Economic overview:
Recent developments in
the global and South African economies
June 2017
Department of Research and Information

Economic overview: Contents

Highlights ..................................................................................................................................................................................................... i
Global economy
Word growth is more broad-based and accelerating.................................................................................................................... 2
United States economy expanding healthily, but growth will fall short of Trump’s goal .................................................... 3
Debt accumulation in China is unsustainable ................................................................................................................... 3
Recent recovery in commodity prices could be short lived ............................................................................................... 4

Sub-Saharan Africa’s growth expected to improve ........................................................................................................................ 5
Africa expected to attract higher external financial flows .................................................................................................. 6
Developments in South Africa’s top 5 export markets on the continent ............................................................................ 7

South African economy
South Africa’s economic performance reflects a difficult environment .................................................................................. 8
Economy in a technical recession .................................................................................................................................... 8
Only agriculture and mining posted positive growth in the first quarter of 2017 ............................................................... 9
Job creation will be challenging in a low-growth environment ........................................................................................ 11
Fiscal performance may be worse than budgeted .......................................................................................................... 12
Economic growth prospects have deteriorated .............................................................................................................. 13

i

Highlights
Economic
overview: Highlights

Highlights










Global growth is expected to gain momentum. It is benefiting from improving
conditions in advanced economies and from a broader base of support from
emerging markets and developing economies.
The pace of expansion of the US economy remains resilient. Higher investment
activity and employment creation have been key contributors. The Trump
administration’s goal of lifting US GDP growth to around 3% per year is not likely to
be attained. Its growth-inducing strategies may prove difficult to roll out, as shown by
difficulties in overcoming major hurdles, some of which are self-created, thus far.
Efforts to curb fast rising debt levels in China could impact on the structure of
its economic growth and possibly on global financial flows. The Chinese
authorities are taking steps to reduce the systemic risks posed by excessive financial
leverage, including reining in investment in sectors that currently have surplus
capacity, and closing unviable operations.
Commodity prices have come under renewed strain. Downside risks to China’s
growth as well as fizzling-out of Trump-related investor optimism have weighed on
commodity investment sentiment. The potential deflationary impact of weaker oil
prices could further affect the prognosis for commodity prices going forward.
Sub-Saharan Africa’s growth momentum remains somewhat elusive. A moderate
economic recovery is expected in 2017 and 2018 on the back of modestly rising
commodity prices and a strengthening global economy. Some countries are facing
tight liquidity conditions, as well as mounting fiscal and current account imbalances,
whilst severe drought continues to affect key eastern African economies. Political
challenges and subdued capital inflows could undermine the region’s prospects.



The South African economy is in a technical recession. Gross domestic product
contracted by 0.7% in the first quarter of 2017, following a 0.3% decline in the
preceding quarter. Household spending, a crucial contributor to economic activity, fell
2.3%. All broad sectors, with the exception of agriculture and mining, reported lower
output levels in the opening quarter of the year.



Despite the 144 000 jobs created in the first quarter of 2017, the unemployment
rate rose to the highest level in 14 years. Since the start of 2016, the private sector
has accounted for a rising portion of new jobs, with the opposite holding true where
the public sector is concerned. The economy’s labour absorption capacity has
deteriorated and the pace of job creation is insufficient to accommodate an
expanding labour force.





Prospects for South Africa’s economic growth have deteriorated. There is clearly
a crisis of confidence amongst the country’s businesses and households, and the
growth outlook for 2017 is under threat. South Africa’s sovereign credit ratings have
been downgraded by the three principal rating agencies and further downgrades may
follow if their concerns are not allayed. This would have very adverse repercussions for
the economy and society, including a full-fledged recession in 2018.
Business activity will, at least in the shorter term, continue being affected by the
considerably difficult economic climate. Weak investment activity in the economy,
a challenging consumer environment and lower public sector procurement will have
far-reaching implications for many economic sectors. However, export-oriented SA
businesses should take advantage of the improved outlook for global demand.
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World GDP growth
(IMF forecast)

2017: 3.5%
(2016: 3.1%)

SSA GDP growth
(IMF forecast)

2017: 2.6%
(2016: 1.4%)

SA fixed
investment growth:
Q1 2017: 1.0%
(Q4 2016: 1.7%)

SA unemployment
rate
Q1 2017: 27.7%
(Q4 2016: 26.5%)

SA GDP growth
(IDC forecast)

2017: 0.5%
(2016: 0.3%)
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World growth is more broad-based and accelerating
Improving conditions in advanced economies are expected to raise global economic
growth. The momentum remains relatively sturdy in the United States (US) and is
strengthening in the Eurozone, supported by a relatively weaker euro and accommodative
monetary policy by the European Central Bank. However, the exit of the United Kingdom
(UK) from the European Union (EU), which will entail protracted, complex and difficult
negotiations starting on 19 June, is still expected to offset some of the positive economic
developments on the continent. The election results in the UK have added a further layer
of uncertainty to the negotiations, since the Conservative Party was unable to secure a
majority of the seats in parliament. The outcomes of recent elections in certain EU member
states, notably France, have eased concerns over its future. The welcome improvement in
Japan’s economic performance may not be sustained beyond the medium-term, as slower
growth is anticipated from 2019 onward due to lower fiscal stimulus and moderating
private sector investment.

Global growth set to
benefit from improving
economic conditions in
advanced economies

Emerging markets and developing economies are also expected to support the improved
global outlook. China is likely to achieve its targeted growth rates, which remain solid for
the world’s second largest economy. India’s growth has been affected negatively by
demonetization measures (i.e. scrapping of high denomination bank notes to fight
corruption), which resulted in cash shortages and impacted on the large informal
economy. Expectations are that this impact will be temporary though, with growth
recovering over the medium-term. Brazil has just come out of a 2-year long recession, but
is facing renewed political risks as President Temer is still confronting an investigation on
allegations of corruption. Russia is set to benefit from relatively higher commodity prices
and is expected to exit its 2-year long recession during 2017. After a subdued performance
last year, Sub-Saharan Africa (SSA) is forecast to record increasingly higher growth rates,
buoyed by gradually improving demand for commodities and their respective market
prices.

Emerging markets are
expected to recover from a
relatively weak
performance in 2016, but
challenges remain

Capital flows towards emerging markets have increased substantially since the start of
2017 as retail investors around the globe seek higher yields. Their currencies (including the
rand) have consequently strengthened, affecting the price competitiveness of their exports
in global markets. Considering the largely short-term nature of these capital flows,
currency volatility is likely to ensue, with real economy spill-over effects.

Emerging market
currencies have
strengthened significantly
due to large capital inflows

Figure 1: Higher global growth supported by improved outlook for the US, India and SSA
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US economy expanding healthily, but growth will fall short of Trump’s goal
Various indicators reflect continued resilience of the US economy, such as full
employment levels, burgeoning inflation and higher non-residential fixed investment.
However, economic growth in the first quarter of 2017 was weaker than anticipated,
mainly due to sub-par consumer spending as well as declining spending by federal, state
and local governments.

US economy’s growth
remains resilient, basically
at full employment

The Trump administration aims to raise US growth closer to 3%, particularly through
increased industrial activity stimulated by corporate tax cuts, inward-oriented trade and
investment policies, and substantially higher federal spending on infrastructure
development. However, its efforts to roll out such growth-inducing strategies (some of
which are potentially conflicting) have been, and will continue being hampered by major
hurdles, some of which are self-created. The administration’s actions have often been
inadequately prepared, divisive and, also due to lack of support, ineffectual. Structural
limitations and fiscal realities are likely to frustrate many of its plans, especially with
regards to tax cuts and the massive infrastructure build programme.
The American Society of Civil Engineers estimates that USD3.3 trillion is required to
maintain and upgrade US infrastructure over the period up to 2025, with only slightly
more than half expected to be spent. The potential for infrastructure-led growth is
certainly there, but its unleashing will require strong political will and support from a wide
spectrum of role-players, both public and private.

Utilising infrastructure
spending to boost growth will
require significant political
support at all levels of US
government

Table 1: US infrastructure needs provide significant scope for sustained higher economic growth
Cumulative US infrastructure spending requirements by type: 2016 - 2025
Transportation

Water

Electricity

Airports

Ports and
waterways

Total

Required funding

2 042

150

934

157

37

3 320

Estimated funding gap

1 101

105

177

42

15

1 440

USD billion

Source: Adapted from American Society of Civil Engineers

Considering the Trump administration’s largely poor performance thus far relative to its
stated objectives, markets have been scaling down their expectations of their growthinducing potential. Nevertheless, US growth is still expected to accelerate over the next
couple of years, supported by improving household balance sheets, higher business
confidence and investment activity.
Debt accumulation in China unsustainable
China’s economic growth was surprisingly strong in the first quarter of 2017, buoyed by
continued stimulus measures. The latter have been dominated by infrastructure
development financed through debt provided to local municipalities. The substantial
expansion of the country’s industrial capacity has also been made possible by debt
accumulation. Since 2011, the need for further support has increased due to weaker global
demand for China’s manufactured goods. This is evidenced by the sharp increase in overall
debt levels (see Figure 2).
Concern over such trends alongside a declining economic growth performance
contributed to Moody’s Investor Services’ decision to cut China’s sovereign rating to A1
(from Aa3) on 24 May 2017. The high rating still assigned coupled with the stable outlook
indicates that there is limited concern regarding the ability of the Chinese state to service
its debt obligations. Gross savings remain at high levels, albeit declining, with government
debt equalling gross national savings for the first time in 2016. Lower savings gradually
erode domestic sources of funding and reduce the economy’s shock absorption capacity.
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China’s sovereign rating
downgraded by Moody’s to
A1 due to concerns over
rising debt levels and
decelerating growth
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The growth-inducing impact of rising private sector debt is also weakening. This increased
debt is being accompanied by a slower pace of overall economic expansion, raising
concerns over the sustainability of current debt trends. The Chinese authorities are taking
steps to reduce systemic institutional financial leverage, especially relating to the country’s
shadow banking industry. In addressing corporate debt growth, the authorities have
started to rein in industrial capacity investment in sectors with spare production capacity,
while shuttering operations that are deemed unviable. They are also encouraging mergers
and acquisitions, debt-for-equity swaps, and debt securitisation, which could encourage
more efficient application of debt going forward.

Investment in industrial
plant is being contained in
sectors where there is
surplus capacity

Figure 2: The sustained increase in corporate debt is cause for concern
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In the unlikely event of widespread corporate defaults, the Chinese authorities would
resort to liquidate existing foreign debt holdings and direct such funds domestically to
prevent systemic collapses. This would clearly impact on the global flow of funds as China
is one of the world’s principal creditor nations. Recent indications that lower economic
growth is acceptable to the country’s policy-makers reflect the priority attributed to
deleveraging the economy.

Deleveraging the economy
is a priority for the
Chinese authorities

Recent recovery in commodity prices could be short lived
The rise in commodity prices towards the latter part of 2016, which added to earlier robust
gains albeit from depressed levels, encouraged the on-streaming of previously mothballed higher cost capacity across the industrial commodities complex. This weighed on
prices amidst still tepid global demand growth and the emergence of downside
macroeconomic risks.
While the current weaker market price trajectory should eventually lead to structural
readjustments in commodity markets, faltering crude oil prices and the changing nature of
(and risks to) China’s growth momentum are expected to exert further downside risks on
industrial commodity prices going forward, particularly for commodities associated with
the global steel value chain (i.e. iron ore, coal, manganese, nickel). Sustained oil price
weakness has a deflationary impact on the production costs of industrial commodities,
increasing the risk of persisting supply-side growth in a weak price environment.
China claims a substantial share of the world’s consumption of industrial and bulk
commodities associated with the steel value chain. These commodities, including iron ore,
coal, manganese and nickel, could remain under sustained pressure as financial
deleveraging progresses in China, for it will affect investment and industrial production.
China is a major market for some of South Africa’s main mineral exports, particularly iron
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Downside risks to
industrial commodity
prices have increased

By affecting investment
activity and industrial
production, China’s
deleveraging has adverse
implications for
commodity markets
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ore, manganese, chrome, lead and zinc (refer to Figure 3). For example, 59.4% of South
Africa’s overall exports of iron ore were destined for China in 2016. However, due to lower
Chinese demand for iron ore in 2016, these exports declined by 6.6% in value terms (yearon-year), or by 8.6% in volume terms.
Figure 3: China is a key market for mined commodities which constitute 33% of SA’s exports
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Increased regulatory efforts to curb activity in China’s shadow-banking industry at a
faster than previously anticipated pace could culminate in a liquidity squeeze and lead to
the release of bonded physical metal stocks from warehouses into global markets. This
could depress commodity prices over the short- to medium-term.
While the initial market impact of China’s financial deleveraging has to date been
confined to commodity markets, there is risk of contagion into other financial markets as
the closure of asset-backed transactions may result in the forced sale of other assets,
including equities and bonds, to cover potential liabilities.
Hence, downside risks to China’s growth prospects can be expected to impact adversely
on the South African economy and many other countries in Sub-Saharan Africa through
various transmission mechanisms.

Sub-Saharan Africa’s growth expected to improve
Following a dismal 2016, which saw overall economic activity in Sub-Saharan Africa (SSA)
weakening to an estimated 1.4% - the slowest rate of growth in more than two decades –
the outlook for the region, although positive, remains relatively modest.
Several SSA economies are still facing serious headwinds, not only from the external
environment but, in many instances, also due to domestic factors. Unfavourable terms of
trade have resulted in liquidity constraints, which are quite serious in certain cases (e.g.
Nigeria, Angola, Mozambique). This has been aggravated by tight financial conditions
and subdued investor appetite elsewhere in the world, which have affected capital flows
to SSA in the form of official development assistance and foreign direct investment. The
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In 2016, Sub-Saharan
Africa recorded the lowest
rate of economic growth in
more than two decades
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widespread drought impacted severely on the agricultural output of many countries in
2016. Although climatic conditions have improved considerably in most of the southern
African region, the drought continued in some eastern African countries well into 2017.
A moderate economic recovery is projected for SSA from 2017 onwards, largely on the
back of expected gradual improvements in commodity markets, strengthening global
growth and more supportive domestic conditions. The International Monetary Fund (IMF)
projects growth of 2.6% for the region as a whole in 2017 and 3.5% for 2018. However,
economic conditions are likely to remain subdued in its three largest three economies namely Nigeria, South Africa and Angola. Excluding South Africa and Nigeria, SSA’s
economy is expected to grow at a reasonable 4.4% in 2017 and 5.2% in 2018, driven by
robust performances in some non-oil and metal exporting countries such as Ethiopia
(7.5% both in 2017 and 2018), Cote d’Ivoire (6.9% and 7.2%), Senegal (6.8% and 7%),
Rwanda (6.1% and 6.8%) and Kenya (5.3% and 5.8%). Sustained public spending,
especially on infrastructure, should further support growth in these economies.

The pace of economic
recovery in Sub-Saharan
Africa is likely to be
modest on persistent
challenges in its largest
economies

Non-oil and metal
exporting countries to
largely underpin growth

Africa expected to attract higher external financial flows
Despite the critical role of external capital flows in financing Africa’s needs, a weak global
environment and the tightening of financial conditions in various parts of the world
adversely affected capital flows to the continent, which have been declining since 2015.
Total external flows declined to USD177.7 billion in 2016 from USD182.8 billion in 2015 as
portfolio investment, remittances and official development assistance inflows slowed over
the period (see Figure 5). Portfolio flows declined by about 60% as investors shied away
from buying the continent’s assets, with only Ghana and South Africa continuing to tap
into the international bond market in 2016, according to the Organization for Economic
Cooperation and Development (OECD).

External financial flows
into Africa fell in 2016
largely due a 60% drop in
portfolio investment, but
are set to rise marginally
in 2017

Figure 4: External financial flows to Africa set to recover, albeit modestly
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Although low commodity prices and weak volume demand impacted negatively on
resource-seeking FDI, market-seeking investments seem to be driving FDI flows into the
region. Investors are diversifying into consumer goods and services sectors, such as
financial services and telecommunications, as well as into some manufacturing sectors
and infrastructure-related projects.

FDI inflows increasingly
market-seeking and more
sectorally diversified

FDI flows into Africa are estimated to have reached USD56.5 billion in 2016, a 10%
increase on the 2015 figures. The OECD forecasts a marginal rise in total external flows
to USD179.7 billion in 2017, underscored by anticipated increases in FDI and remittances.

External financial flows
into Africa expected to
increase marginally in
2017
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Developments in South Africa’s top 5 export markets on the continent
Table 2 reflects the recent economic performance of South Africa’s leading 5 export
markets on the African continent and their growth forecasts for the next 2 years. It further
indicates their relative shares of South Africa’s export basket in 2016 (collectively claiming
an 18% share) and of its total manufactured exports (25.1% collectively).
Table 2: South Africa’s manufactured exporters likely to benefit from relatively higher growth
performances anticipated in key Sub-Saharan African export markets
Recent growth performance and forecasts for South Africa’s five largest export trading
partners in Sub-Saharan Africa
Economic growth
(% change in GDP)
Estimates

Forecasts

% share of
SA’s overall
export
basket in
2016

% share of SA’s
total
manufactured
exports in
2016

% growth in
SA exports to
the country
in 2016

2016

2017

2018

Botswana

2.9

4.1

4.2

5.1

6.5

4.0

Namibia

0.1

3.5

4.8

4.8

7.5

-1.7

Mozambique

3.4

4.5

5.5

3.0

3.5

14.3

Zambia

3.0

3.5

4.0

2.6

4.0

3.4

Zimbabwe

0.5

2.0

-1.5

2.5

3.6

14.4

Source: IDC, compiled using IMF WEO April 2017 and SARS data

Botswana: The continuing effects of economic stimulus on construction and tourism
activity and the measured improvement expected in global demand for diamonds as well
as prices largely underpin the growth forecasts of just over 4% for 2017 and 2018.
Namibia: Expectations of a recovery in mining activity, particularly the on streaming of
new uranium mines, increased agricultural production following the devastating drought
of 2016, and a substantial expansion of diamond beneficiation underpin the higher
economic growth rates forecast for the next two years. However, fiscal constraints are
likely to constrain activity in other sectors, including construction and other services.
Mozambique: Growth slowed to an estimated 3.4% in 2016 – the lowest rate since 2000 –
partly as a result of a liquidity crisis that constrained economic activity levels and dented
business and investor confidence. The rather strong improvement projected by the IMF
for 2017 and 2018 relies on continued development of the extractive industries, including
increases in coal and titanium ore production. There are, however, serious downside risks
to this outlook: Domestic demand is likely to remain weak owing to fiscal austerity
measures and high inflation; foreign exchange shortages will continue to constrain
economic activity; and political risks are affecting investor confidence.
Zambia: Government’s strained fiscal balance, alongside subdued copper prices, is
expected to keep the pace of economic expansion at moderate yet gradually recovering
levels. This should be underscored by higher copper exports, increased investment
activity and improved electricity supply conditions, which will increase mining production
as well as output from other sectors.
Zimbabwe: Marginal improvements on the economic front are expected in 2017 on the
back of improved agricultural production due to above-average rainfall early in the
season and expectations of modestly improving commodity prices. However, liquidity
shortages, erratic supply of inputs, the poor business climate and uncertain political
environment are expected to weigh on growth in 2018, taking it to negative territory.
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Higher growth forecasts for
South Africa’s 5 largest
African markets in 2017
bode well for export sales,
especially manufactured
goods
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South Africa’s economic performance reflects a difficult environment
Economy in a technical recession
st

The South African economy entered a technical recession in the 1 quarter of 2017, as
real GDP contracted by 0.7% on a quarterly basis following a 0.3% decline in the final
quarter of 2016. These adverse developments reflected the crisis of confidence prevailing
in the business and household sectors. Worryingly, they preceded the political
developments of late March and the consequential downgrading of South Africa’s
sovereign credit ratings by Standard & Poor’s as well as Fitch Ratings in early April, which
further dented overall sentiment in the economy.

With consumer and
business confidence at
very low levels, the
South African economy
is again facing
recessionary conditions

Consumer spending: Household consumption expenditure, which accounts for about 60%
of national GDP, fell by 2.3% in the opening quarter of 2017, the largest drop in
consumer demand in more than 7 years. Justifiably concerned with the economic
environment, particularly the security of employment and downward pressure on
disposable income growth, consumers are holding back on their spending and remain
reluctant to incur new debt.
Spending on durable goods has been under severe strain, as reflected by the drop in new
vehicle sales over the first 5 months of the year. Recently announced financial results by
retailers in various segments, such as sellers of furniture, clothing and food products,
have been quite disappointing, bearing testimony to the difficult trading conditions.
Moreover, growth in household demand for new credit slowed to an all-time low in
February 2017, although it picked up slightly in subsequent months.

15

Figure 6: Low household appetite for new credit
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Inventory levels: The substantial build-up of inventories does not bode well for
production activity in the current quarter as companies and retailers will first focus on
reducing stock levels before purchasing new goods.
Fixed investment activity: Private sector fixed investment recovered slightly (+1.2%
st
growth) in the 1 quarter of the year, but this was from a very low base. The low levels of
expenditure on machinery and equipment are particularly worrying, as these will affect
the ability of businesses to partake in an eventual recovery in demand. Capital outlays by
public corporations declined as uncertainty over demand conditions, financial constraints
and the generally difficult economic climate resulted in the postponement and/or
cancellation of some infrastructure projects. Deteriorating investor sentiment in the
aftermath of the credit ratings’ downgrades is expected to result in lower investment
activity going forward.
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Weak investment
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capacity and limiting its
growth potential
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Figure 7: Private sector investment affected by worsening economic conditions
Private sector fixed investment and business confidence
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Government spending: Ongoing fiscal consolidation efforts and increasing pressure on
the fiscus took a toll on government consumption expenditure, which contracted by 1%
in the opening quarter of 2017. Marginal economic growth, at least in the short-term, will
impact on revenue collection, resulting in lower than budgeted state spending.
st

External trade: The 3.2% decline in exports in the 1 quarter of the year was particularly
disappointing in light of gradually improving demand conditions in global markets. The
export volumes for a number of key commodities were lower in the opening months of
2017 compared to the preceding quarter. The slower rate of increase in imports (3.2%,
th
down from 6.1% in the 4 quarter of 2016) again reflects the weak state of business,
consumer and public sector demand in the economy.
Only agriculture and mining posted positive growth in the first quarter
At the broad sector level, the weakness has been generalised. With the exception of
st
agriculture and mining, all other sectors of the economy recorded lower output in the 1
quarter of 2017 compared to the preceding quarter.
Figure 8: Widespread weakness across the various sectors of the South African economy
Real GDP growth by sector in the 1st quarter of 2017
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Agriculture: Had it not been for the positive contribution made by the agriculture sector,
st
South Africa’s real GDP would have fallen by 1.1% in the 1 quarter of 2017. The sector is
expected to record a substantial rebound in output during the 2016/17 season, with the
anticipated maize production of 15.6 million tons being the highest on record. This has
st
already been reflected in the 22% surge in the agriculture sector’s output in the 1
quarter of the year. However, persistent drought conditions in the Western Cape are
impacting on production across various segments and related activities, including fruit
farming and processing, wine production, wheat and livestock farming.

Substantial turnaround
in agricultural
production making a
positive contribution to
economic growth

Significantly higher agricultural output will have a positive impact on economic growth in
2017 as a whole, whilst maize exports will surge due to the substantial surplus. The
rebound in agriculture will also have positive spill-over effects across a number of
supplying and supporting industries, providing some relief under current circumstances.
Mining: This sector managed to record a strong recovery in production volumes in the
opening quarter of 2017, with growth of 12.8 % (quarter-on-quarter) following the 4.7%
drop in output recorded in 2016. However, weak business sentiment in the mining sector,
partly due to policy uncertainty, has been reflected in a subdued investment performance
in recent years. Fixed investment in mining was at a 6-year low in real terms in 2016,
having contracted by 0.5% per year, on average, over the period 2010 to 2016.

Mining production is
recovering, but the
sector is still facing
serious challenges

Conditions in the mining sector remain generally unfavourable for a sustained recovery.
Commodity prices recently trended downward, with iron ore prices currently at the lowest
levels in seven months. Weak investor sentiment, policy uncertainty, operational
challenges and no clear indications of a sustained recovery in demand all point to
relatively modest growth in mining production in 2017.
Figure 9: Rebound in mining output unlikely to be sustained
Mining production by sub-sector

25

2016

20

2017*
Jan to March

15

% Change (y-o-y)

10
5
0
-5
-10
-15
-20
-25
Total Platinum
mining

Gold

Coal

Iron
ore

Chrome Copper Manganese

Source: IDC, compiled from Stats SA data

Nickel

Other Building Other
metallic materials nonminerals
metallic
minerals

Manufacturing: The manufacturing sector has reported lower output levels over the past
three quarters. The weakness is fairly widespread across its various sub-sectors. The
consumer-oriented industries have been the most negatively affected by weak demand.
These include producers of transport equipment (e.g. motor vehicles), furniture,
televisions and radios, clothing, textiles and footwear.
Confidence levels remain low in the sector as a whole, with manufacturers generally
expecting the operating environment to remain unsatisfactory over the next 12 months
(see Figure 10). The sector is thus anticipated to record a drop in output in 2017, as
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Most manufacturing
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domestic demand outweighs the potential benefits associated with gradually improving
demand in key export markets, especially Sub-Saharan Africa and the Eurozone.
Figure 10: Manufacturers generally expect a further deterioration in business conditions
Manufacturing: Expected business conditions in 12 months' time
(results of survey conducted in Q1 of 2017)

Prospects for the
manufacturing sector
remain generally
unfavourable in the
short-term
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Source: IDC, compiled from BER data
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Services: The trade, catering and accommodation sector recorded the largest decline in
st
sectoral GDP (-5.9% quarter-on-quarter) in the 1 quarter of 2017. This was its worst
performance in 19 years, demonstrating the difficult consumer environment.
The finance and business services sector (-1.2%), which is linked to every single aspect of
the economy, recorded its first decline in value added since 2009. The transport and
communication sector was adversely affected by reduced demand for the transportation
of goods in the current economic climate, whilst the communication segment was also
negatively impacted.

Retail & wholesale
trade sector reports
largest drop in GDP
First decline in finance
and business services
sector’s GDP since 2009

Weak investment activity resulted in demand for construction services declining, with the
sector having recorded a 1.3% drop in value added.
It should be noted that the recession may be extended into the second quarter, as the
current weak performance was prior to the decisions by both Fitch and S&P Global to
downgrade South Africa’s sovereign credit ratings into sub-investment grade and the
potential adverse effects thereof on investor and business confidence.
Job creation will be challenging in a low-growth environment
The South African economy surprisingly added 144 000 jobs in the first quarter of 2017,
relative to the previous quarter. As shown in Figure 11, key contributions emanated from
the manufacturing sector, which created 62 000 new jobs, finance and business services
(+49 000) and mining (+26 000). This is somewhat counter-intuitive considering the
recessionary conditions. Efforts to contain government expenditure resulted in the
fastest decline in employment in the community and social services sector (which
includes government) since 2008, with a 2.8% drop (year-on- year) in the opening quarter
of 2017.

11

Surprisingly high job
st
creation in the 1
quarter considering the
recessionary conditions

Economic overview: Implications

The economy’s labour absorption capacity has worsened in an environment of modest or
subdued rates of economic growth, with employment creation having been insufficient to
accommodate an expanding labour force. Overall employment levels in South Africa are
only 12.3% higher than 9 years ago, and the manufacturing sector currently employs
about 15% fewer people than in 2008. This compares with a 19.2% increase in the labour
force over the same period.
The unemployment rate rose sharply to 27.7% in the first quarter of 2017, the highest
level in almost 14 years, with 6.2 million people currently unemployed. Among the youth,
aged 15 to 34 years, the unemployment rate measured 48.8%. Over the 12 months to
March 2017, a further 491 000 people joined the ranks of the unemployed. Some 65% of
the unemployed have been without a job for more than one year and many are also
poorly qualified, lessening their chances of finding a job.

At 27.7%, the
unemployment rate is
the highest in 14years

Given expectations of relatively subdued economic growth over the next few years, it will
be very difficult to generate new employment opportunities on a large scale.
Consequently, unemployment levels are likely to remain high, with serious socioeconomic consequences in the form of poverty and inequality.

Change in employment by sector : Q1 2017 vs Q4 2016
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Figure 12: Insufficient job creation for an expanding labour force

40
20
0

-20
-40
-60

Manufacturing

Finance
and
business
services

Mining

Construction

Private
households

50

15,5

45

15,0

40

14,5

35

14,0

30

13,5

25

13,0

12,0
Utilities

Transport

Community
and social
services

Trade

Agriculture

55

16,0

12,5

Overall employment gains : 144 000

Employment and unemployment trends

20

Employment (Millions)
Unemployment rate - narrow definition (%)
Youth unemployment (15 to 34 yrs) (%)

Unemployment rate (%)

Figure 11: Surprising job gains in a difficult environment
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Fiscal performance may be worse than budgeted
South Africa is battling with a relatively large budget deficit and a rising debt burden.
The evolution of the fiscal metrics in a low-growth environment is being closely
monitored by the credit rating agencies.
Although the ratio of gross government debt to GDP, at 51.7% (59% including
guarantees to state-owned enterprises), is not particularly high when compared to many
other economies, it is expected to increase further. The rating agencies are particularly
concerned with the high and rising level of government guarantees to financially
vulnerable SOEs and their impact on fiscal consolidation efforts.
Overall guarantees to public institutions have been estimated at almost R480 billion, or
11.5% of GDP for the 2016/17 fiscal year. Guarantees to Eskom stand at R350 billion, with
an exposure of R218.2 billion by the end of the 2016/17 fiscal year. According to
National Treasury, Eskom is likely to draw R22 billion per year, on average, over the next 3
years. Furthermore, a nuclear build programme, if rolled out, could result in a substantial
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rise in new guarantees to Eskom. The respective tender process has, however, been
delayed by a recent court ruling.
Other SOEs such as South African Airways (SAA) and the South African Broadcasting
Corporation (SABC) also rely increasingly on financial support from government, but their
requirements are relatively smaller.
Should South Africa’s economic growth outcomes be lower than anticipated in the 2017
Budget, which is very likely, revenue collections may fall short of expectations and the
budget deficit and debt ratios relative to GDP could be higher than projected.
Potentially worse than expected economic outcomes, including fiscal performance, could
trigger further credit rating downgrades. This would delay the much-awaited economic
recovery, whilst compromising government’s efforts to address socio-economic
imperatives, particularly reducing unemployment, poverty and inequality.
Table 3: Fiscal performance could be worse than anticipated
Key fiscal indicators

2015/16

2016/17

2017/18

2018/19

2019/20

Medium term estimates
Budget deficit (% of GDP)

-3.5%

-3.4%

-3.1%

-2.8%

-2.6%

Gross government debt (% of GDP)

49.4%

50.7%

52.3%

52.9%

52.4%

Guarantees to SOEs (R billion)

469.9

477.7

Exposure to SOEs (R billion)

255.8

308.3

Source: IDC, compiled from Budget Review, 2017

Economic growth prospects have deteriorated
Prospects for the South African economy were dealt a significant blow by recent
st
developments. GDP growth in the 1 quarter of the year came in well below market
nd
expectations. The 2 quarter’s performance is also likely to be weak, considering the
adverse effect of political developments and sovereign ratings’ downgrades on
consumer, business and investor confidence. Current consensus growth forecasts of
around 1% for 2017 as a whole, rising gradually thereafter, are thus likely to be too
optimistic.

Weak growth expected
over the medium term
as domestic demand
remains constrained

These adverse developments are expected to result in lower than anticipated
consumption spending, production activity and fixed investment expenditure. Job
creation will be compromised, resulting in higher unemployment and increased poverty.
Weaker growth will affect tax revenue collections, placing further pressure on the fiscus
and possibly resulting in lower than budgeted government expenditure.
The expected improvement in global demand and trading activity over the next couple of
years could, however, provide a countering force through an improved export
performance. Demand conditions are projected to recover in key external markets for
South Africa’s manufactured exports, including Sub-Saharan Africa, the Eurozone and the
United States.

Improved global
demand likely to
support export sectors

The rand has strengthened despite the ratings downgrades and, more recently, the
dismal GDP figures. This has been largely due to global factors, including increased
capital flows to emerging markets (including South Africa) in search of higher yields, a
weakening US dollar on the back of moderating expectations regarding the future
performance of the American economy, and less aggressive monetary policy tightening

Rand strength due to
external factors, reversal
may ensue
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by the US Federal Reserve. The rand has recovered around 7% of its value vis-à-vis the US
dollar since its weakest level subsequent to the Cabinet reshuffle, making it the best
performing emerging market currency (MSCI Emerging Markets) over this period.
However, relative to its level prior to Minister Gordhan’s recall from an overseas trip, the
rand is still approximately 4% weaker, making it the worst performing emerging market
currency since then.
Political developments in South Africa and significantly lower economic growth
prospects, alongside the twin deficits on the balance of payments and the fiscal balance,
may weigh on the rand in the months ahead. Its weakening potential will be exacerbated
if two or more of the rating agencies lower South Africa’s local currency denominated
debt to sub-investment grade.
Fitch and S&P Global recently (1 and 2 June 2017, respectively) left their ratings
unchanged, for now, and are likely to await the outcomes of the Medium Term Budget
Policy Statement in October 2017 before deciding on further action. On 9 June, Moody’s
downgraded South Africa’s foreign and local currency denominated debt by one notch,
with a negative outlook. Nonetheless, the rating is still at investment grade. At present,
two of the rating agencies (i.e. Fitch and S&P) have South Africa’s foreign currency
denominated debt in sub-investment grade, whilst both Moody’s and S&P still have the
local currency denominated debt in investment territory. The negative outlook assigned
by Moody’s and S&P leaves the door wide open for further downgrades later in the year.

Risks of further
downgrades to
sovereign credit ratings
have escalated

The 3 rating agencies have expressed concerns over the political uncertainty prevailing in
the country, the weakening of the institutional framework, the associated risks to fiscal
consolidation and structural reform, and the economy’s poor growth performance.
Higher rates of fixed investment are key to the economy’s future growth performance. In
the mining sector, policy uncertainty has been a major constraint to investment activity.
Fixed investment in mining reached a 6-year low in 2016 in real terms. Considering that
overall mining investment accounted for 11% of national fixed investment spending last
year, any adverse impact on the sector’s capital spending could have far-reaching
implications for the sector itself and the South African economy at large.
Instead of alleviating uncertainty and supporting investor confidence, the recently
released Mining Charter has raised tension amongst industry stakeholders and is
expected to affect investment activity in the mining sector negatively over the short- to
medium term, with adverse implications for economic growth. Industry concerns relate
particularly to the financial implications and several implementation challenges
potentially associated with the increased BEE shareholding requirement for the mining
industry, from 26% to 30%, as well as the requirement for the distribution of 1% of total
turnover towards BEE shareholders and into community development trusts. Although
the Charter makes allowances for offsetting the BEE ownership target by a maximum of
11%, this allowance is only afforded to businesses that have been involved in
beneficiation investments since 2004. Furthermore, previous BEE transactions that fell
short of the 26% BEE shareholding target are not recognised in the new Charter.
Amongst other aspects, there is also concern with regards to the procurement
requirements from domestic suppliers of goods and services, including minimum
thresholds for sourcing from Black-owned companies. The concern here pertains to the
local capabilities to meet such requirements.
The recent announcement by the World Bank that it had lowered its growth projection
for South Africa in 2017 to 0.6%, from 1.1% in its January analysis, while reducing its
forecast for 2018 from 1.8% to 1.1%, reflects its assessment of the worsening domestic
environment.
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Barring a further deterioration of both the political and economic environments, the
economy is expected to grow by around 0.5% in 2017, with a gradually rising momentum
in subsequent years (refer to the solid line trend in Figure 13). Should conditions worsen,
including a potential downgrading of South Africa’s local currency debt to “junk status”
by S&P and/or Moody’s, the downside risks to growth could materialise, as illustrated.
Figure 13: Subdued growth outlook for the economy, with substantial downside potential
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