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HIGHLIGHTS 

 

Perceptions of economic conditions globally at the present time are satisfactory and the 

near-term outlook is fairly positive. Sentiment has improved in North America and Europe, 

although not across all countries, but has deteriorated in Asia, Latin America and the 

Commonwealth of Independent States, especially in China, Brazil and Russia.  

 

World exports moderated at the start of 2014, but future prospects are improving.   

Lower export volumes achieved by emerging economies brought down the global performance 

in the opening months of the year. Nevertheless, the World Trade Organization expects global 

exports to increase at a faster pace this year, with a further acceleration projected for 2015.  

 

The US economy contracted in the 1st quarter of the year as harsh climatic conditions 

hampered construction activity and affected inventory accumulation. Nonetheless, 

economic activity has since rebounded, as evidenced by stronger manufacturing production 

activity and retail sales in recent months, while payroll figures have now exceeded the pre-

crisis peak. Hence, expectations are that the US Federal Reserve will proceed with the 

tapering of quantitative easing, potentially bringing it to a conclusion by year-end. 

 

The economic recovery in the Eurozone remains fragile and disinflationary forces are 

worrisome.  At its June meeting the European Central Bank sent a strong support signal with 

a policy package that included a lower benchmark rate and a €400 billion low-interest rate, 

long-term loan programme aimed at stimulating bank lending, keeping inflation at healthier 

levels and weakening the euro for improved producer competitiveness.    

 

China’s growth in the 1st quarter fell marginally short of the target for 2014 as a whole.  

Although President Xi Jinping has stated that the country must adapt to a “new normal” pace of 

economic expansion, stimulus measures ranging from higher infrastructure investment to faster 

spending by local governments and tax cuts, among others, reflect a determination to reach the 

7.5% goal, even if it means delaying the structural rebalancing required by the economy.       

 

Africa’s economic prospects remain positive, with most sub-regions expected to post 

growth rates of over 4% this year. North Africa is the only exception, as it still faces socio-

political instability. Sub-Saharan Africa as a whole is anticipated to record growth of 5.8% and 

higher over the next couple of years. Downside risks are largely related to fragile growth in 

European markets and slower rates of expansion in China, considering the potential impact on 

export demand and commodity prices. 

 

South Africa’s GDP contracted by 0.6% on a quarter-on-quarter and annualised basis in 

the 1st quarter of 2014, as protracted strike activity in platinum mining took its toll. 

Although not surprising, it was an extremely disappointing performance. On a year-on-year 

basis, however, GDP expanded by 1.6%. In the absence of the direct and indirect impacts 

associated with such industrial action, including worker remuneration and spending, the 

economy could have posted year-on-year growth of 2.8% in the 1st quarter of 2014, according 

to our estimates. 
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Although South Africa continues to post increases in nominal export values, these are 

being elevated by weaker exchange rates and not necessarily by higher export volumes. 

If the weakening of the rand against a basket of currencies is taken into account, exports over 

the first four months of 2014 may have been 5.7% lower than in the corresponding period last 

year, indicating that trading conditions in global markets remain very challenging.  

 

Although a technical recession is not anticipated in the 1st semester, economic growth 

projections for 2014 have been lowered to 1.8%.  The threat of stagflation is also posing a 

serious predicament for policy-makers, as carefully balanced actions will be essential to 

contain inflationary pressures without stalling economic activity. Furthermore, South Africa 

faces the risk of a potential downgrading of its sovereign ratings in the forthcoming reviews by 

Standard & Poor’s and Fitch Ratings.  

 

IMPLICATIONS FOR SOUTH AFRICAN BUSINESS  

 Subdued external demand for South African exports, especially in very fragile European 

markets and a slowing Chinese economy, coupled with weakening consumption growth 

domestically require that local businesses intensify market penetration efforts where the 

expansion momentum is either recovering, such as in the United States, or relatively 

robust, as in numerous African economies. 

 Continued rapid growth in Sub-Saharan Africa, underpinned by high levels of investment 

activity and household spending, bodes well for local businesses seeking to expand or 

develop new external markets. In the 1st quarter of 2014, South Africa’s merchandise 

exports to the rest of Africa (including BLNS countries) increased by 21.4% relative to the 

same period in 2013, reaching a total of R93.2 billion.   

 Over-capacity in some industrial commodities, coupled with the weaker Chinese demand 

dynamic may imply that the downward trend in prices either remains in place or is not 

significantly reversed in the months ahead, with adverse implications for mining 

investments and also affecting investor appetite. Even in platinum markets, where supply 

shortages are reportedly the largest in more than thirty years due to supply disruptions in 

South Africa and stronger demand globally, international prices remain under pressure.    

 Protracted industrial action in critical areas of domestic mining and the looming threat of its 

extension to other sectors of economic activity could have far-reaching implications in 

various sectors of economic activity. Furthermore, in the light of considerable linkages with 

the rest of the economy, the adverse impact on already subdued levels of domestic 

demand may be considerable. 

 Household consumption growth is likely to remain weak at least in the short-term, with 

unfavourable implications for business enterprises supplying goods or services to the most 

affected market segments. On a positive note, import replacement opportunities may have 

surfaced due to prolonged rand weakness. 



 

4 

 

Economic overview  

 Although a relatively weaker currency may be providing price advantages to business 

enterprises, whether import-competing or export-oriented, it is not only critical that efforts 

be made to identify new markets or expand existing ones in the face of fierce international 

competition, but also that operational efficiencies and cost-containment measures be 

continuously implemented at firm level in order to sustain competitive advantages. 

 Anaemic economic growth domestically over the short-term and potentially modest 

expansion over the medium-term do not bode well for employment creation, aggravated by 

the increasing trend towards mechanisation of production activities considering the extent 

and nature of industrial action in recent times. 

 Should international credit rating agencies downgrade South Africa’s sovereign ratings, a 

series of negative implications are likely to ensue, including higher borrowing costs for the 

state and public corporations, potential delays or reconsideration of capital investment 

projects and a damper on investor confidence levels. 

 The continuously upward trending domestic equities market, clearly unrelated to the 

performance of the real economy, largely unsubstantiated by fundamentals and where 

generally overpriced stocks are translating into P:E ratios that are significantly above long-

term averages, poses significant risk of a sudden and sharp correction.  
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GLOBAL ECONOMIC CONDITIONS 
 

Recent surveys of economic sentiment globally reflect a satisfactory assessment of current 

conditions and a fairly positive outlook for the next six months. Improvements have been 

registered in North America and Europe, although sentiment remains subdued in the core 

economies of France and Italy, as well as in the peripheral Greek and Portuguese economies. 

In contrast, sentiment indicators deteriorated both with respect to prevailing economic 

conditions and near-term expectations in the case of Latin America, the Commonwealth of 

Independent States and Asia, particularly in Brazil, Russia and China.     

 

World export trade moderated in the opening months of 2014. Whereas emerging economies 

collectively reported a drop in export volumes, advanced economies posted a very modest 

improvement. The World Trade Organization expects global trade volumes to rise at a faster 

pace of 4.7% this year, from 2.6% in 2013, strengthening further to 5.3% in 2015.    

 

The US economy stumbled in the opening quarter of this year as severe weather conditions 

reportedly affected economic activity, including construction, private sector fixed investment 

and inventory accumulation. 

A significant decline in 

exports aggravated the 

performance and US gross 

domestic product (GDP) 

consequently contracted by 

1% in the first quarter of 

2014 on a quarter-on-

quarter, annualised basis. 

Nonetheless, economic 

activity has since been fairly 

robust, underpinned by 

relatively higher consumer 

and business confidence 

levels, as well as improving 

labour market conditions.   

 

The US economy added 217 000 jobs in May, after a 282 000 increase in April. Average 

monthly employment gains since the start of 2014 have amounted to 265 000 and the 

unemployment rate is down to 6.3%, the lowest in almost six-years. The latest consumer 

confidence reading was the highest in over six years, with the optimism having been reflected 

in firmer retail sales and stronger manufacturing activity in recent months.  Inflation, in turn, 

edged higher to a 9-month high of 2% in April 2014, driven by a 3.3% rise in energy prices.  

 

Such developments are expected to support a significant rebound in US growth in the second 

quarter of 2014, rendering the preceding contraction temporary and contributing towards the 

2.8% increase in real GDP projected by the International Monetary Fund (IMF) for the year as a 

whole.  The US Federal Reserve is thus likely to continue tapering its quantitative easing 
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strategy. The process began in January 2014 at a reduction rate of USD10 billion per month, 

with expectations that it will be concluded by the end of the year, barring economic shocks.      

 

In the Eurozone, although an economic recovery is underway, significant downside risks 

remain. The monetary bloc’s GDP registered a 0.8% annualised growth rate in the opening 

quarter of 2014, reflecting the persistent fragility of economic performances not only in 

peripheral economies, but also in some of its core economies.  For instance, growth in France 

was stagnant whilst the Netherlands experienced a contraction. Considering this performance, 

the jobless rate in the Eurozone as a whole remained high at 11.7% in April, with the 

unemployment rates in Greece and Spain at substantially higher levels.   

 

Economic conditions are, however, expected to improve gradually in the Eurozone over the 

course of 2014, supported by accommodative monetary policy and financing conditions. At its 

June meeting, the European Central Bank (ECB) reduced the benchmark rate from 0.25% to 

0.15%, a fraction of the 1% when Mario Draghi took over its Presidency in December 2011.     

It also set a negative rate (-0.1%) on banks’ deposits, essentially charging them for parking 

funds overnight with the ECB.  In addition, a €400 billion low interest rate, long-term loan facility 

(TLTRO) was introduced to improve commercial bank lending to the household sector 

(excluding loans for the purchase of houses) and the non-financial private sector. The ECB is 

also preparing for outright asset-backed securities purchases should these prove necessary. 

 

The objective of the package is to lift commercial bank lending to the real economy, counter 

disinflationary forces and contribute to a potential weakening of the euro in order to enhance 

the international competitiveness of Eurozone producers.   

 

The ECB targets inflation at just below 2% over the medium term and, therefore, with the rate 

at around 0.5% in May (down from 0.7% in April 2014 and from 0.85% at the end of 2013), the 

bank perceives it as having entered a ‘danger zone (that) must be addressed’, lest it result in a 

negative price spiral.   

 

Compounding the downward influence of subdued demand on consumer price inflation in the 

Eurozone, the weaker commodity price trajectory and strong euro have reduced cost-push 

pressures at the producer level. Commodity markets have generally been negatively affected 

by pedestrian economic activity in industrialised countries as well as by slowing investment 

activity in China, which has traditionally been highly resource-intensive.  

 

Mario Draghi has, however, emphasized that the Eurozone is nowhere near facing the deflation 

predicament that froze the Japanese economy for a long period of time. As regards credit 

provision, since borrowing appetite is generally limited in the Eurozone at this juncture, 

particularly in its peripheral economies, the impact of the ECB’s recent policy adjustment may 

fall short of expectations. Furthermore, it is not a lasting solution for long-term growth and in 

the short run may actually contribute to capital outflows in search of higher yields, including in 

emerging markets such as South Africa, which is not in the bloc’s interests.   
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Despite on-going fiscal adjustments, the ratio of public debt to GDP in the Eurozone has been 

rising and may reach a peak of about 96% during the course of this year, before declining 

gradually thereafter.  

 

Although investor sentiment 

towards sovereigns within the 

euro area has improved 

markedly, a number of 

member states are struggling 

to curb public debt levels, 

including Greece, Ireland, 

Portugal and Spain.  

Although continued structural 

adjustments are necessary in 

these economies to make a 

significant dent on overall 

debt servicing costs over time 

and eventually provide the 

fiscal space for reduced 

austerity, the road to full 

recovery will be long and 

arduous.  The IMF projects 

Eurozone growth at 1.2% this year, from a contraction in 2013, and potentially accelerating to 

1.5% in 2015. 

 

Turning to China, faced with contracting export demand and a slower pace of investment, the 

Asian giant’s economic growth moderated to 7.4% in the first quarter of 2014, the slowest rate 

in six quarters. To sustain the expansion momentum and ensure a 7.5% increase in real GDP 

for the year as a whole, the Chinese authorities have introduced stimulus measures, including 

faster spending of government budgets and increased investment in railway infrastructure.   

 

Such measures appear to be having a positive impact, as manufacturing sector activity gained 

impetus for the third consecutive month in May, recording the fastest rate of increase in five 

months. The purchasing managers’ index (PMI) in turn rose to 50.8, from 50.4 in April, thus 

confirming a fairly modest expansionary momentum. Retail sales have also been rising in 

recent times, following robust increases in the disposable incomes of both rural and urban 

dwellers and lower consumer price inflation, which fell from an average of 2.6% in 2013 to 2% 

more recently.  

 

With regard to external trade, the 7% year-on-year growth in exports recorded in May 

exceeded expectations, but the 1.6% fall in China’s imports was not only unanticipated but 

reflects the relatively subdued state of the economy.   
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AFRICA’S ECONOMIC PROSPECTS 

Prospects for the African continent remain favourable, with the 2014 African Economic Outlook 

recently released by the African Development Bank in conjunction with the Organisation for 

Economic Co-operation and 

Development forecasting growth 

of 4.8% and 5.7% for 2014 and 

2015, respectively.   Sub-Saharan 

Africa, in turn, may record higher 

growth rates at 5.8% and 5.9% 

over the two-year period. Such 

forecasts are, however, subject to 

a number of risks and 

uncertainties, particularly at the 

sub-regional and/or country levels. 

Political instability and insecurity in 

some African countries could 

impact negatively on their 

economic performance, while 

China’s growth trajectory will 

affect the fortunes of commodity-

exporting countries.  

 

Although the remarkable growth story of the African continent has in some countries been largely 

domestically driven, favourable external conditions have played a crucial role in the broader 

narrative. Hence, global developments and the associated risks remain key to the sustainability of 

the continent’s rapid expansion.  

 

Furthermore, there are growing calls across various global institutions for the structural 

transformation of African economies, not only to build greater resilience to external shocks, but 

more critically to ensure that growth is more inclusive, thus enhancing the economic participation 

and livelihoods of their expanding populations. Strong emphasis is being placed on the need to 

capitalise on their resource endowments by developing diversified and strong industrial bases that 

are well integrated in regional and global value chains. 

 
 
ECONOMIC DEVELOPMENTS IN SOUTH AFRICA 
 
The South African economy contracted by 0.6% on a quarter-on-quarter, seasonally adjusted and 

annualised basis in the opening quarter of 2014. This extremely disappointing performance was 

largely attributable to a sharp 24.7% contraction in the valued added (GDP) by the mining sector, 

especially platinum mining, and the 4.4% decline in manufacturing value-add. Compared to the first 

quarter of 2013, South Africa’s gross domestic product expanded by 1.6% in real terms.  

 

The negative repercussions of protracted industrial action in platinum mining have been clearly 

extending to other sectors due to strong linkages with the economy at large, while also affecting 

private consumption expenditure, fixed investment intentions, export trade and government’s fiscal 

position.  
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According to the affected platinum mining 

companies, workers forfeited approximately 

R4.7 billion in wages during the first quarter of 

2014. Assuming a spending composition broadly 

in line with wider household consumption 

patterns, the reduced expenditure associated with 

this quantum of remuneration foregone is 

estimated to have lowered overall year-on-year 

GDP growth by 0.6 of a percentage point, with the 

largest impacts felt by the wholesale and retail 

trade as well as personal services sectors.  

 

Furthermore, the reduction in spending by 

platinum mining companies on intermediate 

products and services, estimated at around R3.9 

billion, may have directly and indirectly reduced 

overall year-on-year GDP growth by a further 0.6 

of a percentage point. Consequently, in the 

absence of these adverse impacts associated 

with labour unrest in platinum mining, the 

economy could have reported a 2.8% year-on-

year growth rate in the first quarter of 2014, 

instead of 1.6%. 

 

Even if the platinum mining strike is resolved early 

in June, very limited, if any, recovery in production 

will be recorded in the second quarter, as it 

reportedly takes at least three months to resume 

full-scale production. A resumption of operations 

across the platinum mining sub-sector during the 

course of June would, however, contribute 

significantly to a rebound in GDP growth in the 

third quarter of the year.  

 

The impact of the shutdown of platinum mining operations on the manufacturing sector was 

captured in the seasonally adjusted Kagiso PMI for May, which declined to 44.3 points from 47.4 

points in April (a reading below 50 indicates a contraction).  The continued decline in the PMI was 

attributed to reduced orders from the mining sector, which provides a critical mass of demand for 

some manufacturers, without which they either cannot or struggle to sustain their production 

activity. The employment sub-index recorded its lowest level since June 2009, at 38.1 points, 

indicating possible substantial job losses in coming months.  

 

The current downward pressure is not only emanating from the mining front, but also from the motor 

vehicles industry. New vehicle sales declined by 11.8% over the period January-May 2014 

compared to the same period a year earlier. Exports of new vehicles in turn fell by 24.8%, indicating 

that one of the largest manufacturing sub-sectors is struggling and cannot be expected to provide 

support to overall economic activity at this stage. 

 

Mining revenue: 
-R10.7bn

Mining intermediate 
spending: 
-R3.9bn

Direct and indirect 
impact on GDP: 

-R5.5bn

Mining employee 
compensation: 

-R4.7bn

Total impact in 
real terms: 

-R5.8bn 

Impact on SA 
y-o-y GDP growth: 

-1.2 percentage points

Estimated impact of the platinum mining 
strike on the SA economy in Q1 2014 

Source: IDC calculations 
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The lower volume of motor vehicle exports is not discernible in the nominal trade data (excluding 

trade with Botswana, Lesotho, Namibia and Swaziland - BLNS) for the first four months of 2014, as 

the broad vehicles and other transport equipment segment recorded a 3.4% increase in value terms 

relative to the same period in 2013. However, the South African rand has weakened significantly 

since the start of 2013. Once this effect is removed by deflating the trade data with the nominal 

effective exchange rate (NEER), this export segment recorded a 12.4% contraction.  

 

Furthermore, if the effect of 

the weakening exchange rate 

is removed from the overall 

trade data, the adjusted export 

performance reflects a 5.7% 

contraction, year-on-year, over 

the first four months of 2014, 

while the equivalent figure for 

imports is a 2.5% decline. The 

downward trend in the NEER-

adjusted export index since 

2011, as illustrated in the 

accompanying chart, is 

indicative of the difficult 

trading environment globally, 

despite the increased price 

competitiveness brought about 

by a weaker currency. 

Similarly, a downward trend in NEER-adjusted exports since 2011 is observed when trade with the 

BLNS countries is included in the analysis, although the extent of the decline is more muted.  

Nonetheless, local manufacturers expect an improved export performance in 2014 according to the 

latest Bureau for Economic Research (BER) survey. 

 

The threat of stagflation in the South African economy is becoming increasingly real, posing serious 

predicaments for policy-makers.  Growth prospects deteriorated markedly in the light of on-going 

industrial action in the platinum mining sub-sector and the subsequent spill-over effects to various 

supplying and supporting industries economy-wide.   

 

Real GDP growth has consequently been 

revised sharply downward to 1.8% in 2014, 

but the economy is not anticipated to fall 

back into a technical recession (two 

consecutive quarters of negative growth) 

despite very challenging conditions. 

Assuming very modest growth in the 

tertiary and manufacturing sectors (in the 

latter instance from a negative base in the 

previous quarter) and a further contraction in mining output (albeit not to the same extent as in the 

first quarter of 2014), real GDP growth is estimated to be modestly positive on a quarter-on-quarter 

basis in the second quarter of the year.   

Economic variable 2013 2014f 2015f

Real GDP growth (%) 1.9 1.8 3.0

Fixed investment (%) 4.7 3.8 6.9

Current account (% of GDP) -5.8 -5.9 -5.7

Inflation (CPI) (%) 5.8 6.1 5.8

REPO Rate (%) 5.0 6.0 6.5

Outlook for the South African economy

Source: IDC, compiled from historical SARB data, IDC forecasts
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However, the risks are tilted to the downside as conditions could turn out to be worse than currently 

anticipated. Of special concern is the possibility of industrial action in platinum mining being 

protracted further, thus preventing mining operations and supporting industries/services from 

returning to normal levels of activity. Moreover, threats of strike action in other sectors of the 

economy, if materialised, would also impact negatively on output growth. Consumer price inflation 

(CPI) increased by 6.1% in April 2014 and headline producer price inflation (PPI) recorded an 8.8% 

rise. Expectations are that CPI will only move below the 6% ceiling of the inflation target band, on 

average, during the fourth quarter of 2014.  

 

The Monetary Policy Committee (MPC) of the South African Reserve Bank (SARB) is clearly 

assessing the trade-offs very carefully, having to anchor inflation expectations in the presence of 

underlying and systemic inflationary pressures, while cognisant of the adverse impact of further 

interest rate increases on household spending and investment activity. Accordingly, depending on 

the performance of the economy and the extent of currency weakness, the MPC may raise interest 

rates by a further 50 basis points during the second semester of 2014, possibly in two separate 

hikes of 25 basis points each.  

 

The fiscal authorities, in turn, will face higher than anticipated pressure as slower growth limits tax 

revenue, making the attainment of budgeted deficits difficult without reigning in government 

expenditure. Raising the overall tax burden on the economy would only hamper its performance 

further and is thus unlikely, although potential tax reforms currently under review could be 

supportive of economic activity. On the spending side the space for fiscal stimulation is very limited, 

making the execution of the public sector’s capital expenditure programme with substantially higher 

levels of local procurement critical for growth in the short-term.  

 

South Africa’s economic environment will once again 

come under the spotlight as international rating 

agencies Standard & Poor’s (S&P) and Fitch 

Ratings (Fitch) will soon release their latest 

sovereign ratings for the country. Their current 

ratings stand two notches above the minimum 

investment grade rating (refer to adjoining table). 

Both these agencies have South Africa on a 

negative outlook, with the deterioration in certain 

economic variables, especially the budget and 

current account deficits, being of particular concern.  

 

Rating agency Moody’s is not required to publish its 

release dates in advance and thus the timing of its 

next rating review is unknown. It should be noted, 

however, that the Moody’s rating for South Africa is 

currently one notch above the equivalents of S&P 

and Fitch. 

 

Should South Africa’s credit rating be reduced by 

one notch by S&P and/or Fitch, this would keep it 

barely within the investment category, with 

Moody's S&P Fitch Investment grade

Aaa AAA AAA Prime

Aa1 AA+ AA+

Aa2 AA AA

Aa3 AA- AA-

A1 A+ A+

A2 A A

A3 A- A-

Baa1 BBB+ BBB+

Baa2 BBB BBB

Baa3 BBB- BBB-

Ba1 BB+ BB+

Ba2 BB BB

Ba3 BB- BB-

B1 B+ B+

B2 B B

B3 B- B-

Caa1 CCC+ Substantial risk

Caa2 CCC Extremely speculative

Caa3 CCC-

CC

C

C DDD

/ DD

Lower medium grade

Non-investment/ 

speculative grade

Highly speculative

Default imminent with 

little prospect for 

recovery

In default

South Africa's long-term credit ratings

D

Ca

CCC

High grade

Upper medium grade
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significant implications for the economy. Foreign investor interest in domestic bonds could be 

affected, particularly as global fund managers may start reconsidering the extent of their exposure 

to South African bonds, since a further rating downgrade would preclude them from continuing to 

include such assets in their investment portfolios. This could reduce capital inflows that are critical 

in funding the substantial current account deficit. 

 

The increased difficulty and cost of raising the required capital for the on-going public sector 

investment programmes could result in a significant cutback in these plans, especially in the light of 

an already tight fiscal position.  Reduced inflows or even capital flight would result in exchange rate 

weakness and, consequently, in higher inflationary pressures. The threat of stagflation would 

escalate, further limiting the policy options available for the monetary and fiscal authorities.  
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