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HIGHLIGHTS 

 

Prospects for global growth are being seriously compromised by the sovereign, banking and 

liquidity crises affecting the Eurozone.  The protracted and inadequate responses of the monetary 

union’s leadership have unnecessarily contributed to the deteriorating conditions, increased 

uncertainty levels and, consequently, possibly prolonged the hardship for the affected parties.  

Confidence levels have been plummeting and the financial markets are reflecting the 

underlying anxiety. Investment capital has been moving to assets perceived to be safer, especially 

US treasuries and German bonds, despite the miniscule returns. The borrowing costs of troubled 

countries on the Eurozone’s periphery, in turn, remain stubbornly excessive. These recently reached 

record highs in the case of Spain, despite the €100 billion lifeline made available for the 

recapitalisation of some of its banks.  

Decisive, comprehensive and timely action is critical, as the future of the Eurozone is at stake. 

If effective steps towards a lasting solution are not taken swiftly, a catastrophic chain of events could 

be set off by one or more of the states in crisis, possibly Greece, in the not too distant future. The 

consequential economic costs could be enormous and widespread.   

Unaccompanied by growth inducing measures, the austerity programmes being rolled-out in 

several Eurozone countries may impose years of adversity. Serious structural adjustments are 

absolutely necessary in most instances, so as to enhance the competitiveness of these economies 

and restore their financial stability. However, protracted economic contraction, followed by stagnation, 

is likely to result in escalating social unrest. Growth stimulation is thus essential to take the weaker 

states out of crisis mode. 

The repercussions of the Eurozone mayhem are being felt around the world, with the recovery 

under threat in other advanced economies and the pace of growth decelerating in several 

emerging economies. The vulnerability of the US economy to external shocks is being increasingly 

exposed and its growth rate is becoming rather anaemic. China, in turn, is again implementing growth 

stimulating measures in order to counter the possibility of a worse than anticipated slowdown. 

Weak international demand, especially in European markets, as well as insufficient local 

consumption, are compromising China’s ability to continue posting the growth rates required 

to maintain socio-political stability. Softening growth has prompted a reversal of strategy, with 

monetary policy recently eased and infrastructure spending again accelerated. However, the long-

term recipe lies in a better balance between investment activity and household spending, as well as 

between external and domestic demand.  

The Brazilian economy slowed significantly in 2011 and the weaker tempo may prevail for the 

remainder of 2012 and possibly into 2013. A strong Brazilian real has been singled out for blame, 

but the fact remains that numerous constraints of a regulatory nature, compounded by infrastructural 

bottlenecks, are hindering the economy’s growth potential.   

South Africa’s very open economy makes it particularly vulnerable to external shocks. The 

sluggish recovery in parts of the advanced world and stagnation or recessionary conditions in others, 

are among the strongest inhibitors of economic activity at home. Europe accounted for approximately 

26% of South Africa’s merchandise exports in 2011 and weakening demand in this regional market 

does not bode well for export-oriented sectors, particularly manufacturing. Moreover, domestic 
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productivity and real wage increases have not been keeping pace with global trends and, in 

conjunction with infrastructural constraints and regulatory burdens, have been eroding the 

competitiveness of local industry.  

Critical as it is to reduce unemployment levels, particularly amongst South Africa’s youth, it 

has proven extremely difficult to reverse the large job losses incurred since the onset of the 

crisis. Comparing the opening quarter of 2012 with the closing quarter of 2008, the government and 

community services sector, as well as financial services, have been the only significant net gainers of 

jobs, whilst manufacturing, which has shed the largest number of jobs at the broad sector level, is still 

facing difficult trading conditions and excess production capacity in several of its sub-sectors.   

The Monetary Policy Committee (MPC) left the repo rate unchanged at its recent meeting, in 

line with expectations. The outlook for consumer price inflation has improved in recent months due 

to lower commodity prices, especially crude oil.  Interest rates are likely to remain steady in support of 

growth, with the MPC having indicated that it is ready to either cut (in light of global market 

turbulence) or raise the repo rate, should circumstances warrant it.  

  

IMPLICATIONS FOR BUSINESS  

The very difficult situation in the Eurozone, if prolonged in an unresolved manner, will continue posing 

a drag on South Africa’s economic growth beyond the near-term, with the adverse impact magnified if 

the crisis intensifies or, in a worst case scenario, spirals out of control.  

The most affected sector in terms of export sales is manufacturing, since Europe is the single largest 

regional destination for manufactured exports. Consequently, several industrial sectors are likely to 

remain under pressure for quite some time, and should prepare for a possible deterioration in external 

market conditions. Moreover, since China is expected to experience a slowdown despite the recent 

stimulus, demand for commodities such as iron ore, chrome and manganese, among others, may 

become more subdued, with unfavourable implications for export volumes and prices. 

Increased risk aversion towards emerging markets has resulted in substantial currency weakness, 

with the rand falling sharply to recent lows of close to R8.50 to the US dollar.  This compares to 

around R7.45 per USD in early March 2012. Although this has enhanced price competitiveness in 

global markets, export benefits may not necessarily be forthcoming due to weak demand conditions 

internationally, whilst imported inflation could exert upward pressure on operating costs.  

However, domestic inflation has recently surprised on the downside.  Although the drop in crude oil 

prices from recent highs of around USD128 per barrel to below USD100 has been most welcomed, 

part of the benefits have been eroded by relative rand weakness of late. 

Continued global uncertainty and modest growth prospects for the South African economy, along with 

surplus capacity in several domestic industries, are likely to result in subdued levels of fixed 

investment by the private sector, at least in the short-term. Hence the importance of sustaining (and 

preferably raising) public sector investment activity, accompanied by focused efforts to maximise local 

procurement. Less optimistic expectations for private sector fixed investment activity will, regrettably, 

have a negative impact on much-needed job creation.   
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1. GLOBAL ECONOMIC CONDITIONS 

The world economy again finds itself at dangerous crossroads. The prevailing financial turmoil and 

the inadequacy of measures taken thus far to abate it, are impacting heavily on confidence levels and 

the economic performance of the European Union. They are also compromising the growth outlook 

for other advanced economies such as the United States (US) and emerging economies like China, 

Brazil and South Africa.  

The Eurozone is the epicentre of the mayhem. The sovereign debt, banking and liquidity crises being 

experienced by several economies in its periphery, along with the protracted indecisiveness of this 

monetary union’s leadership, are putting at risk the euro project in its entirety and sending dangerous 

shockwaves across the global financial system.  It is not only the future of the Eurozone that is at 

stake, but also the world’s economic prospects, due to the immeasurable costs of financial contagion 

should a disorderly break-up materialise.  

Europe’s fifth largest economy, Spain, has joined the ranks of countries requiring financial assistance. 

The Eurozone has agreed to lend up to €100 billion to Spain for the recapitalisation of its stricken 

banks, which have been hit hard by a cocktail of economic recession, a massive property crash and 

extremely high unemployment. Compounded by the level of national indebtedness and fiscal 

constraints, this set of serious economic challenges facing Spain highlights the need for effective 

structural reform, far beyond the measures being taken to stabilise its banking system. The fourth 

largest European economy, Italy, is also under severe pressure and again under the radar, facing 

rising borrowing costs, while gradually attempting to resolve its own structural problems.  

At this juncture, the future of the Eurozone is not so much in the hands of the five countries that find 

themselves in a precarious financial situation. Instead, the ultimate outcome may be determined by 

the timing and effectiveness of eventual action by Europe’s leaders, the European Central Bank and 

principal creditor nations, particularly Germany. The incremental approach, thus far, has not delivered 

anything resembling a lasting solution. Continued procrastination and ineffectual half measures may 

lead to a catastrophic result.   

If the required steps are not implemented timeously, Greece could trigger off a disastrous chain of 

events. Opinion polls indicate that the majority of Greeks wish to remain in the Eurozone, but it is 

obvious that they are also opposed to the austerity plan as it currently stands and would wish to see it 

renegotiated so as to stimulate growth. The electoral poll scheduled for 17 June may yet again be 

inconclusive, but either way, an exit of Greece from the Eurozone may prove inevitable. The flow-

chart on the following page attempts to map possible scenarios based on certain decision points or 

developments in Greece, highlighting potential repercussions for its economy, the wider Eurozone 

and the rest of the world.  The probability of Greece eventually exiting the Eurozone is leading 

potentially affected parties to prepare contingency plans based on a range of possible outcomes. 

Should it materialise European leaders, especially those of its core economies, will frantically attempt 

to limit the contagion effects so as to prevent the exit of its weakest member states and/or the 

breakup of the Eurozone altogether.  

Ultimately, a sustainable solution for the Eurozone crisis is likely to entail a fine balancing act between 

the strict austerity path advocated by Germany and growth stimulation championed by France. The 

ultimate policy package would most likely include concrete steps towards fiscal integration, which 

would enable Germany and other creditor nations to possibly accept the introduction of specific 

Eurozone-wide mechanisms, such as a deposit insurance scheme and/or bonds issued and jointly 

guaranteed by its member states, among others. Strong objections to increased oversight from 

Brussels will surely be voiced by citizens at the country level, as this would compromise their national 

sovereignty, but the costly alternative may be too grim to contemplate.  
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Greece 
decides 

to… 

…remain 
in the 

Eurozone 

…exit 
from the 

Eurozone 

Adherence to 
austerity plan 

Non-
adherence to 
austerity plan 

Suspension of bail-
out funding, 
leading to … 

Limited 
adherence to 
austerity plan 

Renegotiation of 
bailout funding, 
support for bank 
recapitalisation 

with growth 
supportive 
initiatives 

Continued 
assistance from 

Eurozone, 
including further 
bailout funding 

  

Managed/ 
supported by the 

EU, with the 
necessary 

actions taken 
timeously, incl. 

substantial 
financial support 

Disorderly exit 
from the 

Eurozone 

Impact on Greece 

Prolonged recessionary 
conditions, with continued 

foreign support. Social 
tension and protest would 
continue, making it difficult 

to implement required 
reforms 

Recessionary conditions as 
structural reforms are 

undertaken, borrowing costs 
remain excessive due to 

high risk profile. Continued 
external uncertainty over 

Greece’s commitment to a 
sustainable solution. 

Greece introduces new  
currency, which depreciates 

sharply. Swift and severe 
adjustments to the 

economic structure. 
Continued economic 

contraction over the short-
term, significant drop in 

living standards. 

Greece defaults on its debt 
obligations and is cutoff 

from the Eurozone’s 
payments system. 

Domestic capital flight, 
financial system collapse 
and state in an extremely 

precarious situation. 
Severe (new) currency 
depreciation. Access to 

external funding extremely 
limited and costly. Much 
sharper and protracted 

economic contraction and 
deterioration of living 

standards. 

Impact on the Eurozone 

Short-term financial system 
instability, wider contagion contained 

through strong ECB intervention. 
Euro rescue plan becomes essential. 
Relatively short economic recession.  

Recessions in peripheral countries 
with weak growth in core countries, 
continued financial system & state 

debt concerns. Investors continue to 
avoid peripheral country debt 

pushing borrowing costs higher 

Limited growth with financial system 
stability and state debt concerns still 
elevated. Other peripheral countries 
renegotiate austerity commitments in 

an attempt to encourage domestic 
growth. Borrowing costs remain high 
as investors remain sceptical of the 

sustainability of economic plans.  

Firewalls set up to protect peripheral 
countries hold contagion. Losses 

incurred on Greek debt, heightened 
uncertainty & risk concerns exacerbate 
liquidity crisis, compromise recovery. 
Euro rescue plan becomes critical. 

Contagion leads to Eurozone break 
up, but some core countries may 

remain. Widespread losses, deposit 
flight and a series of bank busts 

compromise banking systems. Several 
states with very weak economic and 

fiscal positions. Immeasurable 
economic costs, exacerbated by panic 

and uncertainty. Deeper and 
prolonged Eurozone recession, 

depression in certain economies. 

Impact on the rest of the 
world/SA 

 

Financial systems remain 
constrained as fiscal space 

in numerous countries is 
severely limited. 

International trade slows 
due to financing and 
demand constraints. 

Increased global investor 
uncertainty, continued 

capital movement towards 
perceived safe havens. 

Increased volatility in forex 
markets, world bourses 
and commodity markets. 

Heightened global financial 
instability in the short-term, 
followed by limited stability. 
Gradual recovery of investor 
confidence and risk appetite. 

World demand remains 
subdued for some time. 

Global financial system under 
strain as default fears escalate. 
World trade affected by liquidity 

squeeze and negative 
sentiment.  

Global trade and financial 
flows seriously disrupted by 
extreme risk aversion, credit 

squeeze and heightened 
uncertainty. World recession 
may ensue. New currencies 
introduced, further state and 
multilateral support to rescue 

compromised financial 
systems. 

Decision by 
Greece Foreign support 

Source: IDC 

Greece and the euro:  

Choices, possible repercussions 
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The World Bank recently estimated that the world economy could expand by 2.5% in 2012, compared 

to 2.7% in 2011. The downside risks to this forecast are substantial. 

 

The weaker global performance is due to the expectation that the Eurozone would contract by 0.3% in 

2012, from a growth of 1.6% in 2011. Although its two largest economies, Germany and France, are 

expected to report growth of 0.9% and 0.2%, respectively, in 2012, first quarter data has indicated 

that the German economy expanded by 0.5% (seasonally adjusted quarter-on-quarter), while the 

French economy reported no growth over this period. The weaker than anticipated performance of the 

French economy and uncertainty over the future of the Eurozone indicate that the growth forecasts for 

its two economic powerhouses may turn out to be worse than expected.  

In the US, consumer spending had started to recover on the back of reduced indebtedness and 

increased employment, while inventory building suggested that US companies were expecting the 

current growth performance to be sustained. However, the US ISM Purchasing Managers Index (PMI) 

slowed in May to 53.5, compared to 54.8 in April, indicating that the manufacturing sector, although 

still expanding, is under pressure. Furthermore, recent jobs figures point to a faltering recovery and 

there are concerns that the European crisis may eventually migrate to the United States. Such 

developments are underpinning expectations of further stimulus to the economy, possibly involving a 

third round of quantitative easing. 

Weakening European demand is impacting on its trading partners. Economic activity in China, the 

world’s second largest economy, which relies on European markets for 20% of its exports, slowed to 

8.1% in the first quarter of 2012. The World Bank expects 8.2% growth for 2012 and, although higher 

than the Chinese government’s target of 7.5%, it would be the weakest performance since the turn of 

the century. The HSBC/Markit Flash PMI remained below 50 in April and May, indicating a 

contractionary tendency. Should European growth prove worse than expected, the potential effect 

could be a further moderation in China’s growth momentum. Weakening conditions have already 

prompted the Chinese authorities to ease the banks’ reserve requirement and lower its benchmark 

interest rate for the first time since 2008. Banks are also under pressure to extend sufficient credit to 

the business sector. Infrastructure development is set to accelerate and more subsidies are being 

provided to consumers. The current stimulus round is, for the time being, significantly smaller than 
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that of 2009-2010, and has been undertaken with less publicity. Continued growth in the long run 

requires significant increases in consumer spending, possibly stimulated by consumption-oriented tax 

reductions and the development of state-led social safety nets, as advocated by the World Bank. 

The World Bank expects the Brazilian economy to continue to report relatively slow growth in the 

order of 2.9% in 2012, up from 2.7% in 2011. However, first quarter growth came in at a mere 0.8%, 

pointing to a weaker than anticipated growth outlook. The Brazilian government has been actively 

striving to weaken the Brazilian real in an effort to enhance the price competitiveness of its 

manufactures. The real has weakened significantly in recent weeks, inducing the threat of inflation, 

which is currently standing at 5.1%. Despite the possibility of inflationary pressures, the central bank 

could cut interest rates further in order to stimulate credit demand. Nevertheless, since households 

are struggling with current debt levels, the past contribution to growth made by consumer spending is 

not likely to be replicated. Economic growth in Brazil could be enhanced through tax reform, both the 

burden and complexity thereof, in conjunction with infrastructure development, which is essential to 

address the considerable bottlenecks facing local producers and exporters. 

India’s macroeconomic situation is characterised by large fiscal and external deficits and strong 

inflationary pressures. Furthermore, in the first quarter of the year, India recorded its worst quarterly 

growth rate since 2004, at 5.3% year-on-year or -1% quarter-on-quarter (annualised). 

 

2. AFRICA’S GROWTH PROSPECTS 

Africa’s economies have generally continued to demonstrate a degree of resilience despite subdued 

market conditions and renewed jitters globally.  Supported by still favourable commodity prices, 

stronger trade relations with relatively fast-growing Asian economies and by generally accommodative 

macroeconomic policies, economic growth in Sub-Saharan Africa (SSA) measured 4.7% in 2011.  

However, certain middle income countries (e.g. SA) with closer linkages to the global trading and 

financial systems, have been more adversely impacted by external developments. 

Growth prospects for SSA remain positive, but with significant differences between countries. 

Reasonable export demand, resilient commodity prices and firm domestic demand, supported by 

public investments and driven by growing consumer bases and incomes, are expected to underpin 

the growth rates of 5.0% and 5.3% forecast by the World Bank for the region in 2012 and 2013, 

respectively.    

GDP growth in Sub-Saharan Africa 

  2009 2010 2011e 2012f 2013f 

Sub-Saharan Africa 2.0 5.0 4.7 5.0 5.3 

SSA, excluding South Africa 4.0 6.1 5.6 6.2 6.3 

   South Africa -1.5 2.9 3.1 2.7 3.4 

SSA, oil exporting countries 4.3 6.1 5.3 6.5 6.5 

SSA, oil importing countries 0.5 4.3 4.3 4.0 4.5 

SSA, fragile countries 3.3 4.5 1.3 6.7 5.7 

World -2.4 4.1 2.7 2.5 3.0 

Source: IDC, compiled from World Bank Global Economic Prospects data  

However, this largely positive outlook is highly dependent upon the overall health of the global 

economy, since a substantial weakening of external demand would prove most challenging for many 

African economies. A fall in commodity prices, particularly due to a noticeable economic slowdown in 
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China, would be more detrimental to those countries dependent on mineral resource sales for their 

export earnings.  Further setbacks for the region could manifest themselves in the form of lower 

capital flows (including foreign direct investment, official development assistance and remittances) 

and tourism receipts. Moreover, the impact of adverse weather conditions, such as droughts, could 

limit economic growth, considering the substantial reliance on agriculture by many African economies.  

The region’s vulnerabilities and related challenges were highlighted at the recently held World 

Economic Forum on Africa, despite some renewed and growing optimism for the continent.  Some of 

the key messages included: the need for stronger African leadership; a call for governments to create 

an enabling environment for investment activity, including the massive infrastructure development 

desperately needed to elevate the continent’s growth potential; and the imperative of removing trade 

barriers and effectively achieving regional integration, so as to expand market access and promote 

the development of cross-border value chains within Africa. Furthermore, the manufacturing sector, 

which is key to sustainable economic development and employment creation, remains miniscule in 

Africa, representing a mere 1% of global manufacturing.  The need for skills development, the up-

scaling of innovation and the adoption of clean technologies, also formed part of the discussions 

aimed at transforming Africa’s growth story. 

 

3. ECONOMIC DEVELOPMENTS IN SOUTH AFRICA  

Despite the unfavourable developments on the global front, the South African economy has continued 

to record positive growth rates, albeit at very modest levels.  GDP growth over the first quarter of 2012 

came in at 2.7% (quarter-on-quarter seasonally adjusted, annualised rate). The economy’s overall 

performance was pulled down by the 16.8% contraction in mining output, with the sector deeply 

affected by safety stoppages, electricity shortages and industrial action. In contrast, the strong growth 

posted by the manufacturing and finance sectors, at 7.7% and 4.1% respectively, counteracted the 

slump in mining production.  However, serious challenges lie ahead, such as the need to enhance the 

competitiveness of goods-producing sectors and to accelerate the roll-out of critical infrastructure. 

Furthermore, the implications of an adverse turn of events in the Eurozone must not be 

underestimated. At this stage, the IDC forecasts 2.8% growth for the South African economy in 2012 

and 3.5% in 2013.  

In 2011, South Africa’s exports accounted 

for 28.8% of GDP, a slightly lower ratio than 

the average of 31% seen prior to the 2008 

financial crisis. Europe alone claimed 

almost 26% of the country’s total exports 

last year, as illustrated in the adjacent 

graph. Therefore, a further moderation or 

contraction in export demand from this 

region, which is the principal destination for 

South Africa’s manufactured exports, will 

most certainly have a visible impact on the 

country’s economic performance. 

South Africa’s exports are destined mainly 

for  Europe, China, the rest of Africa, the 

United States and Japan.  Combined, these 

destinations claimed a 70% share of all 

merchandise exports in 2011 (i.e. R482 

China
12.3%

SADC
10.6%

Africa (excl. SADC)
4.3%

Europe
25.8%

Japan
8.0%

USA
8.6%

Middle East
3.1%

Other
27.8%

Regional destinations of South Africa's              

exports in 2011  

Source: IDC, compiled from SARS data



 

8 

 

Economic overview  

billion out of a total of R692 billion). Although Europe as a whole is a key trading partner, China is the 

single largest export destination at the country level, with a 12.3% share of South Africa’s export 

basket, followed by the US and Japan.  Despite the ongoing economic difficulties in Zimbabwe, this 

neighbouring country is the second largest destination for South African exports in the rest of the 

African continent, after Mozambique.   

Approximately 63% of all merchandise exports are destined to the 14 countries depicted in the 

accompanying chart. 

Their respective average 

annual forecasts for 

economic growth over the 

period 2012 to 2014 are 

illustrated in the graph 

below. Considering the 

prevailing uncertainty 

over the sustainability of 

the global economic 

recovery, particularly in 

Europe and other 

advanced economies, 

there is increasing 

concern over the outlook 

for South Africa’s external 

trade. Several of these 

markets are key for manufactured exports such as motor vehicles and parts, iron and steel, basic 

chemicals, as well as various mineral exports (e.g. platinum, iron ore, coal, copper, chrome and 

manganese). The anticipated slowdown in China is also problematic, as this is a key destination for 

our mining and mineral exports, as well as iron and steel. 

 

As indicated in the following table, South Africa’s export basket varies significantly across the key 

external markets. The basket destined for China is overwhelmingly dominated by commodities, as 

well as primary beneficiated products.  The European Union, as previously mentioned, is a crucial 
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market for South Africa’s manufactured exports, with motor vehicles, parts and accessories topping 

the list last year. The rest of the African continent, in turn, is an increasingly important market for our 

manufactured goods such as machinery and equipment (e.g. mining and agricultural machinery), 

motor vehicles and parts, basic iron and steel, fabricated metal products, processed food, chemicals 

such as fertilisers and pesticides, as well as refined petroleum.    

 

 

 

 

 

 

 

 

 

 

 

As illustrated by the following graph, a number of European countries that implemented strict austerity 

measures in recent years have experienced a considerably detrimental impact on their growth 

performance.  
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Government spending not only accounts for a substantial portion of overall economic activity (GDP), 

but, in such instances, sharply lower levels of consumption expenditure by the respective 

governments have, among other factors, adversely affected overall economic growth in recent years. 

In the case of Greece, for example, the level of real GDP by Q4 of 2011 was some 16% lower than 

that measured in Q1 of 2008. Similarly, real GDP in Ireland, Iceland, Hungary, Italy, Portugal, Spain 

and the United Kingdom, to mention but a few, has yet to recover to pre-crisis levels.  However, in the 

case of Germany, Norway, Sweden and Switzerland, real GDP levels by Q4 of 2011 exceeded those 

prevailing in Q1 of 2008.   

The extent of the decrease in government expenditure, in an attempt to reduce the public sector debt 

burden, is portrayed along the horizontal axis.  In this instance, the cumulative change in real 

consumption expenditure by a specific government over the period running from Q1 of 2008 to Q4 of 

2011 is shown as a percentage of real GDP in Q1 of 2008.  Once again, in the case of Greece, it has 

been estimated that this ratio measured more than -3% of real GDP in Q1 of 2008, whilst in the case 

of Ireland it stood at -2.1% of GDP.    

By contrast, in South Africa, government followed a counter-cyclical fiscal policy stance, with a 

substantial focus on public sector infrastructure spending as a means of stimulating the domestic 

economy during the downturn.  Although the economy also experienced a recession in 2008/09, it 

managed to post modest growth in 2010 and 2011.  By Q4 of 2011, South Africa’s GDP was some 

R115 billion higher in real terms than in Q1 of 2008, representing a 6.3% increase. Government 

spending, in turn, rose by 3.5%, also in real terms, over this period. 

Rating agency Moody’s, however, has recently expressed concern over South Africa’s public 

finances, being of the opinion that the local authorities’ capacity to support the country’s financial 

institutions, should the need arise, has been reduced.  

The outlook for consumer price inflation has improved in recent months, largely on the back of falling 

commodity prices. Importantly, crude oil prices fell from a four-year high of USD128 per barrel in 

March to below USD100 more recently. This has permitted the June reduction in local fuel prices, with 

further easing on the cards.  In addition, base effects have kept year-on-year petrol price changes 

relatively muted more 

recently, compared to a 

year ago. Furthermore, 

there has been virtually no 

change (and in some 

instances, even a decline) 

in some of the key food 

commodity prices, such as 

wheat and maize, in recent 

months.  Hence, food price 

inflation is expected to 

moderate in the near-term. 

A lower than expected 

increase in electricity tariffs, 

at 16% instead of 25.9%, 

will further alleviate 

inflationary pressures.  

Although the rand lost 
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substantial ground in recent weeks, the inflationary impact has been fairly contained thus far due to 

downtrending commodity prices.    

Based on the medium-term outlook for inflation, along with a fragile domestic economic performance, 

turmoil in the global financial 

system and markets, a 

deceleration of the global 

recovery momentum, 

massive unemployment 

locally and relatively poor 

prospects for meaningful job 

creation due to excess 

capacity in many local 

industries, it is highly unlikely 

that the Reserve Bank will 

raise interest rates this year. 

The Monetary Policy 

Committee has, however, 

cautioned that it is ready to 

act by either cutting or 

raising the repo rate should 

the need arise.  
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