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HIGHLIGHTS 

A deteriorating economic environment in Europe and the pressing need to resolve the 

massive fiscal imbalances also facing the US economy are compromising the sustainability 

of the global recovery.  Several European countries are experiencing deeper and possibly more 

prolonged recessions than previously anticipated, and even the continent’s economic powerhouses 

are being dragged downward. The growth momentum in the US has also been quite timid and is 

being threatened by potential measures, automatic or deliberate, to address its large fiscal deficit 

and high debt levels.    

Despite the gridlock in the US Congress, Democrats and Republicans will most probably 

find a compromise solution to the looming ‘fiscal cliff’. Time is certainly of the essence, since 

Congress should make a call within seven weeks. However, even after the deadline of midnight on 

31 December, taxation and/or expenditure changes could be made retroactively. In any event, 

revenues will have to be increased and spending curtailed in order to ensure fiscal sustainability, 

potentially reducing the economy’s growth potential in the short- to medium term and impacting on 

the global economic performance.  

World trade flows have slowed considerably on the back of weakening consumption and 

production activity in advanced economies, as well as lower demand for industrial 

commodities in fast emerging markets, principally China. Strong trade linkages and 

dependencies across the globe imply that a slowdown in a major region/s has spill-over effects onto 

others.  In an attempt to improve the structure of its economy, China is focusing on stimulating 

domestic consumption demand. Brazil has been adopting stimulatory measures to elevate growth, 

whilst India is facing growth sustainability challenges emanating largely from home-grown issues. 

South Africa’s economic performance has been negatively impacted by adverse 

developments globally and locally, hence compromising the short-term outlook.  Reduced 

export demand, aggravated by production disruptions in the domestic mining sector due to 

prolonged strike action, resulted in a substantial widening of the trade deficit over the first nine 

months of 2012, a situation that is likely to worsen in the final months of the year. 

A slower than anticipated growth momentum is expected to reduce government revenue in 

the current fiscal year by an estimated R5 billion.  Moreover, the budget deficit is anticipated to 

increase over the medium term as revenues continue being constrained by modest economic 

growth, whilst government is still committed to a counter-cyclical policy stance.   

FDI flows into South Africa dropped sharply by over 43% in the first half of 2012, a reversal 

also experienced by other emerging markets.  However, foreign direct investment activity in the 

country has historically been driven by large M&A deals whose frequency and magnitude result in 

high volatility over short periods of time. 

Recent credit rating downgrades reflect concerns over a number of economic, political and 

social developments that are perceived to compromise South Africa’s prospects. For a 

country that is highly reliant on foreign capital to finance its domestic investment-to-savings 

shortfall, it is important that the current ratings be maintained and critical that these remain within 

the “investment grade” category. A reversal of capital flows in response to further downgrades, with 

consequential difficulties in accessing foreign funding and at higher costs, would have dire 

implications from the perspectives of South Africa’s external balance, its fiscal management and 

real economy. 
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South Africa’s population expanded to 51.8 million in 2011, compared to 48.5 million in 2007 

and 40.7 million in 1996. Gauteng province is home to almost 24% of the country’s population 

and KwaZulu-Natal now claims a 20% share.  Black Africans account for 79.2% of the population, 

the Coloured and White population groups for 8.9% each, and the Indian/Asian segment 

represents 2.5% of the total.  The unemployment rate has somewhat surprisingly been recorded at 

29.8%.  

Domestic growth prospects have been lowered due to a convergence of adverse 

developments emanating from the global economy as well as serious local factors.  Export 

demand is expected to remain extremely weak in 2013 in light of a fragile global economic 

recovery, whilst import demand is likely to be relatively strong.  Household spending should 

moderate, whilst private sector fixed investment may remain subdued considering the prevailing 

uncertainties, difficult trading conditions and spare production capacity in numerous sectors. Public 

sector fixed investment is projected to remain fairly robust.   
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IMPLICATIONS FOR BUSINESS  

 A further deterioration in growth prospects for advanced and emerging economies does not 

bode well for the recovery of SA’s economy, which is now also battling with home-grown 

challenges in the form of excessive strike activity in the mining sector and potential ramifications 

to other segments of the economy. 

 Spill-over effects of the intensifying crisis in the Eurozone have become more pronounced, not 

only impacting on core economies like Germany and France, but also extending to other regions 

around the globe.  This will, in all probability, feed into reduced global demand for manufactured 

goods, but also for commodities, making export-oriented businesses vulnerable to such adverse 

global economic developments. The focus should increasingly shift to find alternative markets in 

faster growing emerging and developing economies, with the rest of the African continent 

providing ample trading and investment opportunities. 

 Expectations of a more moderate pace of expansion in consumer spending in 2013 point toward 

somewhat more difficult trading conditions for business enterprises reliant on local markets. 

 Although the public sector capex programme continues to be an important contributor to growth, 

concerns remain regarding the actual spend relative to budgeted expenditure, as well as the 

somewhat disappointing crowding-in effect of such investment on the private sector thus far. 

 Private sector fixed investment will be constrained by global uncertainties and spare production 

capacity, thus limiting the need to invest in new and/or in the expansion of existing productive 

capacity.  The viability of business expansions comes into question given the current economic 

outlook, which will also impact on much needed employment creation.  

 The industrial strife in the mining sector not only resulted in substantial production losses, but 

also damaged SA’s external image as an investment destination and surely affected domestic 

business sentiment. Consequently, investment plans may be re-considered and/or postponed, 

new investment activity may subside, FDI flows may dwindle in the short-term, and project as 

well as funding partners may prove more difficult to attract. 

 Low levels of business confidence are indicative of difficult economic and operating conditions, 

whilst the declining trend in manufacturing activity and a broadly sideways movement in the 

leading business cycle indicator confirm a modest economic expansion for 2013.  

 In light of inflationary pressures emanating from administered, food and fuel prices, as well as by 

currency weakness, together with South Africa’s need to attract substantial capital inflows on a 

continuous basis to finance a wider current account deficit, the interest rate environment is 

anticipated to remain unchanged for a protracted period. The Reserve Bank Governor recently 

stated that “it shouldn’t be seen as foregone that we would automatically react to stimulus in 

relation to growth when you have inflation issues that seem to be coming through”. 

 A substantial widening of the deficit on the current account of the balance of payments, along 

with a worsening risk profile following Moody’s credit downgrade and negative outlook, 

compounded by the subsequent further rating downgrade by Standard & Poor’s, has placed 

renewed pressure on the rand.   
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 A weak currency does not bode well from an inflation perspective and, although possibly 

improving the price competitiveness of local producers, it would not necessarily translate into 

increased export volumes considering the fragility of the global economic recovery. 

 The risk of further downgrades to South Africa’s sovereign risk rating should not be overlooked. 

Should these materialise, there would be adverse implications for the cost of and access to 

foreign capital, impacting on the borrowing ability of both the public and private sectors.  

 The roll-out of public sector capex may suffer further delays not only due to the reduced fiscal 

space but also higher borrowing costs.  
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GLOBAL ECONOMIC CONDITIONS 

Economic conditions are deteriorating further in Europe, with a number of countries experiencing 

deepening recessions and its largest economies either slowing rapidly or stagnating. On the other 

side of the Atlantic, the US economy has been struggling to maintain its recovery momentum and 

faces a difficult period ahead as it wrestles with mounting fiscal imbalances. In a globalised world 

economy, adverse developments in a major region or economy easily propagate to others, as 

reflected by a slowing pace of growth in key emerging markets.    

The performance of the economies at the Eurozone’s core is being gradually dragged down by 

extremely weak market conditions in the periphery, given the strong linkages of their export sectors 

with the recession stricken economies of Italy, Spain, Portugal and Greece, as well as subdued 

demand in other parts of the world. Business and consumer sentiment is being negatively affected 

in the process. Consequently, the growth forecast for the German economy has been downwardly 

revised to 0.9% in 2012, whilst the French economy may grow by a mere 0.1%. Prospects for next 

year are not significantly better. The ability of peripheral economies to revive economic activity 

levels and gradually address their fiscal predicaments is, in turn, also being hampered by increased 

weakness in their main export markets.  

 
Source: IDC based on IMF WEO October 2012 data 

Overall, the Eurozone is expected to be stagnant, with no more than nil growth in 2013. Although an 

improvement on the 0.4% contraction estimated by the IMF for 2012, downside risks abound as the 

region struggles to escape a downward spiral triggered by austerity measures, with plummeting 

consumption, production, investment activity and employment levels making it increasingly difficult 

to resolve the fiscal imbalances in the currency bloc. The slow collective response of Europe’s 

leadership and an inability to find a sustainable solution only compound the predicament.   
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The Greek quagmire is a tragic case in point. Greece’s debt-to-GDP ratio is expected to reach 

180% in 2013 - well above the upper limit of 160% that international lenders were aiming for – and 

the country is unlikely to reduce it to 120% by 2020, as previously envisaged and desired by the 

International Monetary Fund (IMF). The Greek parliament approved the latest round of austerity, 

paving the way for the European Union, the European Central Bank (ECB) and the IMF to disburse 

the next instalment of bailout funding amounting to €31.5 billion. Having contracted sharply for 

several years now, the Greek economy is being decimated and any hopes of reversing the trend 

any time soon have long been abandoned.    

In the United States, the costliest election campaign to date returned President Obama to the White 

House for an additional four years, but gridlock in the Congress is keeping the spectre of an 

impending ‘fiscal cliff’ clearly in the limelight. The term has been popularly used to illustrate the 

enormous challenge facing the US authorities when the terms of the Budget Control Act of 2011 

come into play at year end. These include automatic spending cuts as per the debt ceiling deal of 

2011, the expiry of numerous 

programmes (e.g. Medicare 

payments to doctors, emergency 

unemployment benefits etc.) and a 

number of tax raising factors (i.e. 

the termination of the so-called 

Bush-era tax cuts, of temporary 

payroll tax relief and of certain tax 

breaks provided to the business 

sector; shifts in alternative 

minimum tax that will affect millions 

of households; as well as new 

taxation related to the healthcare 

reform introduced by President 

Obama’s administration).  

 Source: IDC, based on IMF WEO October 2012 data 

Collectively, the tax increases and spending cuts have been estimated to result in a deficit reduction 

of around USD600 billion, most likely forcing the economy into a recession in 2013. According to 

the Congressional Budget Office (CBO), US GDP could contract by four percentage points as a 

result, whilst the unemployment rate could rise by almost one percentage point, or some two million 

job losses.  It should also be borne in mind, though, that the impact of any changes to taxation 

and/or spending would initially be gradual. Moreover, even after the 31 December deadline, 

changes could be fully or partially reversed retroactively by the US Congress in the New Year, thus 

reducing the negative impact.   

Both political parties obviously wish to prevent reaching the fiscal cliff, with the Democrats 

preferring a mix of expenditure cuts and higher taxation (especially on wealthier tax-payers), 

whereas Republicans generally opt for expenditure cuts and avoid raising taxes. However, both 

parties have seemingly softened their stance since the election. Should lawmakers agree on a 

middle-of-the-road solution to address fiscal sustainability, for example by prolonging some of the 

Bush-era tax cuts and limiting the automatic spending cuts, growth would still be affected but the 

economic recovery could be preserved.  



 

7 

 

Economic overview  

However, considering the nature of the US political system, compromise may not be reached until 

the last minute, and then again it may entail another package of stop-gap solutions that will ‘kick the 

can’ further afield. In the interim, continued indecisiveness will affect the spending decisions of 

households and business investment activity over the remainder of the year, while global markets 

will remain conditioned by heightened uncertainty. This is reminiscent of the developments and 

brinkmanship of late 2011, when a highly compromised agreement was reached at the eleventh 

hour.  

The inability to find long-term sustainable solutions for the structural fiscal predicaments facing 

Europe and the US is hampering the current global economic recovery. With governments 

seemingly stumbling from crisis to crisis, it is understandable that private sector appetite for 

investment will be limited, thus resulting in weaker economic growth and exacerbating the structural 

problems. The IMF’s latest World Economic Outlook points to advanced economies registering 

growth of only 1.5% in 2013 (down from its previous forecast of 2.0%), whilst developing countries 

are expected to grow, on average, by 5.6% (previously 6%). 

Weak demand from developed countries is impacting on the performance of fast emerging 

economies such as China, which is expected by the IMF to record economic growth of around 8% 

in 2012 and 2013. Granted, part of this deceleration was engineered by the Chinese authorities in 

an attempt to prevent the economy from overheating and the build-up of asset price bubbles. The 

control structure of the Chinese economy enables its government to adjust the economic structure 

far more directly and rapidly compared to market-based economies. For instance, the Chinese 

government has been supporting an increasing contribution from internal consumption expenditure 

to overall GDP vis-à-vis the share claimed by export demand, a trend which is being manifest in 

official figures.  Furthermore, as China’s economy expands and advances technologically, it is to be 

expected that its growth rate will moderate.  

However, the weaker economic activity in China is impacting on commodity producing countries 

such as Brazil and South Africa. Brazil’s economic growth is expected to slow to 1.5% in 2012 

before recovering to 4% in 2013. In contrast, countries that are more reliant on internal 

consumption, such as India, or have significant oil and/or gas resources, such as Russia, are not 

expected to show significant changes in their economic activity compared to previous years. 

 

AFRICA’S GROWTH PROSPECTS 

Growth in the Sub-Saharan Africa (SSA) region is expected to remain relatively strong in 2012, 

despite continuing setbacks in the global environment.  Strong domestic demand, high commodity 

prices and resilient export growth in new energy and mineral exporting countries are likely to 

contribute to the region’s economic performance.  Hence, SSA should retain its position as one of 

the fastest growing regions in the world. However, slower growth in some of its larger middle 

income countries, particularly South Africa, could drag down the overall regional economic 

performance. 

Based on the IMF’s latest forecasts, real GDP growth in SSA is expected to come in at 5.0% in 

2012 and 5.7% in 2013, broadly unchanged from the previous growth projections.  Even though 

economic growth is likely to be broad-based, the outcomes will however differ significantly across 

the continent.  About one-third of the countries in SSA are expected to record growth rates of 6% 

and above in 2012, with Sierra Leone, Niger, Liberia, Côte d’Ivoire and Ghana likely to post the 
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fastest growth. In contrast, Mali, Guinea-Bissau, Swaziland and The Gambia are expected to record 

negative growth due to civil strife and/or domestic economic challenges.  

 

The growth momentum of SSA this year and the next is likely to be underpinned by: new mineral 

and oil projects and the associated investments; improved weather conditions in the Sahel and East 

Africa regions; the anticipated expansion of infrastructure related sectors in various countries to 

improve productive capacity; a post-conflict recovery in Côte d’Ivoire; as well as the fundamental 

economic and structural reforms undertaken by many low-income countries.  Furthermore, an 

increasing number of African countries have been gradually shifting their trade away from the 

advanced economies to the fast growing emerging markets of Asia, thus cushioning the effects of 

weak demand from the developed world. 

Despite the relatively positive outlook for SSA, downside risks have risen. Heightened global 

uncertainties associated with a prolonged Eurozone crisis, weaker growth in China and the 

tightening of US fiscal policy could have serious implications for SSA economies.  Furthermore, 

external accounts and the fiscal space of numerous countries could be significantly affected, 

especially those that are highly dependent on the European and US export markets, or on 

commodities that would be most vulnerable to weakened global demand and a slowdown in China.  

 

ECONOMIC DEVELOPMENTS IN SOUTH AFRICA 

A powerful set of adverse external factors and home-bred developments have been affecting South 

Africa’s economic performance and are compromising its short-term prospects.  Export volumes 
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have been falling sharply due to reduced global demand and massive production disruptions within 

the local mining industry due to strong industrial action. Consequently, the deficit on South Africa’s 

balance of trade widened to a cumulative total of R86 billion in the first 9 months of 2012, compared 

to R15 billion for the whole of last year.  

Household spending is showing signs of weakness as consumer sentiment is affected by the 

prevailing uncertainty, by concerns on the employment front, relatively high levels of indebtedness 

and by the incremental erosion of household purchasing power due to large increases in 

administered prices (e.g. electricity, fuel costs). The impact is being felt across numerous sectors of 

the economy, justifying downward revisions in growth forecasts.   

Fiscal management 

A slower growth momentum is constraining the revenue stream for the fiscus due to lower tax 

collections associated with personal income tax, corporate taxation and a number of indirect taxes.  

According to the Medium Term Budget Policy Statement (MTBPS), this loss is expected to amount 

to R5 billion in the 2012/13 fiscal year. Consequently, the fiscal position is somewhat worse than 

anticipated, with larger budget deficits now estimated for the current fiscal year (at 4.8% of GDP, as 

compared to the previous forecast of 4.6%) and projected for the next two fiscal years.  

Whilst revenue inflows are 

being constrained by subdued 

rates of economic growth, 

government is still committed 

to a counter-cyclical policy 

stance in support of the 

economic recovery. Should the 

growth outlook fall short of 

expectations, the fiscal space 

will be limited further.   

In addition, national 

government debt is forecast to 

rise from R990 billion (or 

32.8% of GDP) in 2011/12 to 

just over R1.7 trillion by 

2015/16, although at 39.2% of 

GDP it will still be 

comparatively manageable from an international perspective. Prudent management of public 

finances is critical to prevent a further deterioration in the country’s fiscal position.    

A slower growth momentum than is currently forecast by National Treasury (i.e. GDP growth of 

2.5% for 2012 and 3% for 2013), aggravated by prolonged strike action in the mining sector that 

may spill over to other economic sectors, could result in a further deterioration of the fiscal situation.   

Estimates of the economy-wide impact of mining production losses 

Serious production stoppages in the mining sector due, for example, to labour unrest, have far 

reaching implications for the South African economy, extending well beyond the affected mining 

segments, specifically platinum and gold mining in recent times.  Considering the strong linkages of 
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the mining sector with various supplying and supporting industries in the economy, output losses 

are likely to occur in many other sectors along the supply chain, possibly resulting in job shedding 

whilst impacting on tax revenues for government through reduced VAT, personal income tax, 

corporate taxes and other indirect taxes.   

Assuming that one-week’s production is lost in the mining sector as a whole, and that such a loss 

cannot be recovered, this would translate in a direct loss in mining sales in the order of just over 

R7.7 billion (refer to the diagram below).  

The potential economy-wide impact could be as follows:  

 Overall loss in value added (GDP) of R9.4 billion through backward linkage effects, affecting 

particularly the mining sector per se, several services sectors and a number of manufacturing 

industries, as depicted in the diagram; 

 production losses could also affect many other industries via supply disruptions (referred to as 

forward linkages in the diagram), with sectors such as base metals, fabricated metal products, 

machinery and equipment, as well as the motor vehicles, parts and accessories sector among 

those possibly hardest hit by production stoppages in the mining industry; 

 close to 25 000 jobs could be at risk in various sectors of the economy whose activities are 

either directly or indirectly linked to the mining sector; 

 an estimated R1.9 billion could be lost in tax revenues; 

 investment plans may be re-considered and/or postponed, new investment activity may 

subside, whilst foreign direct investment flows may dwindle in the short-term.  

Recent trends in foreign direct investment 

For the world at large, foreign direct investment (FDI) inflows declined by 8% in the first half of 2012 

relative to the same period a year earlier, according to the latest estimates of the United Nations 

Conference on Trade and Development (UNCTAD).  The world’s nations are competing fiercely for 

a share of this dwindling total. South Africa witnessed a 43.6% drop in FDI inflows over the 

aforementioned period, from USD3 billion to USD1.7 billion.  

Estimated impact of one-week’s loss in mining production

Estimated loss in 
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to a week long 
production 
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Coal: R1.99 billion

PGMs: R1.32 billion

Iron ore: R1.43 billion

Other: R1.38 billion

Basic iron and steel

Non-ferrous metals

Fabricated metal 
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Motor vehicles & 
parts

Machinery & 
equipment

Electrical machinery
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(Estimated loss in sectoral value add)
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However, one has to caution that FDI flows into the country tend to be quite volatile, being typically 

reflective of a number of large merger and acquisition deals. To illustrate, FDI inflows in the first 

semester of 2011 were 275% higher than in the corresponding period one year earlier.  Moreover, 

many countries around the globe shared similar negative experiences on the FDI front earlier this 

year.   

As illustrated below, within the BRICS grouping India and Russia also recorded sharp declines in 

FDI inflows, but the contractions were far less pronounced in the case of China and Brazil.  Relative 

to the size of the economy, the importance of FDI flows into South Africa has risen over the past 

five years compared to the preceding five year period.    

 

Sovereign credit rating downgrades 

A country’s credit rating is an important indicator of its access to the capital markets, reflecting its 

relative attractiveness as an investment destination in light of its perceived risk profile. South 

Africa’s sovereign credit rating was recently downgraded by Moody’s to Baa1 (see table below), 

bringing the agency’s rating in line with those of Standard & Poor’s (S&P) and Fitch. However, S&P 

subsequently lowered its rating by one further notch, from BBB+ to BBB, whilst maintaining a 

negative outlook.   

A number of factors underpinned the recent moves by the rating agencies, including: concerns over 

the ability of the country’s leadership in dealing with South Africa’s most pressing challenges; 

limited institutional capacity and poor service delivery in the public sector; a deteriorating socio-

political environment following labour disputes in the mining and transport (logistics) sectors; the 

effect of higher wage settlements on the competitiveness of the mining industry; and weaker 

business and investment confidence potentially dragging down GDP growth.  

S&P’s negative outlook was maintained on concerns over the country’s high unemployment, 

poverty and inequality levels, which could force the government to overspend and, in the process, 

compromising its attempts to reduce the budget deficit. 

Although South Africa has retained its investment grade ratings, as shown in the adjacent table, 

these currently fall within the lower-medium grade category. The high yields on South African bonds 
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relative to risk have thus far served as a powerful magnet for international investors seeking higher 

returns in an increasingly challenging global investment arena.  

However, should South Africa’s credit 

rating be reduced by a further two 

notches, this would take it to the “non-

investment” or “speculative” category, 

with major implications for the 

economy. Foreign investor interest in 

domestic bonds could be sharply 

reversed, particularly as numerous 

fund managers would be precluded 

from continuing to include such assets 

in their investment portfolios – the 

reaction is compounded exponentially 

as a country’s rating is reduced below 

investment grade. The recent inclusion 

of South African liquid government 

bonds in the Citigroup World 

Government Bond Index would be 

reversed, which would result in a 

substantial outflow as investors 

tracking the index opt out of local 

bonds.  This would reverse the capital 

flows on which South Africa relies to 

finance relatively large deficits on the 

current account of its balance of 

payments, resulting in a net outflow 

and the need to maintain a current account surplus going forward.  

Moreover, it would become increasingly difficult to raise the capital required for public sector 

spending programmes. Government might consequently be forced to issue new bonds at 

substantially higher rates in order to lure foreign interest, raising debt servicing costs in the process.  

Furthermore, funding backed by foreign export credit agencies, whether for public or private sector 

projects, would be adversely affected by reduced liquidity and entail a higher premium.  

Considering the limited fiscal space in the current environment, this would most likely result in 

significant cut-backs in government spending, not only for capital investment purposes but also on 

social programmes, eventually leading to increased public dissatisfaction. The ongoing multi-billion 

rand public sector infrastructure capital programme could be seriously affected by a more limited 

and costlier access to foreign funding, compromising the planned investment in the energy and 

transport sectors, among other critical infrastructural development imperatives. South Africa’s 

prudent fiscal management to date would become severely compromised as a result of 

substantially higher debt servicing costs. Consequently, the country could be forced to approach the 

IMF for financial assistance, with all the accompanying conditionalities, including restructuring 

requirements. 

Substantially reduced inflows or even capital flight would result in exchange rate weakness and, 

consequently, in inflationary pressures. The response of the monetary authorities would most likely 

be policy tightening, not only to mitigate against cost-push inflation, but also in an attempt to attract 

South Africa's credit ratings

Investment grade

Long-term Short-term Long-term Short-term Long-term Short-term

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

C

Moody's S&P Fitch

P-1

P-2

P-3

D

Ca

CCC

 /

High grade
F1+

F1

F2

F3

B

Not prime

A-1 +

A-1 

A-2

A-3

B

 /

C

In default

Default imminent with 

little prospect for 

recovery

Upper medium grade

Lower medium grade

Non-investment grade / 

speculative

Highly speculative
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a portion of the ‘carry trade’ to cover capital shortfalls. Progressively higher domestic interest rates 

and dearer capital equipment imports due to currency weakness would have an adverse impact on 

domestic investment activity. The propensity of private business enterprises to invest in new 

production capacity would weaken further as the required hurdle rates are linked to government 

interest rates (i.e. the risk-free rate), preventing much needed job creation, whilst firm 

competitiveness could be compromised by a reluctance to spend on technological upgrading.  

All in all, any further credit rating downgrades could result in a loss in business confidence in the 

South African economy, which could be reflected in the cancellation or postponement of investment 

plans by foreign as well as domestic entities, with an adverse impact on economic growth and 

employment creation.  Protracted stagflation would be a likely outcome for the South African 

economy, with serious socio-economic consequences considering the excessive levels of 

unemployment and high incidence of poverty.  

It is therefore critical that the country’s investment grade status be preserved. 

Census 2011 

The recently released Census 2011 revealed a significant expansion of the South Africa’s 

population to 51.77 million, compared to 40.5 million in 1996. Gauteng province claimed the largest 

share of the population at 23.7% in 2011, compared to 18.8% in 1996.  KwaZulu-Natal followed with 

a 19.8% share, slightly lower than the 21.1% recorded in 1996.  The Eastern Cape’s share declined 

to 12.7%, from 15.1% in 1996, whilst the Northern Cape had the smallest share at 2.2% (2.5% in 

1996).   

Black Africans represented 79.2% of the total population in 2011, followed by the Coloured and 

White population, each with a 8.9% share, and the Indian/Asian segment with only 2.5%. Although 

there was a notable increase in the average annual income of household heads between 2001 and 

2011 across all racial groups, significant disparities remain.   

For instance, the average annual 

income of a Black African headed 

household amounted to R60 613 last 

year, compared to a R251 541 

average for Indian/Asian headed 

households and substantially lower 

than the R365 134 for White headed 

households.  These differences are 

further reflective of the skills profiles 

and spending patterns of the different 

racial groups, including on 

educational services.   

Ultimately, these disparities also 

assist in explaining the highly 

divergent unemployment rates 

observed across various age- and 

racial groups. The official 

unemployment rate stood at 29.8% in 2011, but reached 35.6% among Black Africans, compared to 

22.3% in the Coloured population segment, 11.7% amongst Indians/Asians and 5.9% within the 

White population grouping.  
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Unemployment remains extremely high amongst the youth, especially those under 25 years of age, 

with contributing factors including a mismatch of skills relative to demand requirements, a lack of 

work experience, an inadequate economic growth rate over an extended period of time, relatively 

capital-intensive production methods, labour regulations, wage increases not necessarily aligned 

with productivity growth. The prevailing overall unemployment rate in conjunction with high income 

inequality remain two of the country’s most pressing challenges. 

Growth outlook 

The confluence of adverse global and domestic forces impacting on the South African economy, 

many of which were elaborated upon in this report, have warranted a downward revision of our 

forecasts for real GDP growth to 2.3% in 2012 (previously 2.5%) and 3% in 2013 (from 3.3%).   

The subdued growth outlook for the global economy, along with domestic production challenges for 

several reasons, including labour unrest in the mining sector and energy constraints, are having a 

significant impact on South Africa’s export performance.  For 2012, export volumes are estimated to 

expand by 1% at best, whilst 

a very slow recovery is 

expected in 2013.   

Although adversely impacted 

by weakening domestic 

demand, the rate of growth in 

imports should remain 

relatively firm due to the input 

requirements of the ongoing 

public sector capital 

expenditure programme. This 

should result in a noticeable 

widening of the deficit on the 

current account of the 

balance of payments, which 

would apply downward pressure on the rand exchange rate.  

Consumer spending is expected to moderate, as yet high levels of household indebtedness, lower 

rates of expansion in real disposable incomes, poor employment prospects and large increases in 

administered prices (e.g. electricity, fuel, transport) constrain the spending ability and propensity of 

South African households.   

Fixed investment activity will be largely dependent on sustained public sector infrastructure 

spending, with an improvement anticipated in general government investment.  Capital outlays by 

the private sector, in turn, are expected to remain subdued at least in the short-term as difficult 

trading conditions, surplus production capacity in numerous economic sectors and the prevailing 

uncertainty over future developments in the global and domestic economies impact on investment 

decisions.   
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Outlook for the South African economy

Economic variable 2011 2012e 2013f 2014f 2015f 2016f 2017f

%  Change (y-o-y)

Real GDP growth 3.1 2.3 3.0 3.7 3.8 4.0 4.1

Household expenditure 5.0 3.2 3.6 4.1 4.3 4.2 4.3

Fixed investment 4.4 5.3 4.9 6.6 6.4 7.3 6.2

Exports 5.9 1.0 3.4 7.2 6.9 6.3 5.8

Imports 9.7 7.3 6.9 8.7 9.3 7.6 7.1

Current account (%  of GDP) -3.3 -5.7 -5.9 -5.2 -5.7 -5.2 -5.1

Inflation 5.0 5.5 5.2 5.3 5.4 5.3 5.1

Source: IDC, compiled from SARB data, IDC forecast


