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 HIGHLIGHTS. 

 A further important layer of uncertainty has been added to the global economic 

landscape with the election of Mr Trump to the presidency of the United States. 

Unpredictable as they might be, Mr Trump’s trade, tax, investment and immigration policy 

stances all point towards a high degree of protectionism and nationalism. Should the president-

elect follow through on his campaign promises, global trade and investment flows are likely to 

be negatively affected, impacting on the world economy’s overall performance.   

 Isolationist tendencies are also gaining traction in other large economies, a trend which 

could result in adversarial relationships in the global order, instead of collaboration for 

mutual growth. Globalisation has certainly had its shortcomings, such as de-industrialisation 

and employment losses in several economies, increased inequality and trade imbalances. The 

solution, however, is not to reverse globalisation through the adoption of protectionist 

measures, but to address its flaws so as to make its benefits more inclusive and widespread. 

 Sub-Saharan Africa continues to face serious headwinds, with its growth in 2016 

estimated to be the lowest in more than two decades. Many African countries are already 

suffering from an unfavorable external environment, particularly the sharp downturn in 

commodities markets. A further deterioration in global growth, particularly worldwide industrial 

and investment activity, and by implication trade and foreign direct investment flows, would be 

highly detrimental to the region.  

 The prevailing weaknesses in the South African economy have been fairly broad-based 

from a sectoral perspective. Agricultural production has been severely affected by the worst 

drought on record, while weak global demand and lower commodity prices have impacted 

negatively on the mining sector. Subdued domestic demand and difficult operating conditions 

have taken a toll on the manufacturing sector, with its output expanding at a very modest pace. 

The services sectors have generally also recorded rather subdued rates of growth. 

 Fixed investment activity continues to be adversely affected by a challenging 

environment, both globally and domestically.  Subdued demand conditions have resulted in 

spare production capacity across many sectors, business confidence remains at low levels and 

policy uncertainty is affecting investment decisions. Fixed investment spending declined by 

2.6% in real terms in the first semester of 2016 (year-on-year), with a sharp drop of almost 5% 

reported by private business enterprises. Such trends are affecting labour absorption in the 

South African economy, which shed a further 67 000 jobs in its formal non-agricultural sectors 

in the second quarter of the year (relative to the previous quarter). 

 South Africa’s export performance improved significantly in the first nine months of 

2016.  Consequently, the deficit on the balance of trade narrowed to R10.5 billion, compared to 

R60.2 billion for the same period in 2015.  Substantially higher mineral exports (mainly gold), 

along with increased exports of manufactured goods such as motor vehicles, parts and 

accessories, basic iron and steel, processed food, as well as paper and paper products, all 

contributed to this outcome. 
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 The credit rating agencies have generally welcomed the fiscal consolidation efforts 

announced in the Medium Term Budget Policy Statement in October.  Nonetheless, 

concerns were expressed over the economy’s poor performance and weak growth prospects, 

the slow progress in addressing structural issues, as well as the challenges in actually 

achieving the desired fiscal outcomes. The performance of the fiscal metrics will be scrutinised 

by these agencies in the coming months. 

 South Africa’s growth prospects remain generally unfavourable in the short-term, 

especially in light of weak demand locally and in key export markets. Real GDP is 

expected to grow only marginally (0.2%) in 2016. Barring extraordinary adverse developments 

domestically or internationally, economic growth is expected to recover modestly in 2017 and to 

reach higher, albeit still sub-optimal, growth rates later in the outlook period. Fairly robust export 

growth, coupled with a gradual recovery of household spending and progressively higher fixed 

investment activity underpin such expectations.   
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GLOBAL ECONOMIC CONDITIONS. 

A fragile world economy, still struggling to raise its feeble growth momentum, is facing increased 

uncertainty. Protectionist and nationalistic tendencies are surfacing in some of the world’s major 

economies, potentially leading to a weakening of trade and investment activity globally.  

 

The outcome of the presidential election in the United States (US) has compounded the risks to 

global growth already posed by China’s economic restructuring, the United Kingdom’s decision to 

withdraw from the European Union and escalating geopolitical tensions. The domestic and foreign 

policies of these countries have major implications given the size of their economies and level of 

global integration. The US economy is the world’s largest, accounting for 24.5% and 11.5% of 

global output and trade (exports plus imports) in 2015, respectively. China’s economy claims the 

largest individual share of global trade, at approximately 12% in 2015, and has swiftly grown into 

the world’s second largest, contributing 15.2% of global output. The Eurozone as a regional bloc 

accounted for 15.8% of global GDP and 24% of trade in 2015.  

 

The protectionist stance advocated by Mr Trump during his election campaign aims to protect and 

expand US industrial production capacity and employment going forward by: curtailing what are 

deemed to be unfair trade practices under the current global trading regime, including alleged 

currency manipulation by the Chinese authorities; prompting US companies with manufacturing 

activities globally (from which they supply the American market, among others) to return production 

activities to the US; and discouraging US companies from considering the possibility of 

externalising/globalising their production activities.  

 

The intention to renegotiate the North American Free Trade Agreement and not to pursue the 

Transatlantic Trade and Investment Partnership has been expressed continuously. Mr Trump’s 

administration is likely to raise tariffs on imports, especially those from Mexico and China. It is 

expected to label China a currency manipulator and institute trade cases against Chinese subsidies 

both in the US and the World Trade Organization. An increasingly protectionist US stance towards 

trade and investment could prompt other countries to follow suit in an effort to protect their domestic 

economic and political interests. Initial reactions from global trading partners indicate that there 

could be significant push back.  

 

Should president-elect Donald Trump 

follow through on his campaign 

promises, global trade and 

investment flows will be negatively 

affected, impacting on economic 

performance.   Over time, a 

protectionist trajectory would also 

lead to inefficiencies in global 

production, inflationary pressures and 

hinder technological advancement. 

 

South Africa, which has become 

increasingly integrated into the global 

economy, is particularly susceptible 
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to adverse developments in the world economic order and in key markets for its exports, as 

illustrated. Import demand in these economies is especially important at a time when domestic 

spending is quite muted. This includes changes in global demand for commodities, which is highly 

correlated to fixed investment activity, as almost one-third of South Africa’s exports are relatively 

unbeneficiated commodities. China, for instance, accounts for 14% of South Africa’s commodity 

exports (principally iron ore, chrome, manganese, coal and platinum) and for 9.2% of the worldwide 

export trade in commodities. Developments in the Chinese economy, which is not only undergoing 

major structural change but also a chief target of future US trade policy, will weigh heavily on South 

Africa’s export sector and its regional counterparts. 

 

 
 

The following sections of this report highlight developments in major markets for South African 

exports, with a special focus on prospects for their import demand. 

 

Developments in key non-African export markets 

_______________________________________________________________________________ 

 

Eurozone 

  

Several European economies continue to grapple with fiscal challenges and the large influx of 

refugees. The regional monetary bloc’s trading relations with two of its key export markets - the 

United Kingdom (UK) and the US – are likely to undergo significant changes. Populist and 

nationalistic sentiment is also gaining strength in a number of Eurozone member states - such as 

France, the Netherlands, Spain and Austria – threatening the bloc’s cohesion.  

 

Economic growth in the Eurozone is expected to remain muted over the forecast period to 2021. 

Fiscal reforms alongside the prevailing uncertainty over the impact of Brexit are supressing 

 Share in SA export basket in 2015 
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business and consumer confidence. Although fears of a Eurozone break-up have subsided in 

recent weeks, these could resurface as general elections in a number of countries - such as 

Germany, France, the Netherlands and Italy - draw closer.  

 

A gradual loosening of fiscal policies towards fixed investment in infrastructure, accompanied by 

highly accommodative monetary policy could support economic activity over the outlook period. 

Nevertheless, structural constraints, high 

debt levels and excessive 

unemployment, especially in peripheral 

countries, are expected to weigh on the 

bloc’s economic growth prospects.
1
 

 

Fragile sentiment amongst consumers, 

businesses and investors could continue 

to undermine demand for imports, 

whether household goods, inputs into 

production processes or materials and 

equipment for investment projects. 

Import growth is projected by the 

International Monetary Fund (IMF) to 

average 4.1% per annum over the period 

to 2021, significantly below the pre-2008 average of 6% p.a. Weaker household demand in the 

Eurozone could directly affect the performance of South Africa’s exports of motor vehicles, parts 

and accessories, as well as fruits, which represent 41% of the overall merchandise export basket to 

the regional bloc, and indirectly affect platinum group metals (PGMs) exports. Subdued investment 

activity could impact on steel exports.  

 

_______________________________________________________________________________ 
 

China 
  

 

 

China’s policy-makers have been endeavouring to reduce the economy’s reliance on massive fixed 

investment spending and export markets, instead raising the contributions made by domestic 

consumer expenditure and the services sectors to economic activity. Such structural changes have 

been resulting in declining import demand, especially for commodities. The feeble financial position 

of many state-owned enterprises, excessive corporate debt levels and a high dependence on credit, 

remain key risks to this rebalancing strategy. Investment activity has continued to slow in the private 

sector, but has recovered substantially in recent times where public enterprises are concerned. 

 

The US intention to impose punitive import tariffs on Chinese goods threatens the export-oriented 

sectors of the economy. The reactions of the Chinese authorities to a more protectionist US will not 

                                                
Note:

1
 The graphs in this section illustrate the year-on-year (y-o-y) percentage change in the respective country/regional bloc’s 

imports of goods from the world at large, its real GDP growth, as well as the change in the value of South Africa’s merchandise 
exports, at constant prices, to the specific country/regional bloc 
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only determine the extent of the impact on the Chinese economy per se, but also of the 

ramifications around the globe. They could, for example, accelerate the economy’s re-orientation 

towards domestic-consumption-based 

growth, with repercussions for many 

trading nations, while a trade war with 

the US could send shock-waves 

throughout the global economy.  

 

China’s import demand is forecast to 

increase by only 2.5% p.a. between 

2016 and 2021, significantly slower than 

the 6.1% average annual economic 

growth rate projections. The rebalancing 

of the Chinese economy is expected to 

result in substantially different import 

requirements over time, increasingly 

towards consumption goods. These 

dynamics will impact on South African exports to the country, with demand for mining exports (62% 

of SA exports to China in 2015; mainly iron, chrome and manganese ores) becoming relatively less 

important, but significant opportunities potentially emerging in exporting consumer products such as 

fruit, vegetables, processed food, wines and other manufactured as well as intermediate goods.  

_______________________________________________________________________________ 

 

United States   

 

Economic activity improved in the United States during the third quarter of 2016, rising to 2.9% 

according to the advanced estimate, with unemployment remaining around the 5% mark. 

Furthermore, demand-driven inflationary pressures appear to be surfacing.  

 

The US Federal Reserve (Fed) signalled at its November meeting that interest rates could be 

increased at its next meeting in December. The trade policies, tax reforms and infrastructure 

investment spending advocated by Mr Trump could stoke supply-side inflationary pressures, 

reinforcing the need for pre-emptive action by the Fed. However, this could coincide with a period of 

underperformance, or even a contraction of the US economy as it adjusts to a more isolationist 

policy stance. Mr Trump’s fiscal spending and tax reform plans also imply a massive budgetary 

shortfall, which would have to be financed through additional national debt, estimated at USD 6 

trillion. The uncertainty brought about by such developments may thus call for a complete 

reassessment of the Fed’s policy rate normalisation plans.  

 

Current IMF forecasts point to US imports growing at a faster pace from 2017 onwards as the 

economy gains more traction. However, the president-elect’s policy proposals could instead result 

in muted or even declining import demand over the medium- to long-term. Considering that the US 

is South Africa’s third largest trading partner, such prospects would be generally negative, although 

the focus of US import curtailment would, initially, tend to lie on trading partners with whom the 

economy has substantial trade deficits. South Africa’s trade with the US is fairly balanced.  
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In the shorter- to medium-term, US demand for South African exports is expected to be driven by 

consumer spending, industrial activity and fixed investment expenditure, instead of trade policy. Mr 

Trump has stated that up to USD 1 trillion will be spent on infrastructure (including bridges, roads, 

hospitals, schools etc.) as part of his plans to double the growth rate of the US economy to 4% per 

year. This type of investment spending is 

materials-intensive and therefore 

beneficial for commodities’ markets (both 

volume demand and prices), and 

exporters of industrial materials.  

 

Furthermore, the imposition of punitive 

tariffs on Chinese and Mexican products 

(by up to 45% and 35%, respectively) 

could create opportunities for South 

African exporters. Products that could 

benefit are agricultural products, 

especially fruits, basic iron and steel 

products, as well as fabricated metal 

products. Over the longer-term, 

however, the Trump administration may wish to review the Africa Growth and Opportunity Act, 

potentially raising risks for South African exporters of motor vehicles, parts and accessories, as well 

as agricultural products.  

_______________________________________________________________________________ 

 

Japan  

 

The Japanese economy continues to be hamstrung by deflationary pressures and by a weak export 

performance due to subdued demand in global markets and yen strength. Recent economic 

stimulus measures, which have included a postponement of the hike in the sales tax rate, additional 

fiscal spending, and further monetary policy easing are expected to be supportive of consumer 

spending. Limited immigration into 

Japan, combined with the aging of the 

population, continue to pose a drag on 

the economy’s growth potential.  

 

GDP growth projections of around 0.5% 

per year are in line with the expected 

long-term expansion potential. This 

protracted weakness underpins 

expectations of limited growth in import 

demand, possibly averaging 1.8% p.a. 

over the period 2016 to 2021. Japanese 

imports from South Africa are 

concentrated in PGMs, motor vehicles, 
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iron ore, basic precious and non-metallic minerals, as well as basic iron and steel products, which 

accounted for 85% of all exports to the country in 2015.  

 

The Japanese economy’s continuous shift towards more sustainable and small-scale electricity 

generation, including through home-scale fuel cells, and more stringent vehicle emissions 

standards should continue to support demand for PGMs. Potential loss of access to US markets by 

Chinese exporters may lead to a search for alternative world markets. This could significantly 

increase the extent of competition for South African exporters (e.g. basic iron and steel producers) 

in Far Eastern markets such as Japan’s.  

_______________________________________________________________________________ 

 

United Kingdom 

  

Economic activity has been slowing in the UK since the June referendum resulted in a decision to 

withdraw from the European Union. The subsequent sharp weakening of the pound sterling has, 

however, supported the country’s export performance, particularly manufacturers, although it has 

also brought about imported inflationary pressures.  

 

Continued uncertainty over the withdrawal process, particularly whether it will be a “soft” or “hard” 

Brexit, is hampering investment. Shortly after the prime minister, Theresa May, announced 

Cabinet’s decision to invoke article 50 of the Lisbon Treaty before the end of March 2017, a court 

ruling indicated that parliament must approve such a move. Furthermore, the Scottish and Irish 

governments have indicated that they are not prepared to leave the Brexit negotiations in the hands 

of Downing Street.  

 

Many financial services firms currently operating in London are allegedly preparing to move to 

mainland Europe. A Brexit without concessions to the financial sector is thus likely to dent the City 

of London’s status as a global financial centre, with substantially negative knock-on effects 

throughout the UK’s economy.   

 

Demand for imported products is expected to slow and potentially even contract in line with a 

subdued economic performance as 

Brexit takes its toll.  

 

Lower rates of growth in consumer and 

investment spending, aggravated by a 

weaker pound, are expected to affect the 

demand for some of South Africa’s main 

export products to the UK, which include 

PGMs, agricultural products (especially 

fruit), motor vehicles and wines. Over the 

medium-term, South Africa and its SACU 

partners will negotiate a trade agreement 

with the UK, setting the rules for future 

bilateral trade. 
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Developments in key African export markets 

____________________________________________________________________________ 
 

 Namibia  

 

Namibia’s economic growth is estimated to have slowed to a reasonable 4.3% in 2016, from 5.3% 

in 2015. The pace of expansion is forecast to remain fairly strong over the period to 2021, largely 

driven by increased mining activity, particularly the coming on stream of new uranium mines.  

 

Having exceeded 10% annually, on 

average, over the 10-year period to 2015, 

the rate of increase in import demand is 

expected to moderate going forward. This 

will be due to the tapering off of fixed 

investment activity as some of the major 

capital-intensive infrastructure and private 

sector projects reach completion. 

 

Nevertheless, the relatively small size of 

the Namibian economy, especially its 

limited manufacturing production capacity, 

suggests that it will remain reliant on 

imported goods, particularly from South 

Africa.  With private consumption expenditure expected to record reasonable growth over the next 

few years, demand for consumer goods should remain strong, potentially benefitting South African 

exports of prepared foodstuffs as well as motor vehicles, parts and accessories. Other key 

manufactured export products from South Africa include petroleum fuels, fabricated metal products 

and non-electrical machinery. 

______________________________________________________________________________ 

 

Botswana   

 

A gradual recovery in economic activity is anticipated in Botswana this year. This follows a 0.3% 

contraction in real GDP growth in 2015, despite the implementation of economic stimulus 

measures, for diamond production was particularly weak and the agricultural sector was affected by 

severe drought conditions.  

 

Fixed investment activity is expected to increase from 2017 onwards, underpinned by various 

government-led infrastructure projects, giving some impetus to overall economic growth.  However, 

the pace of expansion could remain subdued in the crucial mining sector, with its diamond segment 

remaining particularly vulnerable to developments in external markets, particularly the US economy 

as it is Botswana’s major diamond export market.   
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The IMF forecasts a further 2.6% decline 

in imports in real terms in 2016 (-1.7% in 

2015). Import demand is, however, 

expected to pick up sharply in 2017 and to 

remain relatively strong over the outlook 

period to 2021 as demand for capital 

goods increases on the back of various 

mining, energy and construction projects.  

 

The anticipated increase in demand for 

machinery for mining and construction, 

petroleum products and food supplies 

should benefit export-oriented South 

African manufacturers. These products, 

together with motor vehicles, non-ferrous metal ores and chemical products (such as 

pharmaceuticals, soaps and detergents) already feature among the key South African export 

product categories traded in Botswana. 

_______________________________________________________________________________ 

 

Mozambique    

 

Economic conditions in Mozambique have deteriorated markedly. Investor sentiment has weakened 

considerably since 2015, partly due to the decline in commodity prices, but principally as revelations 

of previously undisclosed government 

debts led to substantial downgrades of 

the country’s sovereign ratings and 

affected its access to capital markets.  

 

Liquidity constraints, rising inflation and 

declining government spending are 

adversely affecting economic growth. 

Since domestic demand is seriously weak 

at present, while foreign exchange is in 

short supply, import growth is forecast to 

be negative in 2016 and 2017.  

 

Should the macroeconomic environment 

improve and investor confidence return, 

an acceleration of economic growth is anticipated from 2017 onward. The ramping-up of 

infrastructure and energy projects (including gas and coal production), as well as a general 

recovery in economic activity, should spur growth in import demand as from 2018.  

 

Donor aid and assistance remains critical for Mozambique and, therefore, changes in the US 

administration could further impact on already strained relations with Western countries. This would 

jeopardise some of the social infrastructure and development projects in the pipeline.  
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However, considering the general lack of domestic manufacturing capacity for capital goods in 

Mozambique, South African exporters could benefit from the start or resumption of large projects 

when economic conditions normalise. Much of the required machinery and equipment - such as 

structural and fabricated metal products, electric motors and generators, as well as equipment for 

electricity distribution and control - already make a large contribution to South Africa’s export basket 

to Mozambique. 

_______________________________________________________________________________ 

 

Zambia  

   

Subdued copper prices and reduced demand from China, coupled with fiscal austerity and 

persistent infrastructure constraints domestically continue to weigh on the pace of economic 

expansion in Zambia.  However, expectations are that the downturn in economic activity may 

bottom out this year, particularly as the impact of El Niño related drought conditions subside and 

election-related uncertainties in the run-up to the August 2016 elections also diminish.   

 

Economic growth is forecast to recover 

modestly to just over 4% p.a., on average, 

over the 5-year period to 2021. This 

should be supported by a recovery in 

copper mining activity, higher agricultural 

production, as well as increased 

hydroelectricity generation. However, 

downside risks remain, particularly those 

linked to developments in key trading 

partners such as China and the US.   

 

Persistently weak commodity prices and 

relatively subdued domestic demand are 

likely to keep import growth significantly 

low in real terms over the forecast period, potentially recording annual declines from 2016 to 2018, 

before recovering moderately from 2019 to 2021. This could have a dampening effect on some of 

South Africa’s export-oriented sectors considering that machinery and equipment products 

contributed almost one-quarter of South Africa’s exports to Zambia in 2015. 

_______________________________________________________________________________ 

 

Zimbabwe   

 

Political uncertainty, low commodity prices and volume demand, significantly weakened 

manufacturing and mining activity due to foreign currency shortages, erratic supply of inputs, 

infrastructure constraints and low investor sentiment continue to weigh on Zimbabwe’s economic 

growth. The economy is forecast to enter into a recession in 2016. 
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Considering persistently low activity levels 

across various sectors and reduced 

demand for mineral resources, the IMF 

expects Zimbabwe’s GDP to decline by 

0.3% and 2.5% in real terms in 2016 and 

2017, respectively.   

 

A lethargic annual growth of just over 1% 

per year, on average, may ensue over the 

period 2018 to 2021.  Reduced fixed 

investment activity, impacted by a 

challenging economic and business 

environment, as well as a subdued 

outlook for the consumer market, are 

expected to limit prospects for import growth.  However, substantially reduced agricultural and 

manufacturing capacity in the country should underpin some increases in import demand, 

especially from South Africa. 
 

 

 ECONOMIC DEVELOPMENTS IN SOUTH AFRICA. 

 

The South African economy has experienced a declining growth trend in recent years. Real GDP 

increased by only 0.3%, on a year-on-year basis, over the first half of 2016. The weakness has 

been fairly broad-based across all sectors of the economy. The agricultural sector was severely 

affected by the worst drought on record, while weak global demand and lower commodity prices 

impacted adversely on the mining sector. Subdued domestic demand and difficult operating 

conditions took their toll on the manufacturing sector, with its output expanding at a very modest 

pace. The services sectors, in general, also recorded rather subdued rates of growth.  

 

A challenging environment is 

affecting the ability and 

propensity of households to 

spend, as well as the justification 

for, and the capability of 

businesses to invest, as reflected 

by the declining contributions to 

overall GDP growth over time. 

With domestic demand expected 

to remain constrained in the 

short-term, the focus should lie 

on export market development as 

a means to provide some impetus 

to growth in the South African 

economy.  
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Household spending 

Consumer sentiment is presently at low levels, reflecting the fragile state of household budgets, 

very high debt levels, low income growth, higher inflation, as well as poor employment prospects. 

According to the Quarterly Employment Statistics, 67 000 jobs were lost in the formal non-

agricultural sectors of the economy (mostly in community services, which includes government 

services) in the second quarter of the year, relative to the previous quarter.  

 

The difficulties faced by South African consumers were reflected in the sharp moderation in retail 

trade sales growth to just 0.2% in August 2016 (on a year-on-year basis) - the weakest rate of 

increase in more than two years. Households are still reducing their spending on durable items 

such as motor vehicles, furniture and 

appliances. Expenditure on passenger 

cars fell by 12% in the first ten months 

of 2016, compared to the same period 

in 2015, with the 9.5% drop in October 

being the 20
th
 consecutive monthly 

decline.  

 

The ratio of household debt to 

disposable income remains very high, 

having measured 75.1% in the second 

quarter of 2016. This is, nevertheless, 

substantially lower than the peak of 

87.8% recorded at the beginning of 

2008. About 40% of all credit active 

consumers have an impaired record, 

being more than three months in arrears with respect to their debt repayment obligations. 

 

Growth in household demand for new credit decelerated to just 1.2% (year-on-year) in September 

2016, an all-time low, and stricter lending practices by the financial sector are impacting further on 

credit extension. Households in higher income brackets should also brace themselves for higher 

personal income taxes in 2017.   

 

The consumer environment is likely to remain challenging for some time. Household spending is 

expected to grow at a subdued pace of 0.6% in 2016, mainly due to the sharp contraction 

anticipated in durable goods’ purchases. However, as the macroeconomic growth momentum 

improves in the years ahead and jobs are created in the process, consumer confidence is likely to 

recover. Healthier household balance sheets should gradually permit higher rates of increase in 

consumer spending towards the latter part of the outlook period. 

 

Government consumption spending 

Expenditure by general government has come under increased pressure in recent years due to a 

revenue squeeze. Consequently, cost-cutting measures have had to be introduced to ensure fiscal 
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consolidation and debt sustainability. In 2015, growth in final consumption expenditure by general 

government increased by merely 0.2%, the lowest rate since 1998, when it contracted by 2.2%.   

 

As an increasingly limited fiscal space affects government’s spending plans, concerns are being 

expressed over expanding employment levels in the public sector, which underscores a rising wage 

bill, as well as debt-servicing costs, which have been one of the fastest growing expenditure items 

in recent years.  Government reaffirmed its commitment to fiscal stability in the Medium Term 

Budget Policy Statement (MTBPS) released in October.  

 

Although the budget deficit as a percentage of GDP is expected to decline over the next three 

years, the borrowing requirement remains fairly substantial at an average of about R165 billion p.a. 

during this period. Moreover, 

according to the MTBPS the 

gross loan debt ratio is forecast 

to peak at 53% in the 2018/19 

fiscal year, with some 

moderation thereafter. 

 

The credit rating agencies have 

for some time expressed 

concerns about the rising public 

sector debt, which, together with 

government guarantees to state-

owned enterprises is gradually 

approaching 60% of GDP. 

Although these agencies have 

generally welcomed the fiscal 

consolidation efforts outlined in 

the MTBPS, they remain concerned with the weak growth prospects for the South African economy, 

the slow pace at which structural issues hindering its potential are being addressed, as well as 

recent political developments. The rating agencies will thus continue to scrutinise public spending 

outcomes and the performance of other fiscal metrics so as to inform their ratings decisions.  

 

The indicators that are of particular importance to the ratings agencies are indicated in the table 

below. The specific triggers for changes in ratings are not generally known. However, Moody’s has 

indicated that GDP growth of below 0.2% in 2016 would potentially trigger a ratings downgrade, 

while S&P considers a GDP per capita of above USD4 000 as a minimum requirement for an 

investment grade rating, among other criteria. A ratio of gross loan debt of government plus 

guarantees to GDP of below 60% is generally required by these agencies for an investment grade 

rating. 

 

The critical measurable metrics for the ratings agencies have not deteriorated significantly between 

the Budget (February 2016) and the MTBPS (October 2016), supporting the view that the metrics 

as currently estimated/projected still justify an investment grade rating for South Africa. Concerns 

regarding fiscal slippage have been partly addressed by the lowering of the expenditure ceiling in 

October, supporting the fiscal consolidation required as revenue collections remain under pressure. 



 

15 

 

Economic overview  

 GDP growth 

(calendar 

year 2016) 

Gross loan 

debt of govt. 

plus 

guarantees as 

a % of GDP 

(fiscal year) 

Budget deficit 

as a % of 

GDP 

USD GDP per 

capita 

(USD) 

Expenditure 

ceiling 

(2016/17) 

Budget (February) 2016 

projections 

0.9% 56.9% 

(peak 2016-19) 

3.2% N/A R1 152 bn 

MTBPS (October) 2016 

projection 

0.5% 55.8% 

(2016) 

3.4% N/A R1 144 bn 

IDC projections 0.2% - 3.5% USD5 639 p.a. 

ave. 2016-

2019 

- 

Key level per indicator  Minimum 

0.2% 

(Moody’s) 

Maximum 60% 

(generally) 

Unknown Minimum 

USD4 000 p.a. 

(S&P) 

Unknown 

 

 

The political stability and institutional strength assessments are of a more subjective nature, and 

are deemed to be the greatest risk for a ratings’ downgrade. However, since the last ratings’ 

reviews conducted earlier in 2016, some of the crucial South African institutions are thought to have 

confirmed their independence from political influence and have shown continued stability, especially 

the judiciary, SARB, Public Protector and Auditor General.        

 

Fixed investment activity 

Gross fixed capital formation declined by 2.6% in real terms in the first six months of 2016, on a 

year-on-year basis. General government continued to invest in much needed economic 

infrastructure and sustained sizeable investment spending in social infrastructure (e.g. schools, 

hospitals, clinics). However, a deteriorating domestic economic environment and sluggish demand 

resulted in the postponement of some investment projects by public corporations. After contracting 

by 0.6% in 2015, private sector 

investment fell sharply (-4.9% in 

real terms) in the first six months 

of 2016. 

 

Private sector investment is 

forecast to contract by 5% in 2016 

and to rise only marginally in 

2017. Insufficient demand, spare 

production capacity, rising 

production costs and uncertainty 

regarding economic growth 

prospects locally and abroad are 

affecting business confidence and 

will impact negatively on 

investment spending in the short-

term.  
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Economic overview  

The need for basic social and community infrastructure will require sustained investment by general 

government, with its capital expenditure projected to grow by 4% per year, on average, over the 

period 2016 to 2021. Investment outlays by public corporations are forecast to expand at a rather 

modest pace of 1.7% p.a. over the next couple of years, as some of the large projects such as 

Medupi and Kusile are nearing completion. 

 

Going forward, the private sector should benefit from the R987.4 billion in infrastructure investment 

spending budgeted by government and state-owned companies for the next three years. Such 

expenditure will be accompanied by increased localisation efforts, with positive spin-offs for 

business enterprises. In addition, the wide range of designated products for public sector 

consumption should also provide business opportunities for the respective sectors.  

 

Baring adverse developments in the global economic order, investment activity by the domestic 

private sector should resume an upward trend as local demand gradually recovers and export 

performance improves over the outlook period. However, risks abound in an increasingly 

protectionist world. With the US, China and Europe being amongst South Africa’s most important 

trading partners, slower economic activity and import demand in their economies would impact 

negatively on the export sector’s performance and investment activity, including inward investment 

flows. Other African economies would experience similar challenges, in turn affecting their demand 

for South African exports and the performance of South African investments in these economies. 

 

Export performance 

The first nine months of 2016 saw a considerable improvement in South Africa’s external trade 

performance. The deficit on the balance of trade narrowed to R10.5 billion, compared to R60.2 

billion for the same period in 2015.  

 

At the sectoral level, the value of mining exports rose quite strongly, largely underpinned by a R13.7 

billion increase in gold exports and a modest rise in PGM exports. However, this improved 

performance was mainly the result of higher commodity prices and a weaker Rand, as many 

segments of the domestic mining sector recorded lower export volumes over this period.    

 

The manufacturing sector’s trade deficit declined by R30 billion over the period January to 

September 2016, on a year-on-year basis, but remained substantial at R224 billion. A steep rise in 

the exports of motor vehicles and parts contributed to this improvement, with meaningful 

contributions also emanating from the manufacturing sub-sectors producing basic iron and steel, 

processed food, as well as paper and paper products.  

 

Considering expectations of subdued growth in domestic demand persisting for some time, local 

business enterprises should focus increasingly on global trade by expanding exports to existing 

foreign clients and/or by identifying new/alternative markets. Relative Rand weakness coupled with 

the anticipated improvement in global growth should support South Africa’s export performance 

over the outlook period. However, the downside risks are still substantial, particularly if the US does 

adopt a more protectionist trade policy going forward. This could result in retaliatory measures from 

other countries and therefore destabilise world trade flows and overall economic growth.    
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Economic overview  

From the perspective of South African exports, import demand projections for key trading partners 

are of particular interest. Relatively strong import growth was projected by the International 

Monetary Fund (IMF) in its October 2016 World Economic Outlook for some of South Africa’s key 

trading partners over the next five years, as illustrated below. This provides reason for measured 

optimism regarding external demand for South African exports over the outlook period. The select 

regions and countries reflected in the chart accounted for 64% of South Africa’s overall 

merchandise export basket in 2015, highlighting the importance of economic growth and demand 

conditions in these key markets.  

 

South Africa’s total trade (exports and imports) with the US stood at R153 billion in 2015, with 

exports worth R76.5 billion. Key merchandise exports to the US included PGMs (valued at R15.9 

billion); motor vehicles (R14.9 billion); basic iron and steel (R7.0 billion); basic chemicals (R6.4 

billion); as well as motor vehicle parts and accessories (R5.5 billion). These categories had a 

combined share of 65% in the overall export basket sold in the US market last year.  

 

South Africa is also benefitting significantly from the African Growth and Opportunity Act (AGOA). 

Approximately 30% of all exports to the US are covered by this arrangement, with the sector 

producing motor vehicles, parts and accessories being by far the largest beneficiary. In turn, South 

Africa’s imports from the US consist largely of machinery and equipment; chemicals and chemical 

products; motor vehicles, parts and accessories; other transport equipment (mainly aircraft); 

medical and surgical equipment; as well as petroleum and petroleum products.     

 

More than 40% of South Africa’s manufactured exports are sold in other African markets. Namibia 

and Botswana are the top export destinations in Africa, having accounted for almost 37% of South 

Africa’s exports destined for the continent last year. The export basket to countries elsewhere in 
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Africa totalled R289 billion in 2015 and was dominated by machinery and equipment (such as 

mining and agricultural machinery) with a 15.2% share in the basket; chemicals and chemical 

products (12.7%); processed food (10.2%); motor vehicles, parts and accessories (9.5%); 

petroleum and petroleum products (7.7%); fabricated metal products (4.8%); basic iron and steel 

(4.6%); and primary agricultural products (4.2%).  

 

China, which is South Africa’s single largest export destination at the individual country level, is set 

to experience a further moderation of its growth momentum over the outlook period to 2021, with 

import demand forecast to decelerate quite sharply. This is likely to continue having negative 

implications for Africa’s commodity exporters, including South Africa.  

 

Growth prospects 

Conditions in the South African economy appear to be improving slowly, as reflected by the up-tick 

in the leading business cycle indicator in recent months. GDP growth is, nevertheless, estimated to 

be marginal (0.2%) in 2016 due to several unfavourable trends, as outlined earlier in the report.  

 

Consumer inflation is expected to peak at 6.4% in the final quarter of 2016, followed by a gradual 

declining trend in subsequent years (although remaining close to the upper-end of the inflation 

target band). Interest rates are expected to follow suit, with a modest decline anticipated from the 

final quarter of 2018 onward. The Monetary Policy Committee would, therefore, still be following a 

growth-supportive monetary policy stance.  

 

Barring extraordinary adverse developments, whether domestically or internationally, such as the 

potential impact of US policy changes on the world economy, GDP growth is expected to recover 

modestly in 2017 and to reach higher, albeit still sub-optimal, growth rates later in the outlook 

period. Lower interest rates, along with an envisaged improvement in local economic conditions and 

increased job creation, should underpin a higher growth momentum with regards to household 

spending and fixed investment activity.  
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Economic overview  

With global demand conditions anticipated to recover steadily and commodity prices possibly 

edging slightly higher, South Africa’s export performance should improve significantly over the 

outlook period. However, a gradually higher economic momentum is also anticipated to result in 

increased demand for imported goods, especially for fixed investment purposes, and, later on, due 

to rising household spending. 
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