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Highlights
•

Economic statistics for the second quarter of 2020 are progressively revealing the
devastating impact of the Covid-19 induced crisis on economies around the globe.

•

The European Union was hit particularly hard as its gross domestic product (GDP)
plummeted by 39.8% in Q2 2020, on a quarter-on-quarter and annualised basis. The
US economy shrank by 32.9% despite a less stringent approach to containing the
pandemic. In contrast China posted a strong 54.6% rebound, after its economy had
contracted by 34.4% in the first quarter of the year.

•

The world economy’s recovery process is being buoyed by extraordinary support
packages totalling almost USD12 trillion, according to International Monetary Fund
(IMF) estimates. Central banks have also come to the fore, lowering interest rates,
increasing liquidity through bond purchases and loosening regulatory requirements.
However, such interventions by fiscal and monetary authorities around the globe have
raised the risk of financial system instability in future years.

•

Signs of improvement in economic activity are gradually emerging, as reflected by
global manufacturing purchasing managers indices re-entering expansionary territory
in July.

•

The recovery path is, however, extremely difficult to determine at this stage. The
number of known Covid-19 infections worldwide has breached the 20 million mark
and infection rates are still rising unabated in several countries. Furthermore, the
possibility of a second wave of infections is ever present.

•

The IMF and the World Bank expect global GDP to contract by 4.9% and 5.2%,
respectively, in 2020. Both institutions anticipate a rebound next year in the order of
5.4% and 4.2%, respectively. However, the re-emergence of Covid-19 outbreaks in
various parts of the world is raising the risk of outcomes closer to their adverse
scenarios eventually materialising.

•

Industrial commodity prices generally continued to recover in the second half of 2020,
supported by the easing of lockdown restrictions globally, but were outperformed by
precious metals. Although second wave risks could curtail the recovery of industrial
commodity prices, the downside risks are limited. Precious metals, in turn, are
expected to continue benefitting from safe-haven seeking investment inflows amid
rising global geopolitical risks, second-wave risks and US dollar weakness.

•

A deep synchronised economic downturn is expected for sub-Saharan Africa in 2020,
with only a few countries potentially posting positive growth rates. A modest
economic recovery is anticipated in 2021 as the effects of the pandemic subside.

•

In South Africa, recessionary conditions intensified at the start of 2020 as real GDP
contracted by a further 2% (q-o-q, seasonally adjusted and annualised rate) in the
first quarter. Significantly lower production was recorded by sectors such as mining
and manufacturing, but agriculture turned out a remarkable performance. Fixed
investment spending fell steeply as private business enterprises either postponed or
cancelled investment projects.

•

•

The severity of lockdown measures in South Africa, especially under Level 5, was
reflected in sharply lower manufacturing and mining output during the month of
April. Retail sales plummeted and new vehicle sales all but collapsed. Although some
recovery was recorded in June due to the easing of lockdown restrictions, activity
levels remained generally low.
South Africa’s export performance improved as the world economy gradually
reopened. In nominal value terms, merchandise exports rebounded by 9.5% (year-onii
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Fixed investment
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year) in June 2020, compared to a steep 48.8% drop in April. The balance of trade
recorded a surplus of R46.6 billion in June, compared to a deficit of R35 billion in April.

•

•

•

Consumer price inflation remains well contained, having dropped to only 2.1% in May.
This has provided ample room for the easing of monetary policy to provide relief to
households and businesses as well as support the economy’s recovery. The Monetary
Policy Committee has cut the repo rate by a cumulative 300 basis points since the
start of 2020. At 3.50% presently, the repo rate is at its lowest level in 47 years.
South Africa’s fiscal metrics have deteriorated rapidly. Tax collections are now
expected to be sharply lower than anticipated in the February Budget, resulting in a
substantially higher budget deficit, increased borrowing requirements and an
escalation of gross government debt. To ensure fiscal consolidation and debt
sustainability, government is considering introducing a debt ceiling. It has also
secured loans from the IMF, the New Development Bank and the African
Development Bank.
South Africa’s growth prospects have deteriorated considerably. Real GDP is forecast
to contract by 7.5% in 2020 and to potentially rebound by 3.2% in 2021. A modest
expansion trajectory may follow, but the downside risks remain high.

Implications for business
Potential implications of global economic developments

•

Gradually recovering economic activity and consumption spending around the globe
could lead to an improved export performance, albeit from generally low bases, for
business enterprises that are highly dependent on external markets. Prospects will
vary from sector to sector but may be relatively more favourable for operators in the
agriculture; food processing; beverages; gold, platinum group metals and iron ore
mining; as well as machinery and equipment sectors, among others. Automotive
exports are likely to remain quite subdued for some time.

•

Ongoing travel restrictions will continue causing enormous damage to the tourism
industry worldwide, including South Africa’s. The local tourism and hospitality industry
is highly reliant on overseas tourists not only due to their numbers but also their
relatively higher propensity to spend and extended stays. Domestic business
enterprises in this industry will remain under extreme duress at least in the short-term.

•

As lockdown restrictions are gradually eased in many parts of the world, rebounding
manufacturing activity from highly depressed levels and infrastructure development
should result in increased demand for industrial commodity inputs. This would also
be beneficial for commodity prices, providing relief to companies in the mining and
metals industries who have been battling for some time.

•

Financial and currency markets will remain highly volatile due to extraordinary levels
of uncertainty.

Potential implications of regional economic developments

•

Considering the importance of several African markets for South Africa’s export
sector, especially manufacturing enterprises, the economic downturn in most of the
continent will generally have adverse implications for its external sales performance.
However, opportunities for the displacement of foreign suppliers in such markets may
also emerge.

•

Travel restrictions will continue to prevent African business and leisure tourists from
travelling to South Africa for some time. The negative consequences extend beyond
iii

SA main budget
deficit in fiscal year
2020/21:
14.6% of GDP
(National Treasury
projection)

South Africa’s
economic growth:
2020 = -7.5%
2021 = +3.2%
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the tourism and hospitality industry onto the domestic retail and wholesale sector
and several other services segments, including healthcare, education and transport
services.

•

Although investment activity in sub-Saharan Africa is likely to remain very subdued at
least in the short-term, the eventual recovery of economic activity and progress in the
implementation of the African Continental Free Trade Area should result in business
development opportunities emerging over time.

Potential implications of domestic economic developments

•

The sharp downturn of economic activity in South Africa will continue having farreaching implications for the business sector in general. Highly subdued demand
conditions and production activity across most manufacturing sub-sectors and some
mining segments will continue to impact on the performance of companies, their
profitability and financial sustainability.

•

Many businesses operating in the consumer-related space may find it difficult to
generate sales as households are holding back on non-essential expenditure in such
difficult times, especially with regard to durable and semi-durable items.

•

Various private business enterprises are either postponing or cancelling investment
projects for the time being, until demand conditions improve meaningfully and
uncertainty levels subside. Sharply lower fixed investment spending by both the
private and the public sectors is having dire consequences for the construction
industry and its suppliers across various supply chains.

•

On the positive side, numerous business development opportunities are likely to
emerge over the medium-term in areas as diverse as renewable energy generation,
the localisation of related components’ manufacturing and other green economy
opportunities such as fuel cells and energy storage; agriculture and food processing;
telecommunications sector development on the back of broadband spectrum
allocations; the digital economy and other 4IR opportunities; increased integration of
South African manufactured products in global supply chains; and, among others,
advancing regional economic integration.

iv
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The world economy is exhibiting early signs of recovery
As growth statistics for the second quarter of 2020 are progressively released around the
globe, the devastating impact of the Covid-19 pandemic and government measures to
contain it is becoming increasingly clear.

The devasting economic impact
of the Covid-19 crisis is being
reflected in Q2 2020 statistics

The European Union’s gross domestic product (GDP) declined by 39.8% in Q2 2020, on a
quarter-on-quarter and annualised basis, reflecting the effects of the harsh and prolonged
national lockdowns imposed by its member states. This compares with the 34.4%
contraction recorded in China in the first quarter of the year. China managed to contain the
spread of the virus earlier on and was able to reopen its economy on a sustained basis,
resulting in economic activity recovering strongly (+54.6% q-o-q) in the second quarter.
The United States (US) economy, in turn, shrank by 32.9% in the second quarter despite a
less stringent approach to contain the pandemic.
Figure 1: Covid-19’s devastating impact on the world’s larger economies
GDP growth rates and fiscal support meassures
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The International Labour Organisation (ILO) has estimated that the number of working hours
lost globally in the second quarter of 2020 due to the Covid-19 induced economic crisis is
equivalent to 400 million full-time jobs, a 14% decline in the total number of working hours
compared to the fourth quarter of 2019.

The working hours estimated
to have been lost due to Q2
2020 lockdowns are equivalent
to 400 million full-time jobs

Several EU countries have been able to contain the spread of the virus to a large extent,
although there have been flare-ups in certain regions. This has permitted the progressive
re-opening of their economies, which should support a strong rebound in economic activity
in the third quarter of 2020.
The situation in the US is quite different, for Covid-19 infection rates remain on a rising trend
in many states, resulting in several having to reverse some of their earlier easing of
restrictions. The sustained nature of the outbreak in the US is likely to result in its growth
performance in the third quarter remaining relatively weak, despite the large quantum of
fiscal support provided.
The world economy’s recovery process is being buoyed by extraordinary support packages
collectively totalling almost USD12 trillion according to International Monetary Fund (IMF)
estimates. The largest quantum of support is being provided by the European Union (EU) at
around USD4.0 trillion (equivalent to 21% of the bloc’s GDP), followed by the US (USD2.95
trillion, 14.8% of GDP), Japan (USD1.7 trillion, 35.4% of GDP) and China (USD705 billion, 4.6%
of GDP).
1

Support packages provided
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Fiscal support has been complemented by monetary policy measures, with central banks
lowering interest rates, increasing liquidity through bond purchases (both government and
corporate bonds) and loosening regulatory requirements. The ability of central banks in
many advanced economies to support the economic recovery has, however, been
constrained due to interest rates being either at or below zero. Furthermore, they do not
generally face liquidity shortages or a lack of demand for corporate or household debt.
Signs of improvement in global economic activity are gradually emerging, as reflected by
rebounding manufacturing purchasing managers indices (PMIs) having moved back into
expansionary territory in July, and improving non-traditional high frequency data such as
mobility indicators, electricity consumption, restaurant bookings and others. Nevertheless,
downside risks abound.

Global economic conditions
showing signs of
improvement

Figure 2: Global manufacturing PMIs again in expansionary territory
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The world economic recovery’s pathway is extremely difficult to determine at this stage.
The number of known Covid-19 infections worldwide breached the 20 million mark at the
time of writing and infection rates are still rising unabated in several countries. Furthermore,
the possibility of a second wave is ever present.
As part of its baseline projections, the IMF expects global GDP to contract by 4.9% in 2020,
followed by a rebound of +5.4% in 2021 (refer to Table 1 below). In a more adverse scenario,
this institution lowers global growth to a mere 0.8% in 2021. The World Bank, in turn,
projects a 5.2% contraction in global GDP in 2020, recovering to +4.2% next year in its
baseline forecasts. In its adverse scenario, these rates of change in world output are lowered
to -7.8% and +1.3%, respectively. World trade would be substantially impacted in a more
adverse scenario, potentially declining by a massive 23.8% in 2020 (compared to -13.4%
under baseline projections) and recovering by a mere 1.7% in 2021.
All three adverse scenarios outlined in Table 1 assume a second wave or a prolonged period
of first wave Covid-19 infections, which result in the re-imposition of lockdown measures to
a greater or lesser extent. The probability of the World Bank and OECD adverse scenarios
materialising appears to be increasing.
Several countries - including China, Australia, Spain, the United Kingdom, Belgium, France
and Germany - have reported an acceleration in infections after having nearly succeeded in
containing Covid-19. In addition, infection rates in the US, Brazil, India, Russia, South Africa
and Mexico have continued to increase rapidly.
2
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Table 1: Baseline and adverse scenario projections of leading global institutions
Institution
IMF

Key adverse scenario assumptions
•

•

Impact on economic activity in 2021 to
be half of that experienced in 2020.

•

Governments implement additional
discretionary policy actions.

•

World Bank

•

•

OECD

Second outbreak of Covid-19 early in
2021, resulting in additional tightening
of financial conditions.

Damage to the supply side of the global
economy is longer lasting, with
increased
bankruptcies,
capital
destruction, slower productivity growth
and rising unemployment.
Additional three months of stringent
lockdown measures, with measured
easing.
Governments introduce additional fiscal
support measures, but vulnerable
companies close, households curtail
spending and travel remains depressed.

•

Global value chain disruptions deepen
the decline in world trade.

•

Severe financial market turmoil,
resulting in a sharp increase in
bankruptcies and financial distress in
emerging markets and developing
economies.

•

A second wave of infections before the
end of 2020.

•

Additional fiscal stimulus and limited
ability to ease monetary policy further,
although liquidity support measures
remain in place.

•

Increased bankruptcies and high
unemployment for an extended period
in line with weaker economic activity.

Economic variable

2020

2021

Baseline

-4.9

+5.4

Adverse scenario

-4.9

+0.8

Baseline

131.2

132.3

Adverse scenario

131.2

143.5

Baseline

63.1

66.7

Adverse scenario

63.1

73.7

Baseline

-5.2

+4.2

Adverse scenario

-7.8

+1.3

Baseline

-13.4

5.3

Adverse scenario

-23.8

1.7

Baseline

-6.0

+5.2

Adverse scenario

-7.6

+2.8

Baseline

-10.5

+6.2

Adverse scenario

-12.7

+2.4

World GDP (% growth)

Advanced economies’ gross
government debt (% of GDP)

Emerging markets’ gross
government debt (% of GDP)

World GDP (% growth)

Global trade (% growth)

World GDP (% growth)

OECD export volumes
(% growth)

Source: International Monetary Fund, World Bank, Organization for Economic Cooperation and Development

Although there is general consensus that the strong degree of support provided by fiscal
and monetary authorities around the globe in response to the Covid-19 crisis was warranted,
the associated escalation of government debt is perturbing. The IMF has projected that
gross government debt globally will increase from 82.8% of world GDP in 2019 to 101.5%
in 2020, potentially rising further to 103.2% in 2021. The largest proportion of this increase
is attributable to advanced economies, whose collective debt-to-GDP ratio is estimated to
rise to 131.2% in 2020 (as shown Table 1 above), from 105.2% in 2019.
The rapid rise in government debt balances and large quantum of bond purchases by central
banks have raised the risk of instability in global capital markets in future years. This would
be on the back of the need to unwind some of the central bank holdings and the possibility
of governments facing difficulties in honouring debt obligations should the economic
recovery be weaker and more prolonged than currently anticipated.
An additional key risk to the world economy’s recovery has come in the form of escalating
tensions between the US and China. These have recently extended beyond the trade and
investment domains onto the political arena and have the potential of causing major
economic disruptions.
3
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Industrial commodities: uncertain price recovery
Industrial commodity prices generally continued to recover in the 2nd half of 2020, supported
by the easing of lockdown restrictions globally. Precious metals outperformed the industrial
metals complex, reflecting growing investor appetite for safe-haven assets amidst the real
and rising risks of a second wave of Covid-19 infections in various parts of the world.

Global fiscal and monetary
stimulus strategies limiting
downside risks

Figure 3: Price recovery in several industrial commodity markets continued in H2 2020
Price trends for selected commodities: January 2019 to July 2020
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Extraordinary levels of fiscal and monetary stimuli aimed at supporting aggregate demand
and stimulating an economic recovery have been unleashing a potent set of favourable
factors in commodity markets. Infrastructure development strategies, in particular, have had
a beneficial impact on market balances in general, but especially industrial metals.
The rebound in world manufacturing activity from highly depressed levels earlier in the year
constitutes a major driver of demand for industrial commodity inputs, while supply-side
growth remains constrained by curtailed or delayed mining investment plans in the face of
the deep global recession currently under way.
Major global commodity investors are reportedly increasingly concerned with the risk of a
second wave of Covid-19 infections, altering market dynamics and potentially resulting in
weaker price performances later in the year. The downside risks in the industrial metals
complex could be aggravated by a weaker oil price growth amid a dial back in OPEC+ supply
cuts.
While the risk of a second wave raises the possibility of a rollback in industrial commodity
prices in the months ahead, China’s reactivation of its vast metal processing industries,
alongside further stimulus from the recently agreed EU recovery fund and pending
congressional agreement on further US fiscal stimulus, limit the downside risk potential.
Recovering industrial production in China continues to spur commodity value chains
globally (such as iron ore, which has benefitted from robust growth in Chinese steel
production). The risk of a second viral wave in major commodity-producing regions of the
world, such as Africa and Latin America, also raises prospects of forced production cuts,
which could lead to a tightening of market balances in global industrial commodity markets
as well as raise both production costs and price volatility across commodity value chains.
The precious metals complex has also been supported by massive monetary policy stimulus
in major economies, including a commitment from the US Federal Reserve for open-ended
quantitative easing or QE 4. This has led to US dollar weakness, propelling gold prices to alltime highs in nominal terms. Increased geopolitical risks, particularly the resurgence of
tensions between the US and China are further lifting investor anxiety, benefitting precious
4
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metal prices due to their safe-haven appeal. Investment fund flows into the gold market
(with platinum group metals also likely to benefit) may be sustained for some time. The
platinum group metals may also benefit, but this market would also be subjected to
downside risks in key consuming industries such as the automotive sector.

Investment flows
supporting strong price
performance in the
precious metals complex

Recent developments in and outlook for sub-Saharan Africa
Economic growth performance
The lasting effects of the Covid-19 pandemic on global trade, investment and travel flows,
alongside significantly weakened government finances in several African economies are
likely to result in a more muted economic recovery across sub-Saharan Africa (SSA) in 2021.

Modest growth prospects
for sub-Saharan Africa in
2021

A deeper and largely synchronized downturn of -3.2% is now projected by the IMF for the
SSA region in 2020 (previously -1.6%, as forecast in April 2020). A modest recovery to a
positive growth rate of 3.4% is expected in 2021, predicated on the pandemic subsiding and
an easing of restrictions globally and in the region. Favourable developments in
international commodity markets are a further precondition.
The projected performance of the various sub-regional groupings is illustrated below. South
Africa accounts for a large part of the sharp contractions in real GDP forecast for the
Southern African Customs Union (SACU) and the broader Southern African Development
Community (SADC) in 2020, but most member states countries are anticipated to record
negative growth rates. The exceptions are Malawi, Mozambique and Tanzania, which are
expected to post marginally positive rates of expansion.
Figure 4: Modest economic recovery anticipated for sub-Saharan Africa in 2021
GDP growth by sub-regional groupings
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However, domestic risks to the outlook for several SSA economies remain tilted to the
downside. Macroeconomic imbalances, including serious fiscal constraints and balance of
payments pressures, debt sustainability issues, high unemployment levels as well as
persistent policy uncertainty and the slow pace of structural reforms in several countries will
weigh on the region’s growth prospects.

Risks to SSA’s growth
outlook are heavily tilted
to the downside

Foreign direct investment activity in Africa
Foreign investor interest in Africa weakened in 2019, with foreign direct investment (FDI)
inflows falling by 10.3% year-on-year to USD45.4 billion (sub-Saharan Africa: -10% to
USD31.7 billion), according to the latest figures of the United Nations Conference on Trade
5

FDI flows into Africa
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and Development (UNCTAD). Consequently, Africa’s share of global FDI inflows dropped to
2.9% in 2019, from 3.4% in the previous year.
Most sub-regions and individual countries in SSA recorded lower FDI inflows. Among the
contributing factors were the reduced demand for commodities and a relatively unstable
trading environment globally, as well as the slow pace of reforms aimed at addressing
structural constraints in a number of regional economies.

USD billion

Figure 5: FDI flows into Africa declined in 2019
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Although FDI flows into southern Africa were much lower than other sub-regions, this subregion recorded a 22.5% increase in FDI inflows in 2019, driven by relatively strong FDI
activity in South Africa and Mozambique. Lower net divestment in Angola (-USD4.1 billion
in 2019, compared to -USD6.5 billion in 2018) and FDI flows of USD4.6 billion into South
Africa (albeit dominated by intra-company financial transfers) underpinned the sub-region’s
positive growth in FDI.

Southern Africa recorded
a 22.5% increase in FDI
inflows in 2019

In contrast, FDI inflows to other African sub-regions posted declines compared to the
previous period. There were significant slowdowns in foreign investments in Nigeria (USD3.3
billion in 2019, from USD6.4 billion in 2018) and Ghana (USD2.3 billion in 2019 from USD3.0
billion), resulting in FDI flows into west Africa declining by nearly 21%. However, despite a
decline in investments in the oil and gas sector in Nigeria, there was a reported large
investment of USD600 million in a steel plant. In Ghana, investments in the oil and gas
sector, as well as in gold and manganese mining dominated the inflows.
In East Africa, Ethiopia remained the dominant recipient of FDI in 2019 (USD2.5 billion vs.
USD3.3 billion in 2018), even though foreign investment inflows were severely affected by
increased political tensions, particularly in regions where there are industrial parks.
Investments targeting the IT and healthcare sectors boosted FDI flows into Kenya.

More market- and
efficiency-seeking
investments in East
Africa

Mining projects continued to dominate investment activity in Central Africa, with Congo
(USD3.4 billion), Gabon (USD1.6 billion), and the Democratic Republic of Congo
(USD1.5 billion), leading in terms of inflows.
The sources of FDI to Africa are becoming more diversified, with the Netherlands now taking
the leading position and China having become a key investment partner in recent years.
China’s FDI stock in Africa totaled USD46 billion in 2018, up from about USD32 billion in
2014, according to the latest UNCTAD estimates. In contrast, the FDI stock pertaining to
investors from the US, the United Kingdom and France decreased significantly over this
period due to divestments and profit repatriations. South Africa remains a dominant player
in intra-African FDI, featuring among the continent’s top 10 inward investors.
6
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Figure 6: Despite lower FDI stock levels, developed economies remain Africa’s major investors
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In 2019, greenfield FDI projects valued at about USD76.6 billion (albeit 0.6% down compared
to 2018) were announced, suggesting continued foreign investor interest in the region,
although there could be some temporary delays. These greenfield projects are concentrated
largely in services and manufacturing sectors (at 53.7% and 42.6% of the total, respectively).
Developed economies (particularly EU countries) account for the largest portion, having
announced greenfield projects valued at USD40 billion in 2019. This compares to USD36
billion worth of greenfield FDI projects from developing countries (including China at
USD11.9 billion and Africa’s US10 billion).
Table 2: Infrastructure-related and manufacturing investments dominate greenfield projects
Sectoral distribution of announced value of FDI greenfield projects 2018-2019 (USD millions)
Sector/industry

Africa as a destination

Total
Primary
Mining and quarrying
Manufacturing
Coke and refined petroleum products
Chemicals and chemical products
Motor vehicles & other transport equipment
Food, beverages and tobacco
Services
Electricity, gas, steam & air conditioning
Construction
Transport, storage and communications
Information and communication
Source: UNCTAD World Investment Report 2020

2019
76 637

2018
77 104

2 829
2 640
32 621
7 727
6 189
4 015
2 448
41 186
10 228
9 576
5 402
4 639

17 032
16 782
33 053
6 483
11 159
2 563
4 660
27 019
5 712
4 779
5 203
3 923

UNCTAD expects lower levels of FDI activity in Africa in 2020 due to disruptions associated
with the Covid-19 pandemic, recessionary conditions and relatively lower demand and
prices for some of its commodities. Many projects may be deferred or cancelled, with some
multinationals prioritising their home markets over foreign ones (including African markets).
FDI activity may recover in 2021 depending on global economic conditions. Improved
growth, progress in the implementation of the African Continental Free Trade Area, the
potential commissioning of some of the larger greenfield projects announced in 2019 and
various investment initiatives being pursued by major developed and emerging economies
(such as France’s Choose Africa, the USA’s Prosper Africa and the ongoing Forum on ChinaAfrica Cooperation) could support the recovery of foreign investment activity in Africa.
7

Significantly lower FDI
activity expected in 2020

Highlights
Economic
overview

South Africa’s economy in a deep recession
The South African economy recorded a 2% contraction in real GDP in Q1 2020, the third
consecutive quarterly decline following the -0.8% and -1.4% reported for Q3 and Q4 of 2019,
respectively. Such a deterioration in economic activity was recorded before the national
lockdown was imposed to curtail the spread of the Covid-19 pandemic, thus reflecting the
weak state of the economy and record low business confidence.

SA economy already in a
very fragile state prior to the
onset of the Covid-19 crisis

A number of sectors recorded sharply lower output in the opening quarter of 2020, as shown
in Figure 7. The mining sector was the worst performer, followed by manufacturing. The
agricultural sector’s exceptional performance stood out in stark contrast, underpinned by
the second largest maize crop on record, at 15.5 million tons for the 2019/20 season, while
also supported by higher output of horticulture and animal products.

Real GDP growth by broad sector in Q1 2020
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Figure 7: Recessionary conditions continued in the opening quarter of 2020

Source: IDC, compiled using Stats SA data

A challenging domestic operating environment and heightened uncertainty also took a toll
on fixed investment activity. In real terms, the private sector reduced its investment spending
by 25.3% (q-o-q) and public corporations cut investment outlays by 20.3% in Q1 2020. Given
the high import intensity associated with investment activity in South Africa, import demand
consequently fell sharply (-16.7% q-o-q) over the reference period.
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Figure 8: Falling private sector fixed investment amidst record low confidence
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Economic performance reflecting the impact of lockdown restrictions
The severity of the harsh lockdown regulations, especially under Level 5 in April and to a
somewhat lesser extent in subsequent months, is being reflected in sectoral and other
pertinent economic statistics. The adverse impact has been blunt, spanning output levels,
exports, fixed investment activity, consumption spending, employment, income levels and,
among others tax revenue collection. The impact on South African society has been
devastating, especially for the poorer segments of the population.

Economic statistics
reflecting the impact of
harsh lockdown restrictions

Manufacturing production: With most factories unable to operate under level 5 of the
lockdown, production levels tumbled in almost all broad manufacturing sub-sectors. Overall
manufacturing output fell by 49.3% (year-on-year) in April 2020.

Manufacturing output
fell sharply as restrictive
measures prohibited
normal business activity

The transport equipment (including motor vehicles and parts) sub-sector was the hardest
hit as output plummeted 97.9% (y-o-y) in April, followed by furniture and other industries
(-84.4%), non-metallic mineral products (-82.5%), and clothing, textiles, leather and footwear
(-76.3%). The automotive industry was extremely affected by the lockdown, as new
passenger vehicle sales came to a standstill in April (-99.6% y-o-y). Although vehicle dealers
were allowed to reopen as from May, new passenger car sales of 18 905 in July were below
the March levels and 35.8% lower than a year earlier. Considering the size and importance
of the automotive industry for supplier industries, its downturn has extensive implications.
Even though food production was permitted throughout the lockdown, output of the food
and beverages sub-sector also declined, pulled down by a massive contraction in the
beverages sub-sector (-73% y-o-y). The beer and wine industries took the brunt of the
impact due to the ban on alcohol sales.
Figure 9: Manufacturing output showing some recovery
Growth in manufacturing output - 2000 to 2020 (June)

Growth in manufacturing output by sub-sector: March to June 2020
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The easing of restrictions resulted in improved manufacturing performances in May and
June, for the pace of contraction moderated. However, the manufacturing sector remains
highly distressed, for its output in June 2020 was 16.3% lower than a year earlier. The
transport equipment sub-sector still recorded a 38.8% drop y-o-y.

Recovery in output may be
temporary as trading and
operating conditions
remain challenging

Confidence levels among manufacturers fell to a record low of only 6 index points in Q2
2020, boding poorly for the sustainability of a recovery in manufacturing activity. The sector
will continue feeling the impact of highly subdued demand conditions, both in domestic
and external markets, for quite some time.
Mining production: The gradual lifting of lockdown restrictions under level 4 led to some
improvement in mining activity, although output levels fell further in June (-28.2% y-o-y,
following -51.2% in April - the worst performance on record). The coal mining sub-sector
was the least affected over the period March to June 2020, as mining activity continued in
9
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support of electricity generation. Restrictions on mining operations along with transport and
logistics interruptions affected the performance of all other mining sub-sectors, although
the negative impact was less pronounced in June.
Figure 10: Mining sector taking severe strain

Lower global demand for commodities, especially from China, is also affecting various
segments of the domestic mining industry, particularly exports of iron ore, manganese and
chrome. In 2019, China accounted for 60% of South Africa’s total iron ore exports, 65% of
manganese exports and 55% of chrome exports. The gradual return to higher levels of
economic activity globally, including a resumption of investment activity in China, should
support a recovery in commodity prices and provide some relief to the domestic producers.
Retail sales: The sharp drop in retail trade sales bears testimony to the unprecedented
demand-side shocks imposed by lockdown restrictions. Most retail outlets were not allowed
to trade in April and consumer mobility was highly constricted, with some easing of
lockdown measures from May onwards. Consumers have also been reluctant to spend or to
incur more debt in such an uncertain and difficult economic environment. Massive job losses
and substantially reduced incomes have further depressed consumer sentiment.

The retail sector has
suffered heavily under
lockdown restrictions

Although total retail trade sales improved in June, they were still 7.5% lower than a year
earlier (compared to -49.9% y-o-y in April). Sales of clothing and textiles rebounded
strongly, but retailers of food, beverages and tobacco continued being harshly affected by
the ban on sales of alcohol and tobacco products.
Figure 11: Worsening consumer environment affecting retail trade sector
Retail trade sales - 2004 to 2020 (June)
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Trade balance recovers
The balance of trade recovered remarkably to a R46.6 billion surplus in June 2020, from a
deficit of R35 billion in April, with both increased exports and sharply lower imports playing
a role. Merchandise exports rose by 9.5% (year-on-year) in nominal value terms in June as
lockdown measures were relaxed and global demand improved. Imports, in turn, were 32.8%
lower due to substantially weaker domestic demand.

A substantial improvement
in the balance of trade as
exports recovered and
imports continued falling

Figure 12: Substantial recovery in South Africa’s trade balance
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On a cumulative basis, the country recorded a trade surplus of R62.5 billion over the first six
months of 2020, compared to a deficit of R4.7 billion over the corresponding period of 2019.

R62.5 billion trade surplus
in H1 2020

Figure 13: Exports adversely affected by lockdown restrictions in key global markets
Export performance at a sectoral level
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Despite interruptions to world trade as economies around the globe were shut down,
exports of agricultural, forestry and fishing products have recorded remarkably strong
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Strong agricultural export
performance

Highlights
Economic
overview

growth. In June 2020, such exports were 59% higher in nominal value terms relative to a
year ago, supported by a solid increase in citrus sales. After contracting sharply in April as
mining operations closed, gold exports shot up 181% (y-o-y) in May as activity levels
resumed and heightened investor appetite pushed up demand and prices. Exports of rubber
and plastic products also performed very well, followed by platinum group metals; TV, radio
and professional equipment; and iron ore.
On the other hand, transport equipment exports (including motor vehicles and parts) were
35.1% lower in June 2020 compared to a year earlier, while fabricated metal products
(-23.8%); coal (-13.8%); base metals (-7.9%); as well as clothing, textiles, footwear and leather
(-4.6%), also recorded lower exports year-on-year.
The economy’s weakness, reduced investment spending, declining purchasing power, a
substantially weaker rand exchange rate and concerns over growth prospects all contributed
to continuously lower imports in recent months, as shown in Figure 12. On a year-on-year
basis, the nominal value of total merchandise imports was 32.8% lower in June 2020.
The sharp drop in crude oil prices contributed to the import bill for this item falling by 83.3%
y-o-y. Crude oil’s share of the merchandise import basket shrank to 3.5%, compared to 14%
in June 2019. Other sizeable import categories that also recorded sharp declines in imports
over the 12 months to June 2020 included motor vehicles, parts and accessories (-75.5%);
machinery and equipment (-17.8%); non-ferrous metal products (-44.4%); wearing apparel
(-31.9%); and television radio and communication equipment (-17.3%).

Imports plummeted as
domestic economic
conditions deteriorated
Sharply lower crude oil
import bill due to weaker
prices and demand

Should the global economic recovery proceed without major setbacks, demand conditions
will follow suit, supporting South Africa’s export performance going forward. Demand for
imports, in turn, is likely to remain quite weak for quite some time as the economy is in a
deep recession. An uptick in import demand is anticipated in 2021 and beyond.

Inflation and monetary policy
Consumer price inflation has remained within the South African Reserve Bank’s (SARB) target
band of 3% to 6% for most of the past decade. It averaged 4.1% in 2019, the lowest annual
rate since 2005 (3.3%), and declined further to a low of 2.1% in May 2020. The sharp drop
in petrol prices (-25.9% y-o-y) was a key contributor.
Figure 14: Inflation is well contained, providing room for low interest rates
Inflation developments and the interest rate environment
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Demand-pull inflationary pressures will remain very weak for quite a while and producers
will find it difficult to pass any price pressures they may experience on to consumers in the
current environment. Downward pressure on food prices should emanate from the large
12
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maize crop expected from the 2019/20 production season. Since food has a 15.5% weight
in the overall consumer price basket, this should keep inflation relatively low over the next
couple of months.
As the economic downturn intensified with the imposition of a national lockdown as from
27 March 2020, the Monetary Policy Committee (MPC) aggressively lowered the repo rate
to provide a degree of relief to households and business enterprises. The policy rate has
been cut by 300 basis points since the start of the year to 3.50% presently, the lowest level
in almost 50 years.

The MPC has cut the policy
rate by 300 bps to the lowest
level in almost 50 years

The SARB has also taken other important measures to ensure the stability of the financial
system. It has been buying government bonds in the secondary market to inject more
liquidity into the financial system and has relaxed accounting and capital rules to encourage
lending activity. The SARB has purchased over R38 billion worth of SA government bonds
since March, more than tripling its holdings of government debt. This has contributed to
the stabilisation of the bond market over the past couple of months, permitting a reduction
in bond purchases by the SARB both in June and July. The SARB’s intention is to eventually
start selling these bonds to withdraw liquidity from the market as conditions normalise.

The SARB has purchased
R38.4 bn worth of government
bonds since March to stabilise
the bond market

The SARB has, however, reiterated that monetary policy alone cannot single-handedly
improve the pace of economic growth or reduce fiscal risks. Governor Kganyago has
repeatedly emphasised this point, recently warning that SARB financing of an expanding
fiscal deficit by means of a “full-blown quantitative easing programme” would eventually
risk bankrupting the central bank and aggravate the fiscal situation, among other serious
consequences for the South African economy and the financial system. It is critical that
prudent fiscal, trade and industrial policies along with much needed structural reforms be
implemented effectively to steer the economy to a higher and sustained growth trajectory.

Worsening fiscal metrics pose major economic risks
South Africa’s fiscal position remains challenging despite National Treasury’s stated
intention to further reduce government expenditure. According to the Supplementary
Budget of June 2020, government spending is to be cut by an additional R230 billion during
the period 2021/22 and 2022/23. This is over and above the R160 billion reduction in the
public sector wage bill over the medium-term as proposed in the February 2020 Budget.
Although such intended spending cuts are needed to stabilise public finances and to adhere
to fiscal consolidation and debt sustainability promises, there are concerns over whether
they will materialise. Deliberations continue regarding a freeze on salary increases for the
current financial year and, should the outcome not be as intended, this can exert even more
pressure on the highly constrained fiscal space.
Figure 15: Rapid deterioration of South Africa’s fiscal position
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Recessionary conditions in South Africa (National Treasury expects a 7.2% contraction in real
GDP in 2020) are curbing tax collections. In the June Supplementary Budget review, it was
projected that the revenue shortfall relative to February’s Budget estimates could be in the
order of R304.1 billion. Such a shortfall alongside higher expenditure to fight the Covid-19
pandemic underpin the projected steep increase in the main budget deficit to 14.6% of GDP
(from the 6.8% anticipated in the February Budget), or R709.7 billion in value terms, in the
2020/21 fiscal year. Improvements to -9.3% and -7.7% are forecast for the subsequent two
years, respectively.

The main budget deficit is
projected to rise to 14.6% of
GDP, resulting in much higher
borrowing requirements

Government’s borrowing requirement has thus risen sharply, by R344.2 billion to R776.9
billion in the current fiscal year. The debt servicing cost totals R236.4 billion, absorbing 21.5%
of the main budget revenue. This massive borrowing requirement should be seen in the
context of South Africa’s gross savings, which amounted to R739.9 billion in 2019.
Simplistically, if government were to borrow only domestically, it would absorb the country’s
entire savings, in the process crowding-out private sector access to capital in the local
market.
The gross loan debt of government, estimated at R3 974 million in 2020/21, is equivalent to
81.8% of GDP and is projected to rise to a peak of 87.4% of GDP by 2023/24, declining
thereafter. This rising trend in the medium-term poses macroeconomic sustainability risks.
Furthermore, considering the economy’s weak growth prospects and unrelenting calls for
fiscal support, the credibility of National Treasury’s debt containment plans has been widely
questioned.
Following the release of the Supplementary Budget, credit rating agency Moody’s expressed
concern over the state of the economy and worsening fiscal position, emphasising that it
could prove difficult to bring debt under control. Should the fiscal metrics worsen more than
anticipated, South Africa’s sovereign credit ratings could be downgraded further.

The threat of further
downgrades to SA’s sovereign
ratings looms large

Facing limited funding options at reasonable costs, government has secured sizeable loans
from various international organisations, including a loan of USD4.3 billion from the IMF
through its rapid financing instrument (an emergency facility at an interest rate of 1.1% and
with fairly limited conditions attached), USD1 billion form the New Development Bank and
R5 billion from the African Development Bank. Although collectively not very significant
within the bigger picture of overall borrowing requirements and gross government debt,
these funds are intended to mitigate the adverse social and economic impacts of the
ongoing crisis while alleviating the fiscal constraints.
Although South Africa is not yet facing a liquidity crisis, foreign loans alleviate pressure on
domestic capital markets. In the 2019/20 financial year, 90% of government’s gross loan
debt was sourced domestically and 10% was foreign debt. However, foreigners are
substantial investors in domestic government bonds, having claimed a 35.8% share of this
portfolio as at 31 July 2020. Government continues to successfully raise substantial funds in
the domestic market, although at a higher cost as the risk-premium rises.
In order to avoid a potential debt-trap in the years ahead, government is contemplating the
introduction of a debt-ceiling so as to enforce the reigning-in of expenditure and ensure
debt sustainability. Should this be introduced and managed effectively it could play an
important role in securing greater discipline in fiscal management, adhering to expenditure
guidelines and supporting fiscal consolidation efforts.
According to the IMF, “There is a pressing need to strengthen economic fundamentals and
ensure debt sustainability by carrying out fiscal consolidation, improving the governance and
operations of SOEs, and implementing other growth-enhancing structural reforms. The
COVID-19 crisis heightens the urgency of implementing these efforts to achieve sustainable
and inclusive growth”.
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Growth outlook for the South African economy
The Covid-19 pandemic and efforts to contain it have inflicted enormous damage on an
already fragile economic environment, with South Africa’s real GDP expected to drop by
7.5% in 2020. The severity of the recession and the modest recovery anticipated over the
next few years point to real GDP exceeding its 2019 level only by 2024. It must be
emphasised, however, that these projections are being put forward in a highly uncertain
domestic and global social and economic landscape, which make it almost impossible to
estimate the pace and extent of the recovery process.

Real GDP is projected to
contract by 7.5% in 2020,
potentially rebounding by
3.2% next year

Lockdown measures have not only affected production and consumption patterns
temporarily but are also likely to result in a substantially altered business environment in the
years to come. Considerable production capacity has been lost, resulting in major job losses.
Household spending is expected to drop by 6.3% in 2020, with consumption of durable and
semi-durable items most impacted. A modest recovery is anticipated in subsequent years.
With most of South Africa’s key trading partner nations in recession and operational
constraints due to lockdown restrictions and infrastructure-related challenges (electricity,
transportation and logistics), exports will decline considerably in 2020. Import demand will
also drop fairly sharply, particularly imports of consumer-related items, intermediate goods
and capital equipment, with some recovery anticipated next year.
Facing unprecedented uncertainty, generally weak demand and a very difficult operating
environment, many private sector players are likely to postpone or cancel their fixed
investment plans for the time being, while financial constraints will force public enterprises
to cut back on infrastructure spending. As such, gross fixed capital formation is projected to
decline by 12.6% in the current year and to contract further in 2021.

A sharp decline in fixed
investment activity is
expected in 2020

Significantly lower oil prices and the absence of demand-pull inflationary pressures should
contribute to consumer prices rising by only 3.5% in 2020, the lowest annual rate of inflation
in 15 years, providing room for continued monetary policy support to the economy’s
recovery.

Lowest annual inflation
in 15 years, estimated at
3.5% for 2020

Table 3: The outlook for the South African economy is set to improve gradually
Key performance indicators for the South African economy
Variable (% change or % of GDP)

2016

2017

2018

2019

2020f

2021f

2022f

2023f

2024f

2025f

0.6

2.1

1.8

1.0

-6.3

4.0

1.8

2.2

2.4

2.6

Government consumption expenditure

2.2

0.2

1.9

1.5

-0.5

0.4

0.7

1.1

1.2

1.4

Gross fixed capital formation (GFCF)

-3.5

1.0

-1.4

-0.9

-12.6

-2.2

6.7

3.0

4.7

5.4

Exports

0.4

-0.7

2.6

-2.5

-11.8

3.5

1.7

2.2

2.6

2.4

Imports

-3.9

1.0

3.3

-0.5

-8.6

3.1

3.2

2.6

3.0

3.4

GDP

0.4

1.4

0.8

0.2

-7.5

3.2

2.0

2.1

2.3

2.5

Real GDP growth and its components:
Household consumption expenditure

Consumer price inflation

6.3

5.3

4.6

4.1

3.5

4.7

4.8

5.1

4.9

5.0

Current account balance (% of GDP)

-2.9

-2.5

-3.5

-3.0

-1.8

-3.1

-3.9

-2.9

-3.3

-3.3

GFCF as % of GDP

19.4

18.8

18.2

17.9

15.8

14.5

15.0

14.9

15.0

15.2

Source: Historical data compiled using SARB data, IDC forecasts
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