking systems. As the negative repercussions on the real economy multiplied, their
efforts were subsequently aimed at stimulating economic activity. Expansionary monetary policy did
assist in preventing a generalised collapse and kick-starting a recovery. However, the subdued
growth momentum since the 2009 recession attests to the limitations of record low interest rates
and massive liquidity injections when confidence levels in the real economy remain inadequate.
Such limitations are particularly evident in the absence of supportive fiscal policy, especially through
capital spending on infrastructure projects as a direct influence on economic activity. Furthermore,
the duration and extent of the monetary stimuli have brought about serious risks for the world
economy. Yet, more of the same medicine is being used.
The European Central Bank (ECB) continues to be relied upon to stimulate economic activity in the
Eurozone, which recorded 1.5% growth in 2015. However, increasingly negative nominal interest
rates and ballooning quantitative easing (QE) programmes have had very limited success in
reviving fixed investment spending by the business community. The ECB recognises this, hence the
signal provided at its March 2016 meeting that its decision to cut interest rates further
(complemented by additional QE) would be the last. The ability of the European fiscal authorities to
come to the fore is varied, and is particularly weak in the peripheral countries. Severe and
prolonged fiscal austerity is impacting negatively on real economic activity in these economies and
affecting their trading partners elsewhere in the Eurozone. The monetary bloc’s growth is expected
to accelerate slightly to
1.7% in 2016.
Facing weaker growth
prospects and subdued
inflation,
developed
economies such as
Norway, Sweden and
New Zealand recently
lowered interest rates.
The Bank of Japan took
rates
into
negative
territory earlier this year.
The Japanese economy
continues to experience
deflationary forces and
persistently weak or no
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growth. The market reaction to this move was, however, negative, affirming the increased
ineffectiveness of unorthodox monetary policy actions.
In contrast, the relative strength of the United Kingdom’s economy has enabled the Bank of
England to keep policy rates unchanged since July 2012, with expectations that the next move
would be upward. In Australia, growth in the non-mining sectors of the economy is still sound and
the central bank has maintained its monetary policy stance since early in 2015.
The United States economy has been particularly resilient. Growth rates of around 2.5% have been
sustained over the past couple of years and a slightly higher outcome (2.6%) may be achieved in
2016. The US private sector has created some 14 million jobs since 2010, the unemployment rate
is now below the 5% level (considered to indicate full employment) and wages are beginning to rise.
The housing market is strong, and so is construction activity. These developments provided the
room for the US Federal Reserve (Fed) to start normalising its policy rates late last year.
As expected, this move had negative repercussions around the globe. The massive exodus of
capital from emerging markets caused havoc in currency markets, prompting monetary policy
tightening (see chart below) to contain inflationary pressures, despite the adverse impact on growth.
The dollar strengthened
sharply,
raising
the
repayment costs on the
dollar-denominated
shortterm debt of emerging/
developing economies, many
of which are highly geared.
An appreciating greenback
exacerbated the downward
trend in commodity prices,
hitting resource exporters
hard. Volatility increased in
global stock-markets, with
the bearish start to 2016
being the worst on record for
many.
Such developments highlight the complexity associated with US Fed policy moves in the current
environment. The pace of future interest rate increases is thus likely to be much slower than
anticipated late in 2015, so as not to disrupt the economic recovery in the US and globally. The
current pause in the Fed’s tightening cycle has removed some support for the dollar, which has
lately weakened somewhat, providing some relief for commodity markets and helping to stage a
price rally in recent weeks.
In an environment characterised by limited appetite for investment in productive capacity, the
continued low level of interest rates in developed economies, combined with increased liquidity
injections by the ECB and the Bank of Japan, is leading to renewed flows of speculative capital in
search of higher yields. Some emerging markets are, therefore, attracting carry trade inflows once
again and the concomitant risks. Such short-term investment funds, although necessary for capital
scarce economies, can be highly disruptive due to their effects on currency, bond and equity
6

Economic overview

markets, balance of payments effects, inflationary pressures and the consequentially necessary
monetary policy interventions. The sharp weakening of emerging market currencies such as the
Brazilian real and the rand, which led to rising inflation and interest rate hikes, attest to this.
The structural weaknesses of some of these economies are also being revealed. In Brazil, for
example, persistent under-spending on infrastructure and unsustainable fiscal imbalances have
aggravated the adverse impact of lower commodity prices on the economy, which is in a prolonged
recession. These factors, coupled with the political instability associated with the corruption scandal
involving state petroleum producer, Petrobas, resulted in Brazil’s credit rating being downgraded to
speculative or “junk” status. With inflation in double-digits, Brazilian interest rates have risen
substantially, affecting economic activity in the process. The country’s output is set to decline by an
additional 3.5% in real terms in 2016, according to the International Monetary Fund (IMF).
In Russia, sharply lower oil prices and the negative impact of US and European Union sanctions on
the economy are limiting government’s ability to jump-start a recovery. With the economy still
contracting (GDP is expected to decrease by 1.0% in 2016), the inflation rate has dropped,
permitting a lowering of interest rates.
India’s economy has benefited from the weak commodity price environment, as it is a large importer
of energy commodities (coal and oil). Its fiscal position has allowed the Indian government to
continue investing in infrastructure, thus raising the growth potential. With the economy being much
more reliant on domestic demand than exports, slower global growth has not had a significant
impact on its performance. Sharply lower commodity prices have reduced inflationary pressures,
enabling the Central Bank of India to drop interest rates, thus supporting economic growth. The IMF
expects India’s GDP growth to accelerate further to 7.5% in 2016.
The slower and gradually changing composition of growth in China is one of the primary causes of
the ongoing turmoil in industrial commodity markets. The Chinese government remains committed
to restructuring the economy and recently set a growth target of between 6.5% and 7.0% for 2016.
It also announced its intention to reduce the excess capacity in the iron ore mining and steel
production sectors. In the transition to a consumption-led economy, the roll-out of infrastructure will
continue to support economic activity, but the approach to capital investment will be much more
focused. High debt levels, not only at the consumer level but particularly among corporations and
local governments, remain a major concern. A large portion of consumer debt is utilised to
speculate in stock markets, which have seen approximately 45% of their value wiped out since their
2015 peaks.

DEVELOPMENTS IN SELECT COMMODITY MARKETS.
Renewed investor interest in industrial commodity markets, underpinned by structural supply-side
rationalisation and a somewhat weaker US dollar, has generally lifted prices from deeply oversold
levels at the start of 2016. This rebound may, however, be transitory, for the fundamentals have not
changed sufficiently. The commodities complex is still largely characterised by excess supply and
tepid demand-side conditions. Without a recovery in global demand and substantial rationalisation
of production, the recent rally in industrial commodity prices is deemed to be unsustainable, with
limited upside potential at least over the next two years.
7
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China’s exports declined by 25.4% in the year to February 2016 and its imports fell 13.8%,
forewarning of a further slowing of industrial output growth. The world’s second largest economy
accounts for 50% of global demand for industrial commodities in general and for approximately twothirds of global seaborne
iron ore consumption.
Surpluses are expected
to persist in the iron ore
market until 2018. The
steep increase in prices
since
January
was
driven by reversible
factors, including: supply
disruptions in Australia
due
to
weather
conditions;
production
ramp-up in Chinese
steel mills after the
Lunar New Year break,
which resulted in an 8%
year-on-year increase in iron ore imports in February; and the Chinese government’s commitment
to continue supporting the economy’s growth momentum. Following a 2.3% y-o-y contraction in
2015, over-capacity in China’s steel sector is likely to induce a further decline in output levels over
the course of the year, pointing to a possible correction in iron ore prices going forward.
Weaker steel production dynamics in China coupled with poor producer discipline in a weak market,
especially in South Africa, have impacted adversely on the manganese market. Although supplyside cuts by higher cost producers, following the recent steep decline in prices, have induced price
stabilisation, low global
steel capacity utilisation
rates are expected to
weigh on demand and
prices over the short- to
medium term.
Supply-side
dynamics
continue to dominate
price movements in oil
markets. Although a
prospective freeze in
output expansion by
major producers lifted
prices recently, the weak
outlook
for
global
demand implies that the
scope for sustained price increases is limited in the short-term. The International Energy Agency is
projecting a slowdown in global incremental demand from 1.6 to 1.2 million barrels per day.
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After being overwhelmed by a steep 24% y-o-y recovery in mine supply and significant investment
outflows in 2015, platinum prices have recovered more recently. Renewed investment inflows in
recent weeks, resilient automotive demand and recovering jewellery uptake have boosted physical
demand, which should be price-supportive going forward. However, large above-ground stockpiles
limit the upside potential.

DEVELOPMENTS IN SUB-SAHARAN AFRICA’S FRONTIER ECONOMIES.
A confluence of factors continues to
impact adversely on the performance of
many Sub-Saharan African economies.
Deteriorating terms of trade and growth
prospects, rising debt levels, tighter
financing conditions and persistent
stresses in fiscal and current account
balances are putting increasing pressure
on the sovereign credit risk profiles of
most economies in the region,
particularly those that rely heavily on
commodity exports.
Fiscal positions have weakened in some
countries, largely due to sharply lower
resource prices, continued capital
expenditure and in certain cases, poor
fiscal discipline. Current account deficits
have widened and have remained large
over a prolonged period. A substantially
stronger US dollar and expectations of a
continued tightening of global liquidity
conditions due to the normalisation of
US policy rates are weighing on
sovereign financing costs, particularly
those of countries that are highly geared
with short-term debt. There are,
therefore, growing concerns over the
ability of some SSA countries to service
their debt obligations.
Only a few SSA countries - specifically
Botswana, Mauritius, South Africa and
Namibia - have investment grade credit
ratings at present. Other SSA countries
that are rated by international rating
agencies such as Fitch Ratings (Fitch),
Moody’s and Standard & Poor’s (S&P)

Country

Botswana

Rating

Credit

Outlook/

agencies

rating

comment

S&P

A-

stable

Moody's

A2

stable

Fitch
Moody's

Baa1

Fitch
South Africa

Nigeria

Angola

Gabon

S&P

BBB-

negative

Moody's

Baa2

under review

Fitch

BBB-

stable

Moody's

Baa3

stable

Cameroon

Kenya

Rwanda

Fitch

BBB-

stable

S&P

B+

stable

Moody's

Ba3

under review

Fitch

BB-

negative

Zambia

Ghana

Mozambique

9

Low er medium grade
Highly speculative
Non-investment/speculative grade

S&P

B

stable

Highly speculative

Ba2

under review

Non-investment/speculative grade

Fitch

B+

stable

Highly speculative

S&P

B

stable

Highly speculative

Moody's

Ba3

under review

Non-investment/speculative grade

Fitch

B+

stable

Highly speculative

-

Moody's

Ba3

stable

Non-investment/speculative grade

Fitch

B+

stable

Highly speculative

S&P

B

stable

Fitch

B

stable

Moody's

-

S&P

B+

negative

Moody's

B1

stable

Fitch

B+

stable

S&P

B+

stable

Fitch

B+

stable

S&P

B+

stable

Moody's

B1

positive

-

Fitch
Ethiopia

Low er medium grade

Moody's

Moody's

Senegal

Low er medium grade

-

S&P
Côte d'Ivoire

stable
-

S&P
Namibia

Upper medium grade

-

S&P
Mauritius

Investment grade

Highly speculative

Highly speculative

Highly speculative

Highly speculative

-

S&P

B

stable

Moody's

B1

stable

Fitch

B

stable
stable

S&P

B

Moody's

B2

stable

Fitch

B

negative

S&P

B-

stable

Moody's

B3

negative

Fitch

B

stable

S&P

CC

negative

Moody's

B3

under review

Fitch

B

negative

Highly speculative

Highly speculative

Highly sepulative

Highly speculative
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currently have speculative or sub-investment ratings, as indicated in the table.
Among the often-quoted frontier market economies of Sub-Saharan Africa, the average rating trend
has been generally negative in recent years, with some countries (such as Nigeria, Angola and very
recently Mozambique) having been downgraded by S&P in the past two years. S&P downgraded
Mozambique’s sovereign rating by four levels from B- to CC in mid-March 2016, whereas Moody’s
downgraded it from B2 to B3 with the country’s rating still under review.
Oil and metal commodity exporters such as Nigeria, Angola, Gabon, Ghana, Zambia and
Mozambique have been facing highly unfavourable terms of trade. Combined with possibly reduced
investor appetite for frontier markets’ debt issuances, these developments point toward another
challenging year for these economies.
With macroeconomic vulnerabilities expected to persist or even deteriorate in the short-term, a
number of rated sovereigns have had their outlooks revised to negative over the past year or have
recently been placed under review. Further downgrades cannot be ruled out, especially in light of a
generally unfavourable external environment characterised by low commodity prices and subdued
global demand, among other factors.

ECONOMIC DEVELOPMENTS IN SOUTH AFRICA.

Recent economic performance and developments
South Africa’s economy expanded by a mere 0.6% on a quarterly basis in the final quarter of 2015,
taking real GDP growth to 1.3% for the year as whole.
Nevertheless, domestic demand exhibited a degree of resilience despite the challenging economic
environment. Gross domestic expenditure increased by 4.3% on a quarter-on-quarter (q-o-q) basis,
being the highest rate of expansion in almost three years. All components of local demand recorded
higher expansion rates compared to the preceding quarter.
Underpinned by increased spending during the festive season, growth in household consumption
expenditure measured 1.6%. Spending on semi-durable and durable goods came in at 5.1% and
3.5%, respectively, in the final three months of 2015.
Facing a more limited fiscal space due to lower than anticipated tax collections, the rate of increase
in government consumption spending, at only 0.3% for 2015, was the lowest in 17 years.
Fixed investment by the private sector increased by 1.7%, while public corporations reported a
3.3% rise in infrastructure spending and growth in government’s capital expenditure remained fairly
robust at 5.1%. For the year as a whole, however, overall fixed investment increased by a modest
1.4%, reflecting difficult business conditions.
Export volumes declined by 0.8% in the final quarter of 2015, as lower commodity prices and
reduced global demand affected South Africa’s export performance. Imports, in turn, increased
quite strongly by 11.2% in real terms, reflecting the economy’s high import-intensity, particularly its
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fixed investment activity. The import penetration ratio stood at 26.7% by the fourth quarter of 2015 the highest in more than seven years.
At a broad sector level, the fourth quarter of last year witnessed contractions in the real GDP of the
agriculture, manufacturing as well as transport and communications sectors. Furthermore, the
growth
momentum
slowed in a number of
services sectors. The
best performing sector
over the past five years
has been the finance
and business services
sector, followed by
general
government
and the trade (retail
and wholesale) sector.
The growth outlook
remains unsatisfactory
in the short-term. The
adverse impact of the
worst
drought
on
record will continue to
be felt in the agricultural sector and supplying industries well into 2016. Climatic conditions may turn
out to be substantially better in 2017, but the cash-strapped farming community will require financial
support through the recovery phase.
The construction sector is expected to experience a more challenging year due to muted fixed
investment activity, while the residential property market is being affected by rising interest rates.
Confidence levels in the construction sector dropped sharply in the first quarter of 2016 to the worst
reading in three years. The sector should benefit from public sector infrastructure expenditure,
which is set to total R865.4 billion over next three fiscal years, up from R794.2 billion in the previous
three-year period.
South African households are under strain. The continued decline in new vehicle sales in the first
two months of 2016 attests to this. Higher costs of living, rising debt service payments and a
lacklustre rise in new credit demand will limit the ability and/or willingness of consumers to increase
spending in the short- to medium-term, affecting the performance of the trade sector. Concerned
with the protracted period during which inflation is expected to breach the Reserve Bank’s target, as
well as the upside risks posed by food prices and a volatile and vulnerable currency, the Monetary
Policy Committee raised the repo rate by a further 25 basis points in mid-March 2016.
Although the prices of several commodities have recently recovered, the rebound may not be
sustainable for the underlying fundamentals have not altered sufficiently. However, supply-side
adjustments globally and domestically, coupled with gradually improving demand conditions should
support price recoveries and the local mining sector’s performance over the longer-term, especially
if supported by a conducive policy environment and improved infrastructure services.
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Manufacturing sector performance
The manufacturing sector experienced very challenging conditions over the past five years, with
output growth declining sharply from 2.8% in 2011 to 0% by 2015. The adverse trend was
experienced by several of its sub-sectors. For the manufacturing sector at large, the level of output
in 2015 was only 3.6% higher than in 2011, while its utilisation of production capacity increased by
only 1.3 percentage points to 81.8% by the end of 2015.
A number of manufacturing sub-sectors reported higher output levels and increased utilisation of
production capacity utilisation in 2015 compared to 2011, often well above the average for the
sector as a whole. As illustrated in the upper-right quadrant of the following chart, these include the
sub-sectors producing beverages, basic chemicals, other chemicals, motor vehicles and parts,
paper and paper products, wood and wood products, coke and refined petroleum products, as well
as leather products. In most of these instances, capacity utilisation rates in the fourth quarter of
2015 were above the 82% mark, possibly indicating reasonable potential for investment in
production capacity as demand conditions improve.
The large food processing sub-sector, which makes a substantial contribution to overall
manufacturing output, recorded output growth well in excess of the sector average from 2011 to
2015, but a lower utilisation of production capacity.

A number of manufacturing sub-sectors reported lower output in 2015 relative to 2011 levels, as
well as increased spare production capacity. These include the sub-sectors producing basic non12
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ferrous metal products, other manufacturing, printing and publishing, rubber products, machinery
and equipment, as well as other transport equipment (refer to the lower-left quadrant in the chart).
The manufacturing sector continued to shed jobs over this period. By the end of 2015 the sector
employed about 170 000 fewer people than it did in 2011. Productivity growth did not keep up with
rising unit labour costs, adding to overall cost pressures and placing strain on profit margins. In
2015, labour remuneration represented almost 67% of the manufacturing sector’s GDP, being the
highest ratio in at least the past 21 years.
As a supplier to the household, business and government market segments, and considering its
strong linkages to the domestic agriculture and mining sectors, the manufacturing sector is
expected to continue facing difficult demand conditions in the year ahead. In local markets, the
sector should exploit the procurement opportunities associated with R275 billion in public sector
expenditure on infrastructure during fiscal year 2016/17, principally in the areas of transport and
logistics, water and sanitation, as well as energy. Government’s localisation efforts will intensify and
domestic manufacturers should benefit from the degree of import protection provided by the
significantly lower exchange rate.
Additional business opportunities are also likely to emerge in external markets due to increased
price competitiveness on the back of a weaker rand, but demand may remain relatively subdued in
key markets for South African manufactured exports, at least in the short-term.
Infrastructure-related constraints are still affecting manufacturing activity. However, increased
electricity generation capacity as various units of Ingula, Medupi and Kusile come on stream during
2017 and 2018 will alleviate the supply-side constraints to a significant extent and encourage
investment activity.
Employment
Notwithstanding various challenges on the domestic and external fronts, the South African economy
managed to create 190 000
additional
employment
opportunities in its formal
and informal sectors, on a
quarterly basis, during the
final quarter of 2015. The
largest contributions on a
quarter-on-quarter
basis
came from the financial and
business services sector
(+113 000), followed by the
trade sector (+80 000) and
community
and
social
services
inclusive
of
government (+42 000). The
drought-afflicted agricultural
sector shed some 37 000
jobs. Further employment
13
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losses were recorded in manufacturing (-36 000) and construction (-21 000).
At the provincial level, the largest employment gains on a quarter-on-quarter basis were recorded in
Gauteng (+79 000), followed by the Western Cape and North West. The Western Cape, KwaZuluNatal and Gauteng reported a substantial number of new jobs in the finance and business services
sector, whereas the Eastern Cape, Gauteng and the Free State saw employment gains in the trade
sector.
Considerable job losses were reported in KwaZulu-Natal, mainly in the construction and
manufacturing sectors, as well as in Limpopo, specifically in its construction, agriculture,
manufacturing and mining sectors. The manufacturing sector also reported employment losses in
Mpumalanga, Gauteng and Eastern Cape.
Although the youth (individuals between 15 and 34 years of age) accounted for 40% of all employed
people in South Africa in the final quarter of 2015, they only benefitted from 10% of all the additional
employment opportunities created on a quarter-on-quarter basis.

The economy thus created 698 000 jobs in its formal and informal sectors over the year to the
fourth quarter of 2015. Of these, 118 000 were in the agricultural sector, with 83 000 new jobs in
the Western Cape, 39 000 in KwaZulu-Natal and 15 000 in the North West. Agriculture sector
employment contracted over this period in the Northern Cape (-17 000) and Gauteng (-21 000).
The finance and business services sector added 234 000 new jobs on a year-on-year basis in the
fourth quarter of 2015, of which 68 000 in Gauteng, 46 000 in Limpopo and 44 000 in the Western
Cape.
By the end of 2015, South Africa’s unemployment rate stood at 24.5% (compared to 25.5% in the
third quarter of 2015 and 24.3% at the end of 2014), with 5.2 million people unable to find a job. The
youth unemployment rate measured 34.9%, with the 3.4 million unemployed youth representing
65.7% of all the unemployed in the country.
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Balance of payments
South Africa’s balance of trade recorded a R57.1 billion deficit (seasonally adjusted and annualised)
in the final quarter of 2015, while the overall deficit on the current account of the balance of
payments stood at R208.2
billion, up from the R174
billion
deficit
in
the
preceding quarter. The main
reason for this deterioration
was a much wider trade
imbalance
due
to
unfavourable terms of trade
as commodity prices and
volume demand slumped.
Due to a strong increase in
services
receipts
(e.g.
travel, tourism and transport
earnings) of R20.5 billion in
the final quarter of 2015, the
net
services
balance
improved by R6.5 billion to
a deficit of R5.1 billion. On the income account, however, dividend inflows fell sharply, with total
income receipts falling from R96.5 billion in the third quarter to R77.2 billion in the last quarter of the
year. Although dividend outflows also declined over this period, it was not to the same extent.
Consequently, the deficit on the income account widened by R7 billion to R112.9 billion. The deficit
on the current account of the balance of payments represented 5.1% of GDP in the fourth quarter of
2015, up from 3.1% in the second quarter. For the year as a whole, however, the current account
deficit measured 4.4% of GDP (or R174.3 billion), an improvement from the 5.4% (R206.6 billion)
recorded in 2014.
South Africa was not
immune to the massive
exodus of capital from
emerging markets during
the course of 2015, as
global investors anticipated
the start of US policy rate
normalisation.
Nonresidents were net sellers of
local bonds to the value of
R19.4 billion in 2015,
compared to net sales of
R68.9 billion in 2014.
Foreign investors were also
net sellers of local shares to
the tune of R4.9 billion,
compared to net share
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purchases of R13.3 billion in 2014. The deterioration occurred in the final quarter of 2015, when
non-residents were net sellers of local shares to the value of R40.4 billion, since the first nine
months of the year had recorded R35.6 billion in net purchases of domestic shares. These capital
movements, combined with the deterioration of the balance of trade and the income account,
contributed to the substantial depreciation of the domestic currency to ZAR15.47 per US dollar by
the end of 2015, compared to an average of ZAR13.00 per dollar in the third quarter of the year.
With South Africa’s economic performance and fiscal management under close scrutiny by the
three credit agencies, there has been a concerted effort by government, business and labour to
assure the global investment community that the country’s growth momentum will recover and that
fiscal consolidation is in place. The consolidated fiscal deficit is set to be reduced from 3.9% of GDP
in 2015/16 to 2.4% by 2018/19, with the primary balance (i.e. the difference between total revenue
and non-interest expenditure) projected to record a surplus, albeit marginal, from 2016/17 onwards.
The borrowing requirement will decline over the Medium Term Expenditure Framework period, from
R157.9 billion in 2015/16 to R123.6 billion by 2018/19. Consequently, as a ratio of GDP the gross
loan debt of government will peak at 51% in 2017/18, while on a net basis (i.e. government debt
minus cash balances) it will remain below 50% of GDP.
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