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HIGHLIGHTS 

 

The global economic recovery continues to be supported by substantial, albeit gradually 

reducing monetary stimuli in advanced economies. The USA experienced a stronger GDP 

growth momentum as 2013 progressed, and the Eurozone recorded a clear improvement in the 

final quarter. Nonetheless, the US Fed continues to pursue a highly accommodative monetary 

policy stance as conditions in the labour market remain challenging, while the ECB President has 

hinted to further policy stimulus due to rising concerns over disinflationary trends and the adverse 

economic effects of a very strong euro.  

 

World manufacturing activity continued to expand in the first quarter of 2014, albeit at a 

slower pace. The pace of expansion in manufacturing output was fairly strong in a number of 

advanced economies, including the USA, Japan, the UK and Germany. Some economies on the 

Eurozone’s periphery have also recorded improved manufacturing sector performances. These are 

encouraging signs of a sustained recovery in advanced economies, although challenges persist. In 

contrast, manufacturing output growth eased in China during the first quarter of the year. 

  

Global economic growth is projected to accelerate in 2014 and 2015, with the improved 

outlook spanning all major regions. The advanced economies are expected to report 

progressively stronger GDP growth, whilst projected rates of expansion for emerging and 

developing economies are only slightly higher than in the preceding two years. 

 

Conditions in industrial commodity markets, however, remain quite challenging. This has 

been largely due to more subdued demand emanating from China as fixed investment moderated 

significantly. With the recovery in industrialised economies projected to stay on course over the 

months ahead, the slowdown in China’s economic growth is the main downside risk factor at play 

for commodities.  

 

Medium-term growth projections for Sub-Saharan Africa remain strong. The anticipated 

improvement in external demand, together with robust domestic demand driven by rising 

investment activity and private consumption spending should support the growth momentum over 

the next few years.  Downside risks to this positive outlook include the impact of lower commodity 

prices on a number of African economies and possible reversals in capital flows. 

 

Protracted industrial action in South Africa’s platinum industry is seriously affecting the 

mining sector’s performance in 2014 and will impact adversely on the balance of trade.  

Production volumes in PGMs mining fell by almost 16% on a year-on-year basis in the first two 

months of 2014 and, although such developments have not yet been visible in the external trade 

data released thus far in 2014 due to the use of existing stocks to supply foreign customers, 

negative impacts are likely to ensue.  

 

The domestic manufacturing sector appears to be benefitting gradually from the weaker 

exchange rate.  The rand’s depreciation has increased the price competitiveness of South African 

manufactured products in external markets, while providing a degree of protection vis-à-vis 

competing foreign products in local markets. However, conditions remain generally challenging in 

the broad manufacturing sector, as reflected by weak PMI readings and modest output growth in 

the opening two months of 2014. 
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Concerned with the weak growth momentum and cognisant of the absence of demand-pull 

inflationary pressures, the MPC appears reluctant to raise interest rates excessively despite 

accelerating inflation. The committee is expected to raise the repo rate by a further 100 basis 

points before the end of the year, possibly through 50 basis point increases in the second and 

fourth quarters of 2014. The SARB has moderated its GDP growth projections for 2014 to 2.6%, 

marginally higher than the IDC’s 2.5% forecast.   

 

 

IMPLICATIONS FOR SOUTH AFRICAN BUSINESS  

 An improved global economic performance, particularly in advanced economies, should have a 

beneficial impact on South Africa’s export sector, especially manufacturing operations.  

 Similarly, 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. The African continent has become an increasingly important 

market for South African exports, with the basket being fairly diversified. 

 Industrial commodity exporters are experiencing challenging demand conditions in key 

emerging markets, particularly China and India. These are being reflected in down-trending, 

relatively weak or stagnant commodity prices. However, the expressed intention of the Chinese 

authorities to implement several measures in support of domestic demand and economic 

growth, including higher fixed investment expenditure on rail infrastructure and the building of 

affordable housing, may arrest or reverse the adverse trend to some extent. Furthermore, 

progressively faster growth in advanced economies will have positive spin-offs for the export 

sectors of economies such as China’s, with indirect benefits in terms of resource requirements. 

India’s economy, in turn, is projected to post a significant acceleration in 2014. 

 Protracted industrial action in segments of the domestic mining sector continues to pose serious 

downside risks in terms of national economic performance, not only due to the respective 

sectoral impacts, but also the strong linkages with other sectors of the economy, as well as 

important aspects such as fiscal revenue and the country’s attractiveness as an investment 

environment.  

 Although the weaker currency may be providing price advantages for domestic producers, 

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 in the global 

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

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

 Household consumption demand is likely to remain subdued at least in the short-term, with 

unfavourable implications for business enterprises supplying goods or services to specific 

market segments. On a positive note, import replacement opportunities have surfaced due to 

prolonged rand weakness.    
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GLOBAL ECONOMIC CONDITIONS 
 

The global economy is showing further encouraging signs of a sustained recovery, although growth 

trends are divergent across countries and regions. The momentum has strengthened in the world’s 

most advanced economies, particularly the United States in the second half of 2013 and to a much 

lesser extent the Eurozone in the final quarter of the year.  In turn, the emerging markets and 

developing economies as a group experienced a moderation in economic growth across all regions 

in 2013, with the exception of Sub-Saharan Africa as it recorded a similar pace to that of 2012.  

 

Manufacturing activity in the world at large expanded for 16 consecutive months to March 2014, but 

the rate of increase moderated somewhat in the first quarter of the current year, as reflected by 

purchasing managers’ index (PMI) data. In Asia, manufacturing output growth eased as business 

conditions in China worsened in 

the first quarter of 2014, whilst 

India reported a slight moderation 

in March 2014 after having 

reached a 12-month high in 

February. Manufacturing activity 

remained weak in South Korea 

during the opening quarter of the 

year, but expanded at a robust 

pace in Japan.  In the United 

States, manufacturing production 

has now posted positive growth 

for more than four years, 

confirming continued resilience in 

this key sector. The Eurozone, in 

turn, reported relatively strong 

rates of increase in manufacturing output in the opening months of this year, following a prolonged 

period of contraction. Despite easing further in March, manufacturing activity remains strong in 

Germany, whilst in France the manufacturing PMI has risen to its highest level in almost three 

years. Manufacturing conditions improved further in countries such as Spain and Greece, whereas 

in Italy the solid expansionary momentum continued, supported by higher export orders.     

    

Considering recent developments in advanced economies, indications are that the pace of 

expansion for the global economy could be stronger in 2014. A sustained recovery is anticipated in 

the United States, as industrial output is rising at a fairly robust pace, jobs are being created, private 

sector fixed investment is expanding and export performance has improved. However, job market 

conditions remain challenging, as recently emphasised by Federal Reserve Chair Janet Yellen, thus 

justifying the continued monetary policy support. Furthermore, household consumption expenditure 

could expand at a slower pace since confidence levels fell in recent months in the face of yet very 

high household indebtedness.  

 

For the Eurozone, a gradual recovery is anticipated, underpinned by factors such as rising business 

confidence, a rebound in consumer confidence to a six-year high in March 2014, improving labour 

market conditions as unemployment rates seemingly stabilise and fixed investment activity picks 

up. However, the economic recovery in this regional bloc remains fragile, with the International 

Monetary Fund (IMF) and the Organization for Economic Cooperation and Development (OECD) 
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recently suggesting that the European Central Bank (ECB) should introduce unconventional 

monetary stimulus to support growth, in a similar fashion to the policy actions pursued in the United 

States and United Kingdom. Since then, ECB President Mario Draghi has indicated that this 

regional monetary authority could be embarking on bond-buying across a range of assets, possibly 

complemented by a further lowering of interest rates, as concerns over very low rates of inflation 

are mounting and an excessively strong euro is impacting on the region’s export performance. 

 

Upwardly trending composite leading business cycle indicators in the United States, Japan, the 

Eurozone and the United Kingdom also underpin the more optimistic outlook for advanced 

economies. However, this contrasts with the declining trends observed for leading indicators in 

emerging markets such as China, India, Russia, Brazil, Chile, Mexico and Turkey. 

 

World GDP growth is expected to measure 3.6% in 2014 (up from 3% in 2013) and to accelerate to 

3.9% by 2015, according to the IMF’s latest World Economic Outlook (April 2014). Advanced 

economies are projected to grow at a more rapid pace, with real GDP growth averaging 2.3% per 

annum over the outlook period 

2014 to 2019.  The United States 

economy is forecast to expand, 

on average, by 2.7% p.a., whilst 

lower average annual growth 

rates are forecast for the United 

Kingdom (2.5%), the Eurozone 

(1.5%) and Japan (1%). 

European economies such as 

those of Italy, Spain, Portugal, 

Ireland and Greece are expected 

to return to positive rates of 

annual growth in 2014, although 

at varying speeds, with the 

positive growth momentum likely 

to be maintained over the 

forecast period to 2019. 

 

Emerging markets and developing economies as a group are projected to record real GDP growth 

of 5.3% p.a. over this period, implying a moderation in most regions when compared to the rates of 

expansion achieved prior to the global recession. Sub-Saharan Africa, however, is forecast to report 

fairly robust rates of growth, at an average of 5.5% per year over the outlook period.    

 

China’s growth is expected to decelerate from 7.5% in 2014 to 6.5% by 2019, averaging 7% 

annually over the six years. Following a prolonged period of extraordinarily rapid growth from 2003 

to 2012, the rate of expansion was more subdued in 2013. China’s State Council has accordingly 

announced a number of measures to support domestic demand and higher rates of economic 

growth. These include an acceleration of fixed investment expenditure on rail infrastructure, the 

building of affordable housing to replace the so-called shanty towns, and the provision of tax relief 

for the SME sector.  At 7.4% (year-on-year) in the first quarter of 2014, China’s economic growth 

was at its slowest in 18 months, justifying the concerns of the Chinese authorities. 
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Despite improved economic conditions globally, downward pressure on commodity prices persisted 

over the first quarter of 2014. The continuing decline in China’s composite leading indicator, which 

started in the second half of 2013, has been mirrored by downwardly trending industrial commodity 

prices. Such trends may persist in the months ahead considering China’s growth outlook. With 

regard to South Africa’s most important mineral exports (i.e. iron ore, gold, platinum and coal), the 

iron ore market has been affected 

particularly harshly by reduced 

Chinese demand due to 

decelerating fixed investment 

activity, especially construction 

(which accounts for over 60% of 

China’s steel consumption). 

Despite the seeming conclusion 

of the steel inventory destocking 

cycle, growth in Chinese demand 

for steel is projected to remain 

relatively weak going forward 

and, accordingly, the outlook for 

iron ore prices is expected to 

remain negative over the short- to 

medium-term. 

 

Energy commodity prices have also been adversely affected by subdued levels of economic activity 

in parts of the globe, with Richards Bay thermal coal prices recording a sharp -8.9% decline (year-

on-year) in the first quarter of 2014. It is anticipated that structural impediments to growth in key 

Asian markets for coal, such as India, will weigh on coal prices in the short- to medium-term. 

Precious metals have tracked the weaker price trajectory of the overall commodity complex. With 

investor risk aversion subsiding, the gold price is expected to remain relatively weak. However, 

further downside risk is limited by the recent uptick in US inflation expectations, which may begin to 

attract some longer-term asset allocation towards gold, while physical demand is expanding in large 

markets like China.  Platinum prices, in turn, have been range-bound despite forced supply-side 

cutbacks due to protracted industrial action in South African mines. Large above ground stockpiles 

as well as scrap and recycled metal have so far prevented a surge in platinum prices, but the 

supply-side cutback should bring forward the projected platinum supply deficit over the months 

ahead, which would be supportive of higher platinum prices. 

     

 

AFRICA’S GROWTH PROSPECTS 

 
Growth in the Sub-Saharan Africa (SSA) region remained relatively strong at 4.9% in 2013, despite 

a yet challenging global environment. This growth was supported by strong domestic demand, 

particularly fixed investment, which has risen gradually over the years from 17.2% of GDP in 2000 

to 19.7% in 2005, and to an estimated 23% by 2013 for the region as a whole.  Most economies, 

especially those of low-income countries and some resource-rich countries contributed to SSA’s 

economic performance. However, slower growth in South Africa, in particular, put a damper on 

overall regional performance.  Based on the IMF’s latest forecasts, real GDP growth in SSA is 

anticipated to come in at 5.4% in 2014 and 5.5% in 2015, partly supported by the expected 
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strengthening in external demand, especially from advanced economies, as alluded to in the 

previous section. 

 

The growth momentum forecast for the next few years is expected to be driven largely by the 

continuing expansion of infrastructure projects aimed at improving productive capacity, by 

investments in various mining projects and by strong household spending across the region.  Gains 

associated with improving political and security positions in some countries, as well as economic 

and structural reforms undertaken by many low-income countries should add further impetus.   

  

Nearly half of the countries in SSA are expected to record average annual growth rates of 6% and 

above over the period 2014 to 2019, as illustrated below. Some countries, such as Sierra Leone 

and Liberia in West Africa, are projected to post very rapid growth on the back of continuing 

investments in natural resources and infrastructure, as well as increased mining production. Growth 

in the East African sub-region is also expected to remain robust, thanks to increased investment 

activity in the natural gas and oil sectors, as well in agriculture in the case of Ethiopia. Mozambique, 

in turn, is likely to reap substantial growth-inducing benefits from the exploration of its own natural 

gas.     

 

 

 
Despite the favourable outlook for SSA, there are persistent vulnerabilities and emerging downside 

risks. With some countries already facing weakened fiscal and external balances, slower growth in 

China and the tightening of global financing could have an adverse impact on a number of SSA 

economies.  Countries that are heavily dependent on resource-based exports and emerging market 

conditions, particularly China, as well as those with deep global financial linkages, would be the 

most vulnerable.  However, on balance, SSA’s growth outlook remains quite positive. 
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ECONOMIC DEVELOPMENTS IN SOUTH AFRICA 
 
South Africa’s economic growth prospects continue to lag those of most of Sub-Saharan Africa’s 

economies.  Projections are being revised downwardly due to continued industrial action in the 

mining sector, limitations in electricity supply, as well as sub-par consumer and investor confidence 

levels, among other factors.  

 

Sectoral production and employment  

Production volumes in South Africa’s mining sector posted a growth rate of 4.1% in 2013, supported 

largely by manganese (23.6% increase in output volumes), chrome (+20.7%), copper (+15.7%), 

diamonds (+13.2%) and iron ore (+6.6%).  The output of the gold and platinum group metals 

(PGMs) mining segments increased by only 3.4% and 3.9%, respectively, whilst coal production 

contracted by 1.3% in 2013. The short-term outlook for the mining sector remains generally 

negative as protracted industrial action in the platinum industry and constrained electricity supply 

affect the production front, and reduced resource requirements in key emerging markets exacerbate 

the situation on the demand side.  

 

During 2013, the gold mining sector posted a contraction in employment over successive rounds of 

collective bargaining, despite short-term increases in production. The coal mining sub-sector 

surprisingly expanded its workforce by 3.7% (or 3 200 employees) despite a decline in output (refer 

to the graph below for a comparison of employment and output growth in 2013 for the various sub-

sectors of South African mining and manufacturing). Coal production declined further in the opening 

months of 2014 partly due to heavy rains.   
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The ‘other mining’ sub-sector reported an increase in output and a slight expansion in employment 

levels in 2013. Its performance is strongly influenced by developments in the platinum mining 

segment, which has been adversely affected by prolonged industrial action. To illustrate, the 

physical volume of production in the PGMs mining declined by 15.9% (year-on-year) in the first two 

months of 2014, negatively impacting on the production of chrome ore (down by a marginal 0.1%) 

as a by-product of platinum mining activity.  Some support for the ‘other mining’ sub-sector is being 

provided by other metallic minerals (39.4% increase y-o-y in the first two months of the year), 

manganese ore (+31.3%) and nickel (+22.1%), although these segments account for relatively 

small portions of the ‘other mining’ sub-sector’s overall production.  

 

Although subdued, growth in South Africa’s broad manufacturing sector remained in positive 

territory at 1.2% in 2013, with output levels in many of its sub-sectors rebounding during the year 

despite a challenging economic environment both domestically and globally (refer to the graph on 

the previous page). Manufacturing sub-sectors that recorded increases in production as well as 

employment gains in 2013 included: footwear; television, radio and communication equipment; 

electrical machinery; food; beverages; as well as metal products, excluding machinery.  

 

The following sub-sectors reported higher levels of employment despite contractions in output: 

machinery and equipment; as well as coke and refined petroleum products. The effects of industrial 

action were felt particularly in the motor vehicles, parts and accessories sub-sector of 

manufacturing, which experienced lower production and employment levels in 2013.  Weak 

domestic demand and import competition impacted negatively on the furniture and wood products 

sub-sectors, with consequential losses in employment.   

 

During the first two months of 2014, the following manufacturing sub-sectors reported positive 

growth in their physical volume of production: television, radio and communication equipment 

(6.8%); food (6.1%); electrical machinery (5.5%); footwear (5.1%); as well as metal products, 

excluding machinery (0.7%). The motor vehicles, parts and accessories sub-sector still struggled to 

recover from the industrial action experienced during the third quarter of 2013, with its physical 

volume of production in the opening two months of 2014 remaining below the levels recorded over 

the same period in 2013. The wood and wood products sub-sector recorded a 1.9% increase, year-

on-year, in its volume of production over the first two months of 2014.  

 

The outlook for the manufacturing sector is not particularly promising considering rather subdued 

business confidence levels and the 50.1 reading of the purchasing managers index (PMI) in March, 

down from 51.7 in February, driven largely by declines in new sales orders. Nonetheless, the sector 

is likely to benefit from improved price competitiveness in external markets due to the weaker rand, 

particularly as demand conditions gradually improve in advanced economies, while being in a better 

position to withstand competition from foreign products in the domestic market.   

 

South African households remain under pressure, with factors such as high levels of indebtedness 

and unemployment, a gradual consolidation of household finances, slowing demand for unsecured 

lending and, more recently, the hike in interest rates coming into play.  Consequently, spending on 

durable and semi-durable goods has been rather sluggish. Retailers reported weak growth in sales 

in the opening two months of 2014, reflecting the pressure that consumers are facing following 

higher prices for food, petrol and transportation in recent times. On aggregate, consumer 

confidence levels remained weak in the opening quarter of this year and expectations are that 
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household consumption spending will stay subdued during the first semester.  Despite the 

continued difficult trading environment, the broader trade sector (including wholesale, retail and 

motor trade) posted employment gains in 2013, thanks to its ability to absorb semi-skilled 

personnel. In fact, most services sectors managed to record employment gains as well as 

increased value-add (GDP) in 2013, as illustrated below.  

 

 

 
Although GDP growth in the financial services sector accelerated in 2013, employment creation 

was relatively weak. The building construction sector reported moderate growth in its value addition 

as non-residential building activity continued to outperform the residential building sector. The poor 

performance of the residential building sector continues to reflect the pressures being experienced 

by households. The building construction sector shed some 8 000 formal sector jobs in 2013, but 

prospects appear to be improving as indicated by the steady rise in the building confidence index to 

its highest level in more than five years, at 52 index points, in the first quarter of 2014.  

 

Civil engineering activity remains relatively strong on the back of public sector infrastructure 

investment, but in contrast the electricity sector’s performance continues to reflect supply-side 

constraints and the adverse effects of demand-side management on its GDP. Electricity supply 

constraints are likely to persist at least until the end of 2014 when the first unit of the Medupi power 

station is scheduled to start operating.  
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Sectoral trade performance 

The cumulative trade deficit over the first two months of 2014 measured R15.2 billion, lower than 

the R20.2 billion recorded over the same period in 2013, thanks to higher exports of mineral 

products, as well as base metals and articles thereof, especially ferro-alloys.  South Africa’s exports 

increased by 20.8% (year-on-year)  in nominal value terms over the first two months of the year, 

compared to a 14.8% rise in imports, possibly starting to reflect the respective effects of a weaker 

currency. The lower production of PGMs due to continued strike activity was not yet reflected in the 

country’s trade data, as the affected mining houses have reduced existing stockpiles to meet 

contractual obligations. However, as these stockpiles are depleted, the adverse impact on exports 

proceeds will be significant.  

 

The export propensity (i.e. the ratio of exports relative to total output) of the country’s manufacturing 

sub-sectors increased across the board in 2013. The ‘other transport equipment’ sub-sector, for 

instance, although contributing only 1.3% of total manufacturing exports recorded an almost 7 

percentage point increase in its export propensity, whilst its import penetration (i.e. the ratio of 

imports relative to domestic demand) declined by nearly 3 percentage points. The electrical 

machinery sub-sector, in turn, witnessed a significant increase (over 7 percentage points) in its 

import penetration, reflecting the import intensity of the on-going public sector infrastructure build 

programme, specifically expansions and upgrades of the electricity supply network. The decline in 

the coal mining sector’s export propensity was likely a reflection of higher domestic demand 

coupled with more subdued resource requirements in external markets, particularly in Asia. 
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Concluding remarks 

Thus far, the impact of the weaker currency on consumer price inflation has been modest (5.9% in 

February 2014), as it has remained within the target band of 3%-6%.  However, expectations are 

that the upper band will be breached over the course of 2014, with a return to within the band 

during the first half of 2015.   

 

Despite the South African Reserve Bank’s (SARB) Monetary Policy Committee’s 50 basis points 

hike in the repo rate late in January 2014 so as to anchor inflation expectations, the rate remains 

marginally negative in real terms. However, the situation may be reversed should additional rate 

hikes ensue during the course of the year, as is widely anticipated. The MPC is expected to raise 

the repo rate by a further 100 basis points before the end of the year, possibly through 50 basis 

point increases each during the second and fourth quarters.  

 

The SARB appears reluctant to raise interest rates excessively due to the weak economic growth 

momentum and the absence of demand-pull pressures on the inflation front. The SARB has 

moderated its GDP growth projections for 2014 to 2.6%, which is above the IMF forecast of 2.3%, 

the 2.4% average of private sector analysts’ projections (these range from 1.6% to 3.2%) and the 

IDC’s 2.5%.   

 


