	


Header goes here		Draft




	[bookmark: _GoBack]


State of the South African Economy
Sectoral information accompanying the GDP data release
	

	4 June 2019













www.pwc.com/navigation	Draft
	


Header goes here		Draft
	


Header goes here		Draft

[image: ][image: ]
Footer text goes here
PwC		Page 6 of 41
Footer text goes here		Page 2 of 6
[bookmark: _Toc10545923]Table of Contents
Table of Contents	2
1.	State of the South African Economy	3
2.	Key economic data	4
2.1	Retail sales curbed due to subdued consumer demand	4
2.2	Wholesale trade tracks weaker retail conditions	4
2.3	Manufacturing output pressured by weak demand	5
2.4	Mining production weighed down by gold strike	5
2.5	Electricity distribution declines amidst loadshedding	6
2.6	Passenger vehicle sales slowed by declining sentiment	6
2.7	Private sector credit shows rare sign of improvement	7
2.8	Economic transactions hampered by loadshedding	7
2.9	Freight transport loses momentum on weak economy	8
3.	Key indices	9
3.1	Construction confidence drops as contractors struggle	9
3.2	Consumer confidence lower as cost-of-living increases	9
3.3	Business confidence hit by local and offshore factors	10
3.4	Policy uncertainty increases as result of slower growth	10
3.5	Business climate deteriorates ahead of elections	11
3.6	What is the State of the South African Economy?	11
4.	What happened to the economic stimulus?	12
5.	Conclusion	14
6.	Contacts	15



[bookmark: _Toc10545924][image: Z:\01_Client WIP\2018\Multichoice Africa-EIA\Pictures\PWC 36.jpg]State of the South African Economy 

Figure 1: Breakdown of South African GDP
Statistics South Africa (StatsSA) reported on June 4 that the South African economy contracted by 3.2% quarter-on-quarter (q-o-q) during the first quarter of 2019 – the biggest decline in 10- years. Due to the q-o-q contraction, the South African economy was no larger during the period than it was a year earlier: annual growth dropped from 1.1% y-o-y in 2018Q4 to 0.0% y-o-y in 2019Q1.[endnoteRef:1] [1:  http://www.statssa.gov.za/publications/P0441/P04414thQuarter2018.pdf] 

Why was the GDP so disappointing? There are many sectors in the South African economy running very slowly, instead of finding traction under the Ramaphosa administration. The following subsections consider recent q-o-q and y-o-y growth data for industries covering around 70% of the South African economy. This information gives a perspective on the state of the South African economy alongside the GDP numbers, and will provide some context for the disappointing data release. 
The document ends with a view on progress (or the lack thereof) made under President Cyril Ramaphosa’s ‘economic stimulus and recovery plan’. The weak GDP data and lackluster performance of the recovery plan should be front-of-mind for President Ramaphosa when he delivers his third State of the Nation Address (SONA) on June 20th.[endnoteRef:2] [2:  https://www.news24.com/SouthAfrica/News/ramaphosa-proposes-date-for-sona-20190529] 
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The following subsections consider key economic data required to better understand the GDP outcome. These include retail and wholesale sales, manufacturing and mining production, electricity distribution, passenger vehicle sales, private sector credit, economic transactions and freight transport.
	[bookmark: _Toc10545926]Retail sales curbed due to subdued consumer demand
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[image: ]South African real (i.e. inflation adjusted) retail sales increased by just 0.2% y-o-y in March after rising by 1.4% y-o-y in February, with an average increase of 1% y-o-y during Q1 of 2019.[endnoteRef:3] On a quarter-to-quarter basis, a deterioration from 0.8% q-o-q growth to a 0.7% q-o-q contraction was seen.[endnoteRef:4]  [3:  Statistics South Africa 2019, Retail trade sales (preliminary). http://www.statssa.gov.za/publications/P62421/P62421March2019.pdf]  [4:  Statistics South Africa 2019, Retail trade sales (preliminary). http://www.statssa.gov.za/publications/P62421/P62421March2019.pdf] 

The main reason for the weakening in retail sales momentum was the extensive periods of loadshedding which resulted in a loss of shop tradeable hours. This compounded subdued consumer demand that was already undermined by weak economic growth.[endnoteRef:5] [5:  IOL, 2018. Retail data adds to first-quarter bad news. https://www.iol.co.za/business-report/economy/retail-data-adds-to-first-quarter-bad-news-23321759] 
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[image: ]As retail trade growth slowed, wholesalers suffered even more. Real wholesale trade decreased by a significantly 2.5% y-o-y in March 2019 after rising by a mere 0.6% y-o-y in February, with an average decrease of 0.7% y-o-y seen during Q1 of 2019. [endnoteRef:6] On a quarter-to-quarter basis, wholesale trade contracted by 2.7% q-o-q in Q4 of 2018 and another 1.3% q-o-q in Q1 of 2019. This takes into account seasonal factors.  [6:  Statistics South Africa 2019, Wholesale trade sales (preliminary). http://www.statssa.gov.za/publications/P61412/P61412March2019.pdf] 

Retail and wholesale trade, along with catering and accommodation, account for nearly 17% of South Africa’s GDP. 

	[bookmark: _Toc10545928]Manufacturing output pressured by weak demand 
	[image: ]



[image: ]Manufacturing production volumes increased by 1.2% y-o-y in March after a decline of 0.5% y-o-y in February, with an average increase of only 0.8% y-o-y during Q1 of 2019. Factory production expanded by 1.1% q-o-q in Q4 of 2018, but then contracted by 2.4% q-o-q in the following quarter.[endnoteRef:7] Factory activity contributes nearly 14% of South Africa’s GDP.  [7:  Statistics South Africa 2019, Manufacturing: Production and Sales (preliminary). http://www.statssa.gov.za/publications/P30412/P30412March2019.pdf] 

The main reasons behind this disappointing outturn was low domestic demand, increases in the cost for additional energy supply (to cope with loadshedding), and higher fuel prices. This caused an increase in logistics and operational costs for companies alongside pressure on revenues.[endnoteRef:8] [8:  Engineering News, 2019. Seifsa ‘disappointed’ by slower Feb manufacturing output growth. https://www.engineeringnews.co.za/article/seifsa-disappointed-by-slower-feb-manufacturing-output-growth-2019-04-11/rep_id:4136] 
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[image: ]South Africa’s mining production volume contracted by 1.1% y-o-y in March after decreasing by a much larger 8.1% y-o-y in February, thought the first quarter still experienced an average decrease of 4.1% y-o-y. A decline of 3.4% q-o-q was also seen.[endnoteRef:9]  [9:  Statistics South Africa 2019, Mining: production and sales (preliminary). http://www.statssa.gov.za/publications/P2041/P2041March2019.pdf] 

The continuous negative trend in mining – which accounts for almost 8% of GDP - was partly as a result of the Association of Mineworkers and Construction Union (AMCU) strike at Sibanye-Stillwater’s gold operations. Weak production of iron ore, which together with gold constitute 28.4% of the total mining basket, weighed on the overall industry numbers as well.[endnoteRef:10]  [10:  Daily Maverick, 2019. South Africa’s economy may be recovering in Q2 2019, but Q1 was not a hard act to follow. https://www.dailymaverick.co.za/article/2019-05-17-south-africas-economy-may-be-recovering-in-q2-2019-but-q1-was-not-a-hard-act-to-follow/] 
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[image: ]Electrical distribution (measured in gigawatt hours) decreased by 2.8% y-o-y in March after declining by 1.0% y-o-y in February, with an average decrease of 1.2% y-o-y during Q1 of 2019. On a quarter-to-quarter basis, a mean decline of 1.7% q-o-q was recorded.[endnoteRef:11] [11:  Statistics South Africa, 2019, Electricity generated and available for distribution (Preliminary). http://www.statssa.gov.za/publications/P2041/P2041March2019.pdf] 

The decline in power consumption was mainly due to the large amounts (and poor implementation of) loadshedding in the first quarter of this year which negatively impacted the sale of power to the nation.[endnoteRef:12] Utilities like power, water and gas account for 2.3% of local GDP.  [12:  The Citizen, 2019. Load shedding leads to less power output, less consumption. https://citizen.co.za/news/south-africa/load-shedding/2125786/load-shedding-leads-to-less-power-output-less-consumption/] 
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[image: ]The number of new vehicles sold decreased by 6.7% y-o-y in March after declining by 12.0% y-o-y in February, with an average decrease of 9.8% y-o-y during Q1 of 2019. On a quarter-to-quarter basis, sales went from a decline of 2.6% q-o-q in Q4 of 2018 to 7.6% q-o-q most recently.
The new car market was under pressure from several factors, including a poorly performing rand, declining consumer and business confidence in anticipation of a possible sovereign ratings downgrades, as well as rising fuel prices.[endnoteRef:13] [13:  Cars.co.za, 2019. New Car Sales in SA: March 2019. https://www.cars.co.za/motoring_news/new-car-sales-in-sa-march-2019/46439/] 
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[image: ]The nominal value of private sector credit increased by 6.1% y-o-y in March after rising by 6.0% y-o-y in February, with an average increase of 6.2% y-o-y during Q1 of 2019. On a quarter-to-quarter basis, an improvement in growth from 1.0% q-o-q to 1.9% q-o-q was seen.[endnoteRef:14] [14:  Fin24, 2019. Growth in private sector credit extension declines sharply. https://www.fin24.com/Economy/growth-in-private-sector-credit-extension-declines-sharply-20180530] 

Behind this improvement in private sector credit growth was the gradual improvement in consumer credit demand, based upon modestly lower interest rates and subdued inflation helping affordability.[endnoteRef:15] Financial and other services companies account for more than 22% of GDP, suggesting a little bit of good news amongst a significant volume of disappointing economic data.  [15:  Fin24, 2019. Growth in private sector credit extension declines sharply. https://www.fin24.com/Economy/growth-in-private-sector-credit-extension-declines-sharply-20180530] 
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[image: ]The BankservAfrica Economic Transactions Index (BETI) decreased by 1.4% y-o-y in March after rising by 2.4% y-o-y in February, with an average increase of 1.5% y-o-y during Q1 of 2019.[endnoteRef:16] On a quarterly basis, a huge deterioration was measured, with a growth rate of 4.9% q-o-q in Q4 of 2018 followed by a 7.8% q-o-q decline in Q1 of 2019.[endnoteRef:17] [16:  BankservAfrica, 2019, Load shedding stops economy in its tracks. https://www.bankservafrica.com/api/public/blogblob/5cc033283724080042e2397b]  [17:  BankservAfrica, 2019, Load shedding stops economy in its tracks. https://www.bankservafrica.com/api/public/blogblob/5cc033283724080042e2397b] 

This deterioration from Q4 of 2018 was largely due to loadshedding hurting the South African economy and buyers’ ability to conclude electronic transactions. This brought the real value of economic transactions down: the actual number of transactions declined this year for the first time since April 2017.[endnoteRef:18] [18:  BankservAfrica, 2019, Load shedding stops economy in its tracks. https://www.bankservafrica.com/api/public/blogblob/5cc033283724080042e2397b] 



	[bookmark: _Toc10545934]Freight transport loses momentum on weak economy
	[image: ]



[image: ]Freight transportation tonnage increased by 1.4% y-o-y in March after declining by 1.9% y-o-y in February, with an average increase of 1.2% y-o-y during Q1 of 2019. This was much weaker than a growth rate of 8.5% y-o-y seen in Q4 of 2018.[endnoteRef:19] On a quarterly basis, a huge deterioration was experienced, from 0.4% q-o-q growth in Q4 of 2018 to a 9.2% q-o-q contraction in tonnage moved in following three-month period.[endnoteRef:20]  [19:  Statistics South Africa, 2019. Land transport (preliminary). http://www.statssa.gov.za/publications/P7162/P7162March2019.pdf]  [20:  Statistics South Africa, 2019. Land transport (preliminary). http://www.statssa.gov.za/publications/P7162/P7162March2019.pdf] 

The weak trends in South Africa’s freight industry is due to an overall weak economy, increasing fuel prices, safety and security concerns, shortage of skilled workers, and deteriorating roads.[endnoteRef:21] [21:  New horizon freight solution, 2019. 5 challenges in the South African freight industry. https://www.nhfs.co.za/5-challenges-in-the-south-african-freight-industry/] 
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The following subsections reflect on key indices required to better understand the GDP outcome. These include construction sector confidence, consumer and business sentiment, policy uncertainty, and the overall business climate. 
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[image: ]The RMB/BER Civil Confidence Index (CCI) fell to its lowest level on record in early 2019, dropping to 10 points (on a scale of 0 to 100, with a higher score indicating better sentiment) after it remained predominately unchanged in the latter half of 2018. The outcome indicates that about 90% of respondents indicated they are not happy with prevailing business conditions.[endnoteRef:22] [22:  IOL, 2019. Confidence in construction sector hits an all-time low. https://www.iol.co.za/business-report/economy/confidence-in-construction-sector-hits-an-all-time-low-20109116] 

This lack in confidence stems from the growing struggle that civil contractors are experiencing in the economy, slowdown in activity growth and weak demand. This, in turn, has had crippling effects on construction companies’ profitability.[endnoteRef:23] While construction accounts for less than 4% of GDP, its influence is felt throughout the economy where fixed investment occurs.  [23:  Fin24, 2019. Civil construction goes from bad to worse as confidence hits record low. https://www.fin24.com/Economy/civil-construction-goes-from-bad-to-worse-as-confidence-hits-record-low-20190326] 
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[image: ]The RMB/BER Consumer Confidence Index (CCI) fell t0 2 index points in the first quarter of 2019 from 7 points in the previous period, recording its lowest level since the appointment of President Ramaphosa in early 2018.[endnoteRef:24] A score of zero is considered neutral, with any reading above this level being positive.  [24:  BER, 2019. FNB/BER Consumer Confidence Index. https://www.ber.ac.za/knowledge/pkviewdocument.aspx?docid=9482] 

This weakening in sentiment was mainly due to the implementation of stage four loadshedding by Eskom in February and March, which had a detrimental impact on the consumer mood. Other factors that have led to the decline in consumer confidence are labour strikes, the depreciation of the rand, fuel price hikes, and increases in personal income taxes.[endnoteRef:25][endnoteRef:26] [25:  IOL, 2019. Consumer confidence at its lowest since last quarter of 2017. https://www.iol.co.za/business-report/economy/consumer-confidence-at-its-lowest-since-last-quarter-of-2017-21906065]  [26:  Business Day, 2019. WATCH: Why SA’s consumer confidence has dropped. https://www.businesslive.co.za/bd/economy/2019-04-25-watch-why-sas-consumer-confidence-has-dropped/] 
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[image: ]The RMB/BER Business Confidence Index (BCI) declined by a further three points to 28 (on a scale of 0 to 100) in the first quarter of 2019. This is the lowest reading since the 27 index points measured in the second quarter of 2017.[endnoteRef:27] Any reading below 50 is considered pessimistic.  [27:  BER 2019, FNB/BER Business Confidence Index. https://www.ber.ac.za/knowledge/pkviewdocument.aspx?docid=9427] 

This has mainly been due to disruptive effects like loadshedding, prolonged labor strikes, slower growth in South Africa’s key trading partners (e.g. European Union and China), the extent of state capture and corruption revelations, and the adverse impact of the “land expropriation without compensation” discourse on many investors’ private property security perceptions.[endnoteRef:28] [28:  BizNews, 2019. Business confidence hits pre-Ramaphoria levels. https://www.biznews.com/briefs/2019/03/13/business-confidence-pre-ramaphoria-levels] 
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[image: ]The North West University (NWU) Business Schools' Political Uncertainty Index (PUI) rose to 53.4 in the first three months of 2019 from 51.1 in Q4 of 2018, as negative factors outweighed positive indicators. A higher number indicates greater uncertainty.[endnoteRef:29] [29:  NWU Business School, 2019.  Policy Uncertainty Index. http://commerce.nwu.ac.za/sites/commerce.nwu.ac.za/files/files/TRADE/Media/Print%20Media/PUI%20-%201Q%202019.pdf] 

This negative outlook is due to a slowdown in world economic growth in 2019 so far, the danger of the United Kingdom (UK) crashing out of the EU (this would affect trade links between South Africa and the UK), the resurrection of loadshedding, and a slowdown in domestic economic growth.[endnoteRef:30] [30:  NWU Business School, 2019.  Policy Uncertainty Index. http://commerce.nwu.ac.za/sites/commerce.nwu.ac.za/files/files/TRADE/Media/Print%20Media/PUI%20-%201Q%202019.pdf] 
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[image: ]The South African Chamber of Commerce and Industry (SACCI) BCI declined from 93.4 index points in February 2019 to 91.8 in March 2019, with an average of 93.4 index points in Q1 of 2019 in comparison with the Q4 of 2018 reading at 95.7. The SACCI BCI is not a true business confidence indicator and is more representative of a business climate indicator.
The main reasoning for this weaker measurement of the business climate was a depreciation of the rand, electricity restrictions and upcoming elections, which added to uncertainty and decreased the supportiveness of the business climate for private enterprises.[endnoteRef:31] [31:  Business Day, 2019. ECONOMIC WEEK AHEAD: Mining data to lag, manufacturing likely to hit 2008 lows. https://www.businesslive.co.za/bd/economy/2019-05-05-economic-week-ahead-mining-data-to-lag-manufacturing-likely-to-hit-2008-lows/] 
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[image: ]The above sections reflected on 14 economic indicators in order to gauge the health of the South African economy alongside the GDP data release. Out of the 14 indicators considered here, only 2 – wholesale trade and private sector credit – displayed a better q-o-q performance in Q1 of 2019 compared to the preceding three-month period.
In other words, South Africa’s economic momentum is in the red, like a fuel tank running on empty. This highlights a great challenge for the new Ramaphosa administration: kick starting an economy that has in recent years often expanded by a rate below the population growth rate. As the unemployment rate nears 15-year highs, there is much work to do for the new, leaner Cabinet. 




[bookmark: _Toc10545942]What happened to the economic stimulus?
Quite clearly, the South African economy experienced a marked deterioration from Q4 of 2018 to Q1 of 2019. A year earlier, the country was looking at a new economic paradigm under the leadership of President Ramaphosa. The country’s new leader made quick progress concerning key governance issues and inspired optimism about where South Africa was heading. This included the organising of the Presidential Jobs Summit and Investment Conference (October 2018). 
PwC estimated last year that investment pledges made at the Investment Conference could an estimated R338 billion to South Africa’s GDP over the 2019–2024 period, create or sustain an estimated 165 000 direct and indirect jobs (on average per year) and generate an estimated R59 billion in additional government revenue. To add momentum to the economy, 
President Ramaphosa announced his ‘economic stimulus and recovery’ plan in September last year, with around 14 ideas to get the economy going. Unfortunately, by the start of June this year, the (delayed) introduction of the national minimum wage and (limited) expansion in the VAT-exempt basket were the only notable achievements. 
The following table considers information compiled by Fin24 at the end of May 2019 about individual progress on the 14 ideas. 
Legend:
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Not started/not achieved/no information


Started/partly achieved


Achieved/done











Table 1: Only 2 out of 14 plans set in the ‘economic stimulus and recovery plan’ achieved. 
	Evaluating President Cyril Ramaphosa’s ‘economic stimulus and recovery’ plan, launched in September 2018. 

	Centralised R400bn infrastructure fund run out of the Presidency
	[image: ]
	Spectrum allocation to bring down the cost of broadband
	[image: ]

	Infrastructure execution team across 57 pilot municipalities
	[image: ]
	Simpler, better and faster visa regulations, including e-visas
	[image: ]

	Budget reprioritisation
	[image: ]
	Finalise mining charter
	[image: ]

	Review administered prices
	[image: ]
	Resolve land expropriation without compensation
	[image: ]

	Township and rural entrepreneurship fund
	[image: ]
	Advisory panel on land reform 
	[image: ]

	2 200 critical health posts to be filled
	[image: ]
	New national minimum wage
	[image: ]

	30-year leases to farmers
	[image: ]
	Expand VAT exempt basket
	[image: ]


Sources: Fin24, PwC Strategy&
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The previous four sections summarised key information about the South African economy:
1. GDP contracted on a quarterly basis during Q1 of 2019 and left the South African economy no larger than it was a year earlier. 
2. The majority of high-frequency economic data have deteriorated since Q4 of 2018, both when measuring q-o-q and y-o-y changes. 
3. Only 2 out of the 14 economic indicators reviewed in this report showed an improvement in q-o-q performance between Q4 of 2018 and Q1 of 2019. 
4. Key indices have deteriorated: surveyed and measured indices have largely deteriorated from Q4 of 2018, highlighting weaker conditions from a broader perspective than sector-specific data would suggest. 
5. President Ramaphosa’s ‘economic stimulus and recovery plan’ has seen very few positive results, with the majority of endeavours still stuck in neutral or first gear. 
President Ramaphosa will need to consider this economic crisis when he delivers his SONA on June 20. There are enough suggestions – most recently from the International Monetary Fund (IMF) and South African Reserve Bank (SARB) – on the structural reforms needed to get the South African economy into a higher gear. The president and his new Cabinet will need to act soon. 
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