
  

 

 

 QUARTERLY ECONOMIC OUTLOOK 

 

 Q3 2014 | August 2014  

 



 

 

ANALYSIS 

Dr. Azar Jammine 

Ilse Fieldgate 

Deon Fourie 

Yumna Ebrahim 

DATA AND TECHNICAL SUPPORT 

Tina Koziol 

Dee Anderson 

Monique Levine 

MODELS & FORECASTING 

Dr. Johannes Jordaan 

 

 



 
 
 

Page | 2 

INDEX 

 

Executive Summary .................................................................................................................................................. 3 

International Highlights .................................................................................................................................................. 3 

Domestic Highlights ........................................................................................................................................................ 4 

Economic Spotlight ................................................................................................................................................... 5 

Key macro-economic variables .................................................................................................................................. 7 

Global Economic Growth  ...................................................................................................................................... 9  

GDP growth: advanced and emerging economies........................................................................................................ 10 

USA Economic Growth ......................................................................................................................................... 13 

Eurozone, UK and China Economic Growth  .......................................................................................................... 15 

Euro Area ...................................................................................................................................................................... 15 

United Kingdom ............................................................................................................................................................ 16 

China ............................................................................................................................................................................. 16 

Japan ............................................................................................................................................................................. 16 

Eurozone, UK and China Economic Growth ........................................................................................................... 17 

Global Commodities & Inflation ........................................................................................................................... 23 

Global Interest Rates ........................................................................................................................................... 26 

Global Financial Markets ...................................................................................................................................... 27 

Global Exchange Rate Markets ............................................................................................................................. 29 

SA Economic Growth ............................................................................................................................................ 31 

Overview ....................................................................................................................................................................... 31 

GDP by sector................................................................................................................................................................ 31 

SA Economic Growth - Investment ....................................................................................................................... 35 

Overview ....................................................................................................................................................................... 35 

Investment by sector .................................................................................................................................................... 35 

SA Economic Growth – Household Consumption................................................................................................... 38 

SA Economic Growth – Outlook ............................................................................................................................ 40 

SA Labour Market ................................................................................................................................................ 42 

SA Inflation .......................................................................................................................................................... 44 

SA Short-Term Interest Rates ............................................................................................................................... 46 

SA Long Term Interest Rates ................................................................................................................................. 47 

SA Exchange Rate ................................................................................................................................................ 50 

SA External Accounts ........................................................................................................................................... 54 

SA Fiscal Policy .................................................................................................................................................... 56 

Detailed forecast tables ....................................................................................................................................... 58 

Macro Forecast ..................................................................................................................................................... 9 



Econometrix | Quarterly Economic Outlook Q3 2014  Executive Summary 

 

Page | 3 

Executive Summary

International Highlights 

 Global economic growth has continued at a reasonable 

pace through to the present.  Persistence of record low 

interest rates has continued to provide support for the 

world economy. Global economic conditions on the whole 

appear more favourable than at any stage since the 2009 

global recession, albeit moderately.  

This outlook is underpinned by the fact that recent 

evidence points to a more brisk recovery in the US in Q2. 

 Nonetheless, there has been a slight reduction in growth in 

some emerging markets; together with the sharp reduction 

in US Q1 GDP growth due to weather-related factors, this 

has resulted in forecasts for global growth being revised 

downwards for 2014 to 3.4% (which is still an improvement 

from 3.2% in 2013).  The acceleration in growth could 

continue through 2015 and 2016 on the back of the wealth 

effect of higher financial asset prices and ongoing low 

interest rates. 

 However, the downside risk factors for a global recovery 

are the huge overhang of high levels of government debt in 

developed economies, combined with the certainty as to 

what impact a normalisation of interest rates globally back 

to positive levels in real terms will imply for global 

economic conditions.  

 Commodity prices have generally not risen significantly in 

recent years, mainly as a result of relatively subdued 

demand for goods in the world economy. In emerging 

markets there appears to have been a cooling off in 

inflationary pressures.  In particular, the lower oil price 

(having fallen back to around $105 per barrel) is helping to 

keep inflation of goods and services relatively subdued. 

 The picture with regard to other commodity prices has 

been fairly mixed, with some declining and others 

increasing. Food commodity prices have fallen, while the 

price of gold, having fallen by -28% over the course of 2013, 

has more or less straddled the $1300 per oz. level in recent 

months.  Fears of US interest rates rising sooner than 

expected has depressed the price of gold, while the 

prospect of improved global economic conditions should be 

supportive of an increase in demand inflation, which in turn 

supports higher gold prices.  

 From a longer-term point of view, one cannot rule out the 

possibility of a steeper increase in commodity prices and 

inflation in the event that the build-up of global liquidity of 

the past few years finally translates into increased 

borrowing by consumers and businesses and lending by 

financial institutions. 

 Interest rates around the world have remained at 

extremely low levels for the past five years - especially in 

the case of developed economies.  Rates have been kept 

low in order to assist businesses and consumers to survive 

and recover from the global recession of 2008/09.  

Some emerging countries have raised interest rates 

recently to dampen inflationary pressures generated by 

currency depreciation last year, while others have reduced 

interest rates. 

 A lessening of inflationary pressures over the course of this 

year has paved the way for a fairly benign interest rate 

environment, with the greatest threat being of the US 

raising interest rates sooner than previously anticipated. 
The US Fed’s programme of quantitative easing has 

succeeded in part, but rather than being used to fund 

economic growth, the additional funds have also been used 

for investment into financial assets such as bonds and 

equities, whose prices have soared to new all-time highs.  

Aware of the potential longer-term damage to the US and 

global economy, the Fed has therefore been tapering QE 

over the course of this year. 
Tapering is likely to be completely exhausted by October, 

after which the key issue is the timing of when the Fed 

might decide to begin raising its key rate. Some have now 

suggested that the rate might be increased at the beginning 

of next year already.  

 There is unease with regard to the state of equity markets. 

The bull trend has continued from March 2009 to the 

present, with prices on the New York Stock Exchange 

almost three times as high as they were at their low point.  

If global economic activity continues at a reasonable pace 

in the medium term, this will assist in perpetuating the bull 

run on equities even if minor corrections recur. 

 The foreign exchange environment has been relatively 

stable over the past six months.  The Dollar/Euro exchange 

rate is back to where it was at the beginning of the year, 

having weakened until midyear, and then rallied back to 

around $1.34 at present.  Gradual tapering of QE has been 

supportive of a stronger Dollar as it has meant that the rate 

of increase in the supply of Dollars would slow. 

Emerging market currencies have also been much more 

stable than they were last year.  Even in the case of the so-

called "fragile five" currencies of countries with large 

current account deficits, despite those deficits having 

remained substantial, exchange rates have held up well.  

However, currencies of emerging economies with large 

current account deficits and slackening growth, e.g. South 

Africa and Turkey, remain vulnerable to a turnaround in 

sentiment towards emerging markets. 

The worst that one anticipates for emerging market 

currencies and by and large for most other currencies, is a 

modest depreciation over the coming year as the Dollar 

gains further g round in the face of rising US interest rates.
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Domestic Highlights 

 The SA economy has weakened in 2013 and 2014 in the 

face of the decline in business confidence resulting 

from disruptions caused by an escalation of industrial 

action, especially in the mining and manufacturing 

sectors – as a result growth forecasts have been 

revised downwards.  The platinum mining strike was 

undoubtedly the major contributor towards the slump 

in the q/q seasonally adjusted GDP growth rate for Q1 

2014, which declined to negative levels for the first 

time since the recession of 2008/09, viz. -0.6%. 

 SA’s long-term the level of growth has proved woefully 

insufficient to prevent the unemployment rate from 

increasing. The official unemployment rate rose in each 

of the first two quarters of this year and employment 

growth has been virtually static for the last six years.  

 Even though the South African economy is unlikely to 

end up in recession, there are huge structural 

impediments to any marked improvement in growth 

for a long time to come. The main structural 

weaknesses that contribute towards the 

underperformance of SA's economy in relation to the 

rest of the world are the proliferation of strike activity, 

the security of electricity supply, and the growing 

recognition of the poor level of skills and education 

outcomes. 

 Even though economic prospects are not very bright, 

they are not completely disastrous either. Some 

positive growth is likely to have been recorded in Q2.  

Growth in 2015 is bound to see some improvement 

compared with 2014 as one will be comparing against a 

very low base of performance for 2014, driven by the 

high incidence of industrial action.  However, should 

the latter persist beyond this year, then even the hopes 

of growth getting back to a 2.5%-3.5% range in coming 

years, would be dashed. 

 Growth in fixed investment, especially in machinery 

and equipment, remains positive, but subdued in the 

face of a reluctance on the part of business to invest 

more than is needed purely for replacement purposes.  

Growth in public sector investment remains positive 

but fairly pedestrian, which is disappointing because 

government has kept reiterating its intention to drive 

growth through large-scale infrastructural investment 

spending. 

 The reasons for the gradual decline in consumption 

over the past 18 months are: a sharp reduction in the 

growth of unsecured loans to middle and lower income 

households; rising inflation (especially food and petrol) 

over the past year has eroded disposable income; and 

the negative impact of the prolonged platinum mining 

strike and the metals industry strike, which meant that 

workers have not received wages to sustain spending 

patterns. 

The downturn in consumer spending growth has been 

particularly sharp in respect of the consumption of 

durable goods. 

However, there are still some positive influences 

preventing consumer spending from slowing unduly: 

real interest rates remain negative, preventing the 

debt-servicing burden on consumers from rising too 

far; the growth of a slightly more affluent middle-class; 

and greater laxity in enforcing repayment terms on 

debt as a result of the National Credit Act. 

 The CPI inflation rate has risen to its highest level in 

five years in May and June, and is now well in excess of 

the 3%-6% inflation target. One of the main factors 

driving the increase has been the substantial 

depreciation of the Rand.  However, expected declines 

in food and petrol inflation (as a result of the 

moderation in the Rand depreciation) could contribute 

towards the inflation rate declining back to the 6% 

upper end of the inflation target by the end of Q3.  The 

underlying reason as to why inflation is not racing 

ahead is because the economy remains significantly 

weak and growth in credit demand and money supply 

is low. Consequently, businesses are just not able to 

increase prices in such a way as to exert upward 

pressure on inflation. Countering these reasons for 

expecting receding inflation, are fears of rising 

electricity inflation and aggressive wage increases.  

 If SARB is to be believed about its concerns regarding 

further intensification of inflation and the fact that we 

are in a rising interest rate cycle, then one can expect 

further interest rate hikes in the medium term. In all 

probability the Bank will decide to raise the repo rate 

by a further 0.25% either at the September or 

November MPC meetings. In turn, these are likely to be 

followed by additional quarter point increases through 

2015, especially if domestic economic growth recovers 

moderately, as anticipated. 

 The Rand has been recovering and stabilising. 

Notwithstanding the fact that the Rand has held its 

own against other currencies over the course of this 

year, it remains more vulnerable to depreciation than 

most other emerging market currencies as the 

economy is still running a substantial current account 

deficit.  However, even though the Rand is vulnerable 

to significant renewed downward pressure, the 

likelihood of a renewed free-fall of the kind seen in 

1998, 2001 and 2008 is small. This is because the mood 

towards emerging markets has changed considerably 

over the past decade.  The three-year rising trading 

channel of the Dollar vis-à-vis the Rand, is likely to 

remain intact. The Rand is likely to sustain a 

depreciating trend in the face of the large current 

account deficit, but at the same time should not 

depreciate too far in a short space of time. 
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Economic Spotlight 

SA Economy Pulls Back From the Precipice, But Significant Damage All The Same  

Relief at ending of the NUMSA strike 

In the run-up to the NUMSA strike, we had warned clients that the South African economy was on a precipice. Should the 

NUMSA strike continue for anywhere near the duration of the platinum mining strike, the damage to the economy would be 

enormous and a recession would be unavoidable.  

After all, there were three times as many workers involved as in the platinum mining strike and the impact would be far more 

widely dispersed across the entire economy. At the time, the industry expected a strike of fairly short duration because the 

wage offer of employers, at 8%, was not seen as being too far removed from the 12% demanded by NUMSA. As the strike 

went on beyond the two-week threshold, one had begun to fear for the worst and to read into the strike a major ideological 

revolt against the capitalist system in South Africa. The fact that a deal has been reached to end the strike therefore comes as 

great relief. Once again, it represents an example of the manner in which the South African economy is able to pull back from 

the precipice just before going over it. 

However, significant damage has been inflicted all the same  

Despite this relief, it would be misguided to suggest that the damage inflicted on the economy by the strike, has been 

minimal. Yes, many businesses did plan for the strike and built up inventories to cope with it. However, the strike did last 

somewhat longer than many in the industry had hoped for and one senses that there was a considerable loss of production. 

Coming as it did soon after the platinum mining strike, it has undoubtedly contributed towards dragging down expectations of 

South Africa's economic growth for this year still further.  

We had indicated that IMF forecasts for South Africa's economic growth for this year had been revised downwards by more 

than double the extent to which forecasts of global growth had been revised downwards. The impact of the strike has now 

been to cause the IMF to revise its forecast for South Africa's GDP growth for this year downwards still substantially further, 

to just 1.7%, from its 2.3% forecast made in April and its 2.8% forecast made at the beginning of the year. The 1.7% current 

forecast is a full 2.7% lower than the 4.4% forecast for 2014 growth made three years ago. In the interim, the downward 

revision of forecast growth for the world economy over this three-year period has been just 1.2%, significantly less than the 

extent to which South Africa's forecast has been pushed downwards. Unfortunately, one cannot escape from the fact that 

even if the strike has not plunged the economy into recession, it will still all the same have inflicted significant damage to 

overall economic activity, both in the short term and the longer term. 

Still no complete return to normality 

From a shorter term point of view, the reality is that a substantial component of the business sector affected by the strike is 

still not excepting the agreement reached between NUMSA and the large Steel and Engineering Federation of South Africa 

(SEIFSA). The National Employers Association of South Africa (NEASA), which comprises many more members than SEIFSA, has 

continued to resist acceding to the agreement to pay lower paid workers 10% per annum increases for each of the next three 

years as agreed upon between SEIFSA and NUMSA. Instead, it is embarking upon a lockout of NUMSA members. Not only 

does this presage possible violence and intimidation from picketing by NUMSA members at NEASA dominated small business 

establishments, but it implies that there will not be a full return to normality for some time yet. As it is, the duration of the 

strike, in being extended beyond the fortnight anticipated more generally by companies in the metals industry, is likely to 

have meant that many businesses will not be able to recoup lost production in its entirety.  The impact thereof is likely to 

have been felt across many businesses beyond those immediately affected. 
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Damage inflicted to longer-term investment prospects 

Unfortunately, one fears that there will also be longer lasting adverse implications. The insinuation one senses from 

comments made by large multinational corporations is that the uncertain, volatile, militant and aggressive stance being 

adopted in the labour relations environment is becoming totally inimical to further investment in the country.   

No less a person than the Ambassador of the United States has commented on the fact that the escalation of industrial action 

over the past two years is calling into question the extent to which the US might want to continue having its companies 

involved in South Africa. Besides the adverse impact on foreign investment, it is also compelling many local businesses in the 

manufacturing sector to consider exiting or alternatively switching their modus operandi to service orientation rather than 

manufacturing, relying on imports to furnish required supplies instead.  Finally, one should not underestimate the adverse 

impact on employment creation in the manufacturing sector arising from the obligation to pay significantly higher wages to 

workers without any compulsion on the latter to increase their productivity. 

The way in which small business is being ignored 

There is further negative fallout from the NUMSA strike and that is the realisation that government effectively continues to 

pay lip service to small business activity. The resistance by NEASA and its members to 10% annual wage increments as being 

unaffordable, has been completely ignored not only by NUMSA, but by the Department of Labour which interceded during 

the strike to try and resolve it. An agreement has been reached, excluding the majority of businesses involved in the industry 

(even if their contribution to total sales is still minor compared with that of the bigger players). We are frequently informed 

that the greatest number of jobs created proportionately most prolifically are in small business, yet little attempt has been 

made to accommodate their requirements.  

NEASA has gone on record as saying that granting such big wage increases to its member workers was "suicidal" and would 

lead to massive job losses amongst such companies. Unfortunately, the structure of the economy is still being dominated by 

the so-called "Golden Triangle" parties, viz. government, big business and organised labour. Not a peep has emanated from 

the newly established Ministry of Small Business in relation to the strike. Instead, we have the ministers of Economic 

Development and Trade and Industry trudging around sprouting forth on the need for South Africa's economy to embark 

upon further industrialisation and infrastructural development as the key parts to job creation, yet the statistics vouch to the 

contrary.  

There is a further negative aspect to the latest set of events, in that many of the up-and-coming younger professionals of the 

country, witnessing the turmoil in the mining and metals industries, are becoming increasingly disillusioned with the future of 

the economy and are investigating employment opportunities abroad. The country can ill afford to lose whatever capacity it 

still has in the engineering and technical fields. Unfortunately, the authorities appear to be oblivious to the longer-term 

jeopardisation of economic growth that such a development might bring about. 
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Key macro-economic variables 

Historical Data Table 
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Transport Equipment       
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Exports (y/y %)       

Imports (y/y %)       
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Forecast Table 
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Residential       
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Machinery & equipment 
      

Transport Equipment 
      

Government       

Exports (y/y %) 
      

Imports (y/y %) 
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Gold Price ($/Oz) 
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 • Analysis Macro Forecast
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Global Economic Growth  Analysis   • IMF revised global growth downwards in July… 

GDP growth: advanced and emerging economies 

 Global economic growth has continued at a 

reasonable pace through to the present. Persistence 

of interest rates generally at levels lower than 

anything experienced over several decades has 

continued to provide support for the world economy.  

 Nonetheless, there has been a slight reduction in 

growth in some emerging markets, including Brazil, 

Mexico, Russia, Turkey, Indonesia and South Africa. 

This, together with the sharp reduction in US Q1 GDP 

growth due to weather-related factors, has resulted in 

forecasts for global growth being revised downwards 

for 2014. 

 In its July updated forecast, the IMF revised 

downwards its forecast growth for the world economy 

in 2014, to 3.4%, from 3.7% at the beginning of the 

year. On the positive side, forecasts for growth in 

2015 and 2016, of 4.0%, have been left unchanged.  

 The downward revision in the growth forecast for the 

world economy has been driven mainly by a 

commensurate downward revision in the forecast for 

growth in the US economy on the basis of the 

hindsight of the poor growth performance of the US 

economy in Q1 - see page 13. 

 In the broader emerging markets universe, the picture 

is very mixed. Russia's economy is suffering badly 

from sanctions, the rising tensions with Ukraine and 

the falloff in the price of oil. Barely positive growth of 

0.6% is being forecast for this economy, rising 

marginally to 1.3% next year.  

 In Brazil, continuing government over-expenditure 

and the manner in which this has crowded out the 

private sector, has also knocked economic growth in 

the world's eighth largest economy. Here too, growth 

is likely to be on the rich 1% this year, possibly rising 

to 1.8% next year.  

 On the positive side, Mexico has undertaken 

significant structural reforms to free up its economy, 

but is encountering significant opposition to such 

measures. This is inhibiting growth in the short term, 

with this economy barely likely to reach 2.4% growth 

this year, even if this might accelerate to 4.0% next 

year.  

 Amongst other larger emerging market economies, 

Turkey still finds itself weighed down by a large 

current account deficit and political turmoil and is 

unlikely to exceed 3.0% growth this year, even if 

optimistic IMF forecasts are looking for this to 

accelerate to 4.0% or so next year.  

 Finally, South Africa has been embroiled in destructive 

industrial action which is likely to restrain economic 

growth this year to little over 1.5%, with the hope that 

this picks up somewhat to between 2.5% and 3.0% 

next year. 

 Most of the optimism with regard to emerging 

markets outside of China relates to other Asian 

economies. Following the economic reforms 

introduced by its new government under President 

Modi, with the help of less wasteful government 

expenditure and greater scope for private sector 

initiative, India's economy should succeed in 

achieving 6.0% growth in 2014, rising still further to 

around 6.4% in 2015. Taiwan, Singapore and South 

Korea are also looking quite solid, albeit at more 

moderate growth rates of between 3% and 5%. 

 In conclusion, global economic conditions on the 

whole appear more favourable than at any stage since 

the 2009 global recession, but only moderately so. 

Optimism still prevails that following a downturn in 

growth in 2012 and 2013, growth in 2014 should show 

some improvement and that this acceleration in 

growth will continue through 2015 and 2016 on the 

back of the wealth effect of higher financial asset 

prices and ongoing low interest rates. 

 However, there remains the huge overhang of high 

levels of government debt in developed economies, 

with associated uncertainty as to how long it will take 

before such debt levels are wound down. More 

importantly from a medium term point of view, the 

jury is still out as to what impact a normalisation of 

interest rates globally back to positive levels in real 

terms will imply for global economic conditions.  

 

 

 Global GDP growth forecasts (%) – IMF 
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Emerging & 

developing  

          

  China           

  SSA           

IMF Forecasts for Growth of Sub-Saharan Countries, in % 

 
2014-2019 
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Democratic Republic of the Congo  
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Source: IMF WEO, Apr14 
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Global Economic Growth  • Charts 

Chart 1: GDP growth in advanced vs. emerging economies 

 
  

Chart 2: Global GDP forecast 

 

Chart 3: GDP growth for selected advanced economies 

 

Chart 4: Industrial production growth - developed countries 

 
Chart 5: Manufacturing Purchasing Manager’s Indices (PMI) vs. 

SA 

 

Chart 6: EM economies - GDP growth 

 

Chart 7: Gross fixed capital formation as % of GDP – advanced 
vs. emerging economies 

 

Chart 8: BRICS economies - GDP growth 
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  • Analysis USA Economic Growth

Upbeat US picture emerging… 

 The downward revision in the growth forecast for the 

world economy has been driven mainly by a 

commensurate downward revision in the forecast for 

growth in the US economy on the basis of the hindsight 

of the poor growth performance of the US economy in 

Q1.  

 The latest IMF forecast for US economic growth in 

2014 has been revised downwards sharply, to 1.7%, 

compared with figures close to 3% at the beginning of 

the year, on account of the weak base created by the 

Q1 performance.  

 Fortunately, recent evidence points to a more brisk 

recovery in the US economy in Q2. It would appear 

that rising asset prices have been imbuing a positive 

wealth effect. Growth in industrial production has also 

risen to over 4%. The US ISM has increased to its best 

level since November 2013 and is in fact at its second 

highest level since the recession five years ago. 

Furthermore, the ISM for nonmanufacturing, reflective 

of a performance of the services sectors, also rose in 

July to its best level this year. Finally, most 

encouragingly, the US economy has created on a net 

basis over 200,000 jobs for each month between 

February and July, the first time in more than 20 years 

that the economy has been able to create jobs of this 

order of magnitude and with such consistency over a 

period of six successive months.  

 In line with the above-mentioned high level of 

employment creation, the US unemployment rate has 

decreased to its lowest level since the global financial 

crisis in 2008/09, at 6.1% in June, although it 

rebounded marginally in July, to 6.2%. The result is that 

the first estimate of US GDP growth for Q2, which had 

been expected to increase to 3.0% on a q-o-q 

annualised rate from a weather-ravaged Q1 growth 

rate of -2.9%, came in well above the provisional 

expectation at 4.0%, whilst Q1 growth was revised 

upwards to -2.1%, from -2.9% previously. It is 

suspected that this latest upward revision of recent 

growth rates for the US economy will result in a better 

outcome for growth for the whole of 2014 than the 

meagre 1.7% figure released by the IMF in early July. 

 Even housing appears to be regaining its footing after 

slumping in late 2013 following a run-up in mortgage 

rates.  The growth in housing starts increased sharply 

in Q2 by 13.3% to 980,000 from a 925,000 in Q1.  A 

further improvement is expected in H2 as job growth 

and falling unemployment rates boost incomes and put 

more people in a financial position to buy homes. 

 U.S. consumer prices increased slightly in June as the 

cost of gasoline surged, and the overall trend 

continued to point to a gradual build-up of inflationary 

pressures. On a quarterly basis, the averaged inflation 

rate rose to 1.8% in Q2 2014, from 1.4% in Q1 2014. 

The increase should allay concerns among some 

Federal Reserve officials that inflation was running too 

low. 

 Despite these positive indicators, the US Federal 

Reserve Board has intimated that it intends persisting 

with accommodative monetary policy through to the 

middle of next year at the earliest. For the short to 

medium term at least this is bound to be supportive of 

reasonably robust growth. From a longer-term point of 

view, however, the flood of liquidity emanating from 

loose US monetary policy could generate significant 

distortions, including a further increase in inequality 

and a decline in savings propensity. Much of the 

motivation for keeping interest rates low is also to 

depress the borrowing costs of the US government 

given the exceptionally high level of public debt. The 

mind shudders as to what the fallout could be once 

interest rates begin rising, especially if they begin to 

rise more substantially. 
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USA Economic Growth  • Charts 

Chart 9: USA GDP growth 

 

Chart 10: US ISM manufacturing index* 

 
Chart 11: US ISM non-manufacturing index* 

 

Chart 12: US retail and food services sales growth 

 
Chart 13: US housing starts 

 

Chart 14: US household debt levels 

 

Chart 15: US civilian unemployment rate 

 

Chart 16: US total non-farm payroll (employment) 
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AnalysisEurozone, UK and China Economic Growth •  

UK economy back to pre-crisis level 

Euro Area 

 Whilst there has also been some recovery in the 

Eurozone from the recessionary conditions that 

prevailed in 2012, the recovery has been feeble and 

rather patchy, with significant differences between 

member countries in the Eurozone.  

 Growth had been strongest in Germany, with q-o-q 

growth reaching 0.8% (3.3% on an annualised basis) in 

Q1. However, for the Eurozone as a whole, growth 

was no more than 0.2% q-o-q (0.8% annualised) in Q1. 

In the Netherlands and Austria it was actually 

substantially negative, at -2.4% and -2.5% 

respectively, whilst it was also negative in the third 

largest Eurozone economy, viz. Italy, at -0.3%.  

 Disturbingly, even this meagre growth in the Eurozone 

gave way to know growth whatsoever in Q2. 

Especially worrying was the fact that the region's 

largest economy, viz. Germany, accounting for 30% of 

the total, moved from an impressive Q1 growth rate 

into negative growth of -0.2% q-o-q in Q2.  

 Furthermore, the French economy remained flat with 

no growth whatsoever in either the first or second 

quarters. Italy, which had reported negative growth of 

-0.1% in Q1, also reported negative growth for Q2, 

meaning that its economy has suffered a technical 

recession this year. Both France and Italy have seen 

declines in industrial production in the past few 

months. The commonly held view is that these 

countries have been too slow to adjust their economic 

structure, with government playing an unduly 

intrusive role. Even in Germany, there has been a 

marked loss of momentum most recently.  

 Geopolitical concerns regarding the situation in the 

Ukraine, have been weighing down on European 

business confidence. The IFO business confidence 

index for Germany has receded considerably in recent 

months, continuing into June. Although the 

HSBC/Markit index, covering private sector activity in 

the Eurozone economy, rose by more than expected 

in June, to a reading of 54.0, from 52.8 in May; 

 The fact that there was zero or negative growth in the 

region's three largest economies in Q2 meant that 

overall Eurozone growth in Q2 ended up being zero, 

following its meagre 0.2% growth rate in Q1. The 

Eurozone's growth figures have been revised 

downwards quite sharply. This means that even 

though the official forecasts until recently had been 

looking for growth of just over 1% for 2014, the region 

could end up with recording growth of just 0.5% for 

the year. Even this, however, would represent a 

significant improvement compared with the negative 

growth rates of -0.7% and -0.4% recorded for 2012 

and 2013 respectively. 

 On the other hand, conspicuously encouraging 

positive trends have emerged from the erstwhile 

problematical peripheral European countries such as 

Spain and Greece, which appear to be recovering 

gradually from their deep recessions in 2012 and 

2013. Internal devaluation through wage cuts appears 

to have generated an increase in competitiveness in 

these countries which is working through to boost 

economic growth and their export performances.  

 However, one should not overplay the strength of 

these economies either. In fact, growth in some of the 

eastern European members of the European Union, 

which are not part of the Eurozone, such as the Czech 

Republic, Hungary and Poland, has been exceeding 

that of the peripheral countries.  

Overall, Eurozone industrial production has remained 

fairly feeble, at just over 1%. Unemployment in the 

Eurozone has fallen marginally from its peak of over 

12%, but still remains extremely high, at 11.6%. As 

with the US, the IMF forecasts a moderate 

improvement in growth from 2014's 1.1%, which is 

now bound to be revised downwards in due course, to 

1.5% in 2015 and 2016 respectively. Nevertheless, this 

highlights the lacklustre pace of growth being forecast 

for the region in the medium term. 

 Clearly, high levels of public debt continue to hang 

over the potential for European economies to gather 

much steam since fiscal austerity, and still act as a 

constraint on any significant improvement in growth. 

Ambivalence as to whether to pursue fiscal austerity 

strenuously, or whether to adopt a much more 

flexible approach in order to prevent undue damage 

to the growth of the Eurozone economy, remains a 

significant policy dilemma within the region. More 

recently a new cloud hangs over the European 
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economy in the form of sanctions on Russia and 

countervailing sanctions by Russia on food imports 

from Europe, which could have detrimental effects on 

the European food industry.  

United Kingdom 

 The outstanding exception to lacklustre European 

growth in recent times has been the United Kingdom. 

Growth in excess of 3% is currently being achieved 

and is anticipated to continue more or less at this pace 

through 2015. In light of the fact that London is the 

financial centre of the world and financial asset prices 

have been benefiting for some time from globally 

loose monetary policy, this has generated a marked 

improvement in business confidence in the UK.  

 Furthermore, house prices have risen rapidly, imbuing 

consumers in the UK with a greater wherewithal to 

undertake significant expenditure. The boom in the 

services industries is still leading the way, with growth 

in industrial production still relatively pedestrian, at 

2.2%, weighed down in part more recently by the loss 

of competitiveness of the British goods as a result of 

the marked appreciation of the Pound relative to 

other currencies. 

China 

 Amongst emerging markets, the Chinese economy 

appears to have experienced a slight rebound in Q2 

after slowing in Q1 in a manner that had raised 

concerns about the sustainability of China's massive 

growth performance of the past few decades. 

Arguably, the Chinese government had engineered a 

mini-stimulus in the form of dedicated new large 

infrastructural investment projects to help stem the 

slowdown experienced from attempts to reorientate 

the Chinese economic direction from investment 

towards consumption.  

 Industrial production has picked up, growing at 9.2% 

in June and the Chinese manufacturing PMI has 

increased to well over the 50 level which distinguishes 

between contraction and expansion. Nonetheless, the 

softness reflected in the Chinese non-manufacturing 

sector suggests continuing difficulty in generating 

faster growth in consumer spending in the world's 

second-largest economy.  

 Instead, concerns about the possible fallout from the 

shadow banking sector in China, together with the 

fear that much of the large-scale investment 

undertaken in the country will leave huge amounts of 

excess capacity and low business returns, continue to 

prevail.  

 In Q2, China's y-o-y growth rate accelerated to 7.4%, 

from 7.3% in Q1, and on a q-o-q annualised basis 

amounted to 8.2%, but there is a fear that such 

growth will not be sustained at quite this level and 

that growth of no more than 7.3% will be achieved in 

2014, declining further to 7.0% in 2015. 

Japan 

 Japan's economic growth was extremely strong in Q1, 

achieving annualised growth of 6.7%, as consumers 

rushed out to buy goods before a sales tax was 

introduced on 1st April. Extremely loose monetary 

policy and quantitative easing by the Bank of Japan 

over the past year had also made the environment 

conducive towards such a spending splurge. 

 Conversely, Q2 is likely to have seen a marked 

slowdown and probably negative growth in response 

to the removal of such spending power following the 

introduction of the sales tax. Fortunately, the steep 

depreciation of the Yen over the past year in response 

to quantitative easing has resulted in a rebound in 

Japanese exports.  

 This, together with a falloff in imports as a result of 

the reduction in consumer spending more recently, 

has helped to compensate to some extent for the 

adverse impact of the sales tax on Japanese consumer 

spending and overall economic growth. 
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 • Charts  Eurozone, UK and China Economic Growth

Chart 17: Euro GDP growth 

 

Chart 18: GDP growth of selected Eurozone countries  

 
Chart 19: Euro private consumption expenditure growth 

 

Chart 20: UK and Euro industrial production growth 

 
Chart 21: UK GDP (real q/q saar growth) 

 

Chart 22: UK private consumption expenditure growth 

 
Chart 23: China GDP growth (comparison with US and EU) 

 

Chart 24: China PR - Hong Kong, household consumption 
expenditure growth 
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  • Analysis Risks to global economic recovery

Impact of U.S. tapering of quantitative easing (QE) 

 The U.S. Federal Reserve has been injecting large 

volumes of liquidity into the global financial system by 

purchasing bonds from the global banking sector (QE). 

However, this financial stimulus has mostly found 

itself flowing into financial assets, rather than in the 

hands of consumers and producers to assist in 

spurring global economic growth. Consequently, 

financial asset prices have been driven up significantly, 

although not yet enough to generate a bubble in 

financial markets. 

 While the global liquidity created by QE is still in place, 

the pace of such liquidity injections is decelerating as 

the U.S. tapers off on its QE programme (i.e. bond 

purchases by the Fed were US$35 bn in June 2014, 

down from US$85 bn per month during 2013). As QE 

becomes completely phased out towards the end of 

the year, the bull run on global financial markets could 

normalise as less liquidity becomes available to be 

channelled into financial assets. 

 This, in turn, could have adverse consequences for 

emerging markets that are highly dependent on 

capital inflows and are running large current account 

deficits. Fewer capital inflows into the financial 

markets of emerging economies (and/or more capital 

outflows) places pressure on their currencies to 

weaken and thereby increases inflationary and growth 

risks.  

 If such a situation materialises, sustained currency 

depreciation might force such emerging markets to 

raise interest rates, which will place further strain on 

their growth prospects.   

Possible normalisation of interest rates 

 Whilst growth prospects for the shorter term appear 

to be fairly positive for the world economy, there are 

potential clouds on the horizon. The most obvious 

relates to the possibility that global interest rates may 

finally come to rise as QE is totally phased out and 

growth prospects for advanced economies improve.  

 This is especially true for the U.S., since better-than-

expected employment data during the first half of 

2014 provides confidence that U.S. economic growth 

will improve over the remainder of the year, which 

makes room for the world’s largest economy to raise 

interest rates sooner than would otherwise be the 

case. Under such circumstances, liquidity inflows into 

emerging markets are likely to slow, causing the U.S. 

Dollar to rise and emerging market currencies to 

depreciate.  

 While inflation rates in advanced economies remain 

exceptionally low in line with the subdued 

performance of commodity prices more recently, 

interest rates could nevertheless be raised as global 

economic growth begins and continues to build up 

more momentum.   

 Growing consumer, producer and investor confidence 

in the ability of the world economy to maintain a rapid 

growth performance will stimulate economic activity 

and thereby a sharp increase in inflation. This will in 

turn require interest rates to be raised sharply, with 

damaging effects on global economic activity.  

 Nonetheless, there are also all sorts of distortions 

arising from continued loose monetary policy. For one 

thing, the holders of financial assets are benefiting to 

a far greater extent than ordinary people dependent 

upon the pace of real economic activity and 

employment creation.  

Increase in global inequality 

 The resultant increase in global inequality threatens 

the social fabric of the new world order.  

 Tensions created by this threaten to increase 

opposition to the capitalist system in a potentially 

fairly violent manner which itself could rebound to the 

detriment of economic performance.  

High public debt levels in advanced countries 

 Public debt levels in advanced economies remain 

extremely high and are likely to continue doing so for 

many years.  

 This is likely to act as a drag on global economic 

growth to the extent that the World Bank, for 

example, believes that sustainable global growth will 

be 2% or more below levels seen in the decade prior 

to the global recession. 

  



Econometrix | Quarterly Economic Outlook Q3 2014  Global Economy 

 

Page | 19 

Slowing emerging market growth dynamic 

 The global economic recovery is now more 

dependent on sustained growth in advanced 

economies, which is still fragile due to slowing 

economic growth in emerging markets.  

 An increase in capital outflows in emerging markets 

on fears of a tapering of U.S. QE has weakened 

emerging market growth momentum. Structural 

bottlenecks in infrastructure, labour markets, 

education and investment have added to the 

slowdown in economic growth momentum in most 

emerging markets. 

 Notwithstanding large current account deficits, 

many emerging markets are also overly dependent 

on foreign capital inflows to finance such deficits. 

As a result, their economies are extremely 

vulnerable to volatile capital flows. In the event that 

liquidity into these emerging markets slows, their 

current account deficits could widen, which can in 

turn place downward pressure on their currencies 

so that inflation could rise, interest rate hikes 

become probable and economic growth and 

development prospects deteriorate.   

 Very low inflation and high real interest rates in the 

E.U. will continue to weigh on its meagre economic 

growth, which has negative implications for 

European imports from emerging markets and thus 

their economic growth prospects. However, growth 

in emerging economies are likely to improve with 

higher growth in the U.S. and a slow recovery in the 

Eurozone by acting as markets for their exports.   

China downside risks to growth 

 While GDP growth in China edged up slightly to 

7.5% y/y in Q2 2014, from 7.4% in Q1 (the country’s 

slowest growth since Q3 2012), it was still weaker 

than  the 7.7% and 7.8% achieved in Q4 and Q3 

2013, respectively.  

 Although still growing at high rates, this reflects a 

general slowdown in China’s growth momentum 

from exorbitant rates achieved over the past few 

years. The slowdown could mainly be attributed to 

sluggish factory growth, weak fixed investment and 

an oversupply in the property market and it 

highlights that structural downside risks to growth 

in China remain in place.  

 The sustainability of robust industrial production in 

China is also contingent on strong domestic and 

external demand growth, both of which remain 

relatively weak. The external environment remains 

particularly fragile. Exports from China declined by 

18.1% and 6.6% y/y in February and March, 

respectively, but then increased to 0.9% in April 

2014.  Projections by the OECD indicate that growth 

in China for 2014 and 2015 will move ever so 

gradually down to 7.5% and 7.3%, respectively. 

 Slower growth in the world’s second largest 

economy, in turn, implies weaker demand for global 

commodities, which places downward pressure on 

global growth prospects through reduced exports to 

China. 

 China has been undergoing a structural change in its 

economy away from being investment- and export-

led, towards a more consumption-driven and 

service orientation. This is evident in the fact that 

growth in the country’s retail sales is outpacing that 

of factory output. The challenge for China now is to 

shift from an economy based on imitation to one 

that is based on innovation. In addition, imbalances 

have persisted as a result of the vast liquidity into 

the banking system created by the Peoples Bank of 

China's de facto Dollar peg.  

 This has fuelled credit growth to unprofitable 

enterprises such as the steel industry. The result 

has been that the Chinese leadership, besides 

fighting corruption, has become more focused on 

the quality rather than the quantity of growth. 

Liquidity to unprofitable sectors of the economy is 

now being cut.  

 As a result, growth in the Chinese economy is likely 

to disappoint in relation to the rapid growth of 

recent years. Recently announced measures to 

lower taxes for small businesses, to support trade 

and reform railway investment is only likely to 

partially counteract the factors causing the 

economy to slow down. 

 However, stronger growth from the U.S. could 

provide a boost to China’s economic growth 

prospects, since it is the country’s largest trading 
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partner, accounting for 17% of total exports. The 

U.S. is followed by the E.U., accounting for almost 

16% of exports from China. 

Geopolitical tensions 

 The global economic recovery has further been 

restricted by geopolitical tensions in the Middle East 

(especially in Syria, Israel/Palestine and Iraq), the 

Ukraine and Libya.  

 Violent clashes in the Middle East have intensified the 

volatility and rise in global oil prices through supply 

disruptions. While oil prices have not risen 

dramatically since the beginning of 2014 (e.g. the 

price of Brent crude oil increased from US$106.38 in 

January to US$112.3 in June 2014), there is 

nevertheless a risk that such prises may rise as 

tensions in oil-producing countries intensify.   

 The current escalating tensions between ISIS (Islamic 

State of Iraq and Al-Sham, an offshoot organisation 

from Al-Qaeda) and the Iraqi government is the 

largest recent threat in the Middle East to the rise in 

oil prices. ISIS has already disrupted global oil supplies 

by overrunning the Iraqi cities of Mosul, Tikrit and Baiji 

- and are planning to attack other cities southward 

towards Baghdad, where most of the country’s oil 

production takes place (close to 90%). Iraq is one of 

OPEC’s largest oil producers, which means that any 

production/supply disruptions in the country will place 

upward pressure on global oil prices.  

 Furthermore, tensions between Russia and the 

Ukraine (a passage for gas and oil supplies from Russia 

to European countries) have also been driving oil 

prices upwards, especially in fear of possible sanctions 

on energy imports from Russia. Conflict between the 

two countries also carries the risk of raising world 

grain prices.   

 Higher oil prices have a negative impact on global 

economic activity by harming consumer spending and 

further eroding disposable income, especially in 

developing countries where oil consumption as a 

share of total global oil output has overtaken 

advanced economies (i.e. from 28% in 1992 to 51% 

currently). Oil price escalations also damage economic 

growth prospects by hampering investments in 

manufacturing facilities and infrastructure. 

 Although OPEC, and more specifically Saudi Arabia, 

has indicated that it will uphold global oil production 

levels in order to prevent oil prices from rising unduly, 

such prices may escalate further should the ISIS 

movement intensify and advance throughout the 

southern regions of Iraq where the country’s largest 

oil fields are located. 
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Risks to global economic recovery • Charts  

Chart 25: G7 gross public debt as % of GDP 

 

Chart 26: Government debt as % of GDP - 2007 vs. 2011 

 

Chart 27: Fiscal balance as % of GDP (various countries) 

 

Chart 28: General government net lending/borrowing (% of 
GDP) 

 

Chart 29: General government gross debt as % of GDP 

 

Chart 30: Gross government financing needs: PIGS (€ bn) 

 

Chart 31: Credit Default Swap (CDS) spreads – various countries 

 

Chart 32: EU debt share (%) 
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Risks to global economic recovery  • Charts 

Chart 33: Government gross debt in advanced economies as % 
of GDP 

 

Chart 34: US total public debt % of GDP 

 

Chart 35: U.S. total public debt (US$ millions) 

 

Chart 36: World FOA prices – comparison of years 

 

Chart 37: World FAO food prices: meat, dairy, cereal, oil sugar 

 

Chart 38: World food situation – FAO Food Price Index 

 
Chart 39: Income inequality of various countries (1980s vs. 

2000s) 

 

Chart 40– Signs of Jobless recovery in US 
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 • Analysis Global Commodities & Inflation

Subdued demand for commodities keeps inflation of goods and services rates low.. 

Inflation 

 With the assistance of commodity prices that on the 

whole have not risen significantly in recent years, 

which in turn is a function of relatively subdued 

demand for goods in the world economy, global 

inflation rates have remained relatively subdued. 

Instead, until recently, there had been an underlying 

concern that the developed economies might shift 

into deflation mode which could spiral into an 

environment of even lower demand as consumers put 

off purchases in the hope of being able to make these 

at lower prices at a later stage. 

 In the case of emerging markets, in many of which 

inflationary pressures had been building up in the first 

half of this year in lagged response to significant 

currency depreciation last year, there appears to have 

been a cooling off in inflationary pressures.  

These outcomes of relatively low inflation might be 

seen to be somewhat surprising given the huge 

amount of liquidity added into the global financial 

system, especially by the US and Japan in recent years 

through their programmes of quantitative easing. 

Such policy had been deliberately geared towards 

encouraging financial institutions receiving such funds 

through the quantitative easing programmes, to on-

lend such cash to businesses and consumers in the 

hope that the latter would increase their spending and 

in so doing boost economic growth.  

Instead, much of the additional liquidity generated has 

filtered through into encouraging financial asset 

transactions which have effectively generated 

financial asset inflation in lieu of inflation of goods and 

services. 

 In the US, inflation is satisfactorily currently at just 

above 2%, which is the implicit inflation target of that 

country. Improved economic conditions are assisting 

in boosting US inflation and preventing a deflationary 

spiral. In line with expectations of further 

improvements in US economic growth, inflation in 

that country is expected to remain at this kind of level 

over the next few years. In contrast, Eurozone 

inflation has fallen well below the 2% target set by the 

European Central Bank (ECB). It has declined to just 

0.5% and it is precisely in this region of the world 

economy that the concerns about deflation are most 

rife.  

 Demand remains subdued, aided by wage cuts in 

some of the peripheral southern European countries 

as they grapple with trying to become competitive in a 

fixed exchange rate Euro straitjacket in which they 

cannot rely on currency depreciation to do the job. In 

Japan, the combination of higher sales tax as well as 

extremely loose monetary policy deliberately aimed at 

raising inflation, has resulted in the highest inflation 

rate in more than a decade in that country, which in 

the past has been ravaged by deflation.  

 However, once the effects of the higher sales tax on 

the level of prices falls away, inflation is expected to 

fall back again to below 2% next year. 

 Insofar as emerging markets go, China's inflation rate 

seems to be relatively stable at between 2.0% and 

3.0% and no major increase is anticipated. In emerging 

market economies with large current account deficits, 

the so-called "fragile five", inflationary pressures built 

up late last year and early this year as a result of the 

depreciation attributed to their deficits last year. 

However, in response to increases in interest rates in 

those countries, inflation rates have fallen back to 

more reasonable levels.  

 Nonetheless, in many of these countries, inflation still 

remains above the inflation targets set by their 

governments, usually in the region of 6% or so.  

For example, Russian inflation is currently 7.8%, 

Brazil's 6.5%, India's 7.3%, Indonesia's 6.7% and South 

Africa's 6.6%. The worst is Turkey with 9.2%. In 

contrast, those emerging markets with lower current 

account deficits which did not experience substantial 

currency depreciation, are seeing inflation rates 

generally in the region of between 1% and 3%, more 

or less in line with the rates prevailing in China.  

The lowest inflation rates currently are those of 

Singapore, at 1.8%, South Korea at 1.7% and Taiwan at 

1.6%, but somewhat higher rates prevail in Thailand, 

at 2.4%, Malaysia at 3.3% and Hong Kong at 3.6%. 
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Commodities 

 The most important commodity price helping to keep 

inflation of goods and services relatively subdued is 

the price of oil. The international price of Brent crude 

rose temporarily close to $115 per barrel in May and 

June as a result of fears that the Islamic State of Syria 

and the Levant (ISIL) Sunni fundamentalist movement 

might take over the key Iraqi oilfields in the south of 

the country. Since then, however, the price of Brent 

has fallen back to around $105 per barrel. 

Intervention by the US to protect southern Iraq and to 

prevent further gains by the ISIL movement in the 

North of the country, has reduced fears about 

interruptions to oil supplies from Iraq. In addition, 

exports from Libyan oilfields have improved, even 

though they haven't returned to their full potential by 

any means yet. At the same time, there has been an 

increase in supply of crude in North America and other 

non-OPEC countries.  

Fears surrounding an interruption to oil supplies from 

Russia have not been particularly acute. Furthermore, 

increased production of shale gas in North America 

has increased the supply of this substitute for crude oil 

and in so doing has helped to reduce demand for oil in 

that region.  

Over and above all these factors, one senses a tacit 

agreement between the United States and Saudi 

Arabia to keep oil prices contained at levels of just 

above $100 per barrel. It may be no coincidence that 

the price of oil has basically moved sideways for the 

past three years. At current prices, oil producers, led 

by Saudi Arabia, are generating sufficient revenue to 

satisfy their needs, whilst on the other hand oil prices 

have not risen in a manner which might damage 

global economic growth prospects significantly.  

With Saudi Arabia being be swing factor, able to 

increase or decrease its production by millions of 

barrels of oil per day, it is in an advantageous position 

to help stabilise the price of oil. 

 The picture with regard to other commodity prices has 

been fairly mixed, with some declining slightly and 

others increasing. Food commodity prices have fallen 

by close on 5% over the past month or so due to 

excellent grain crops in the United States, which has 

generated a perception of potential oversupply.  

On the other hand, the prices of a number of 

industrial metals have increased due to the pickup in 

Chinese industrial production resulting from the mini-

stimulus introduced by the government of that 

country earlier in the year. Prices of the likes of 

aluminium, copper and nickel have risen moderately, 

whilst in contrast, steel prices remain under pressure. 

Overall, the price tendency of commodity prices has 

been sideways for some time and it is questionable as 

to whether this will be reversed any time soon given 

the fairly modest expectations of economic growth 

over the coming year.  

It is conceivable that commodity prices might rise 

moderately over the course of 2015 if expectations of 

a mild improvement in global economic growth 

materialises. On the other hand, the expectation that 

such improvement in growth might be accompanied 

by increased US interest rates raises the prospect of 

Dollar strength. Should the Dollar appreciate, this will 

tend to neutralise the rising trend in the Dollar price 

of many commodities. 

 To a significant extent the same factors apply to the 

prices of precious metals. In the case of gold, having 

fallen by -28% over the course of 2013, the Dollar 

price of gold has more or less straddled the $1300 per 

oz. level in recent months.  

Whenever fears of US interest rates rising sooner 

rather than later have surfaced or gained momentum, 

this has tended to depress the price of gold on 

account of the increase in the opportunity cost of 

holding the precious metal. On the other hand, an 

increase in geopolitical tensions in Iraq, Gaza and 

especially rising concerns about a possible conflict in 

Eastern Europe between Russia and the Ukraine, has 

provided support for bullion.  
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Commodities & Inflation  • Charts 

Chart 41: Commodity price indices (USD terms) 

 

Chart 42: Reuters/Jeffries Commodities Research Bureau (CRB) 
vs. Brent oil price 

 

Chart 43: Brent crude oil price (USD per barrel) 

 

Chart 44: Copper and aluminium commodity prices 

 

Chart 45: Selected metal commodity prices (USD terms) 

 

Chart 46: CPI inflation rate –advanced economies, EU and G7 

 

Chart 47: CPI inflation rate – emerging economies 

 

Chart 48: CPI Selected advanced economies (UK, US, Japan, 
Euro) 
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 • Analysis Global Interest Rates

Loose monetary policy still in place… 

 Interest rates around the world have remained at 

extremely low levels for the past five years. This has 

been especially the case with developed economies. 

Rates have been kept low in order to assist businesses 

and consumers to survive and recover from the global 

financial recession of 2008/09.  

The key US Fed Funds rate has remained at close to 

zero for the last six years. In addition, the US Federal 

Reserve Board has been embarking upon a 

programme of quantitative easing through which it 

has been buying back US Treasuries and mortgages 

from financial institutions in exchange for cash. The 

intention has been that this additional cash in the 

hands of financial institutions would enhance their 

capital base and in so doing encourage them to lend 

more money on to businesses and consumers alike 

and in this way to stimulate increased economic 

growth.  

 This has succeeded in part, but rather than being used 

to fund economic growth, the additional funds have 

also been used primarily for investment into financial 

assets such as bonds and equities, whose prices have 

soared to new all-time highs. Many have therefore 

regarded this addition of liquidity into the financial 

system as unsustainable in the longer term. By 

generating an increase in the prices of financial assets 

way in excess of the commensurate increase in 

employment and income of lower and middle-class 

sections of the population, it has arguably contributed 

towards a rise in inequality and dissuaded savings.  

 Central banks of emerging markets have also been 

critical of this policy because they have argued that it 

has generated undue volatility in investment flows 

into and out of their financial markets, resulting in 

substantial and destabilising fluctuations in their 

currencies.  

 Aware of the potential longer-term damage to the US 

and global economy, the Fed has therefore been 

tapering its programme over the course of this year. It 

has reduced the level of bond purchases by $10bn at 

every bimonthly FOMC meeting it has been holding. 

Whereas the asset purchases had amounted to $85bn 

per month for the whole of 2013, this has steadily 

been reduced to the point where currently only $25bn 

per month is being injected into the financial sector. 

Tapering is due to be completely exhausted by 

October. 

 After that, the key issue appears to be the timing of 

when the Fed might decide to begin raising its key Fed 

Funds rate. In its most recent pronouncements, the 

Fed has indicated that it does not see such interest 

rates being raised before the middle of 2015 soonest. 

At the same time, it has indicated that it is carefully 

scrutinising developments in the US labour market to 

assess the extent to which its programme of liquidity 

injections might be starting to generate an increase in 

inflationary pressures. Thus far, US wage increases 

have remained subdued, whilst productivity has been 

rising substantially and in excess of the increase in 

wages. 

 However, this situation could change in due course. 

Economic indicators more recently suggesting that the 

US economy has been growing faster than previously 

believed, have also tended to bring forward the 

expected time horizon amongst financial institutions 

of an increase in US interest rates.  

Some have now suggested that the Fed Funds rate 

might actually be increased at the beginning of next 

year already. The Fed has been pursuing a policy of 

"forward guidance", providing an indication of when it 

expects interest rates to increase and by how much. 

Its most recent suggestion is that the Fed Funds rate 

might be up at 2.25% by the second half of 2016. 

 In contrast with the expectation of a gradual increase 

in interest rates possibly from as early as next year in 

the US, pressure is on the ECB, if anything, to resist 

raising interest rates for as long as possible.  

This is because the Eurozone economy remains 

extremely soft and its banking system still suspect and 

vulnerable to renewed fallout from bad debts. 

Consequently, the ECB has tended to loosen monetary 

policy still further in recent months.  
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 • Analysis Global Financial Markets

Continuous liquidity injections help to sustain bull run in global financial markets 

 Similar to the concerns over low levels of long-term 

interest rates, there is unease with regard to the state 

of equity markets. The bull trend which has been 

intact since March 2009, has continued virtually to the 

present, with prices on the New York Stock Exchange 

almost three times as high as they were at their low 

point.  

The abundance of global liquidity generated by 

quantitative easing has found its way into the large-

scale purchase of equities around the world, driving 

their price earnings ratios to levels close to historical 

highs.  

 Nonetheless, the environment does still not look like a 

major top is being reached yet. Fears that the glut of 

liquidity is creating a bubble have caused many asset 

managers to increase their cash holdings to levels 

inimical to notions of a classic blowoff. The kind of 

euphoria with which one normally associates major 

tops is just not there.  

 At the same time, investors are becoming frightened 

by the high levels of valuations. As a consequence, the 

rising trend of share prices is relatively shallow and 

not running away. The threat of an earlier-than-

expected increase in US interest rates is also imbuing 

the markets with caution.  

 The conclusion to draw is that if global economic 

activity continues at a reasonable pace in the medium 

term, this will assist in perpetuating the bull run on 

equities even if minor corrections recur along the way. 

Indeed, in the immediate past, one has encountered 

precisely such a hiccup in the rising trend, as 

geopolitical risks and the fear of sooner-than-

anticipated higher interest rates, have caused equities 

to recede somewhat. 
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Global Interest Rates  • Charts  

Chart 49: Short term interest rates – various regions  

 

Chart 50: Short term interest rates - USA 

 

Chart 51: Short term interest rates - UK 

 

Chart 52: Short term interest rates – Euro area 

 

Chart 53: Short term interest rates – Japan 

 

Chart 54: Short term interest rates – selected emerging markets 

 

Chart 55: Long term interest rates – SA, US, UK, Euro area 

 

Chart 56: US 3-month BA vs. 10 year long bond rate 
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 • Analysis  Global Exchange Rate Markets

Emerging markets continue to be vulnerable to a turnaround in sentiments… 

 Following the sharp sell-off of emerging market 

currencies in May and June last year and again in January 

this year on expectations that tapering off of quantitative 

easing might result in a slowdown in capital inflows into 

emerging market assets, the foreign exchange 

environment has been relatively stable over the past six 

months by historical standards.  

This relative stability has been associated with the notion 

that it will be a long time yet before interest rates in 

developed economies begin to rise. The Dollar/Euro 

exchange rate is more or less back to where it was at the 

beginning of the year, having weakened until midyear, to 

around $1.39 and then rallied back to a level around 

$1.34 at present.  

The initial weakening of the Dollar was associated with 

conviction that quantitative easing and the high level of 

Dollar supply associated with this would continue for 

quite a while yet. More recently, the flow of very positive 

economic indicators in the US has instilled an expectation 

of interest rates rising sooner than anticipated and the 

Dollar has gained ground against most currencies as a 

consequence. Gradual tapering of quantitative easing has 

also been supportive of a stronger Dollar as it has meant 

that the rate of increase in the supply of Dollars would 

slow. 

 On the other hand, continuing relative softness in the 

European economy has instilled the expectation that 

European interest rates would remain lower for even 

longer than previously anticipated. Despite this, the 

reluctance of the ECB to embark upon its own 

programme of QE has meant that the relative oversupply 

of Dollars compared with the supply of Euros, has not 

dried up as rapidly as one might have anticipated. This 

has provided the unified European currency with some 

support. Instead, it has been the Pound which has been 

benefiting from sentiment on expectations of UK interest 

rates rising sooner than anticipated in the face of strong 

economic growth in that country. 

 Continuing aggressive quantitative easing by the Bank of 

Japan has encouraged the Yen to remain at the lows it 

reached following the huge sell-off in the currency which 

occurred in March 2013 when the Bank first embarked 

upon its highly accommodative monetary policy. Since 

the Bank intends continuing along this accommodative 

path, it is unreasonable to expect any major rally in the 

Japanese currency any time soon. 

 Amongst emerging markets, the currencies of those 

economies with relatively healthy current account 

balances, such as South Korea, Taiwan and China, have 

naturally performed proportionately more strongly than 

those with significant deficits on their current accounts, 

such as Indonesia, Turkey and South Africa. In cases 

where interest rates have been raised significantly, such 

as in Brazil, there has been some relative strength. 

Nonetheless, on the whole, emerging market currencies 

have been much more stable than they were last year.  

Even in the case of the so-called "fragile five" currencies 

of countries with large current account deficits, despite 

those deficits having remained substantial, exchange 

rates have held up relatively well.  

This is in part because the real exchange rates of those 

countries depreciated to such an extent last year that it is 

unreasonable to expect further substantial depreciation 

in the months ahead. The exception has been the 

Argentinian Peso, which has suffered a huge depreciation 

over the past year, in anticipation of the debt default 

announced at the end of July. 

 All the same, it is fair to suggest that the currencies of 

emerging economies with large current account deficits 

and slackening growth, such as South Africa and Turkey, 

remain vulnerable to a turnaround in sentiment towards 

emerging markets. Such a turnaround could build 

momentum in the face of a total tapering of quantitative 

easing by the US, rising Dollar interest rates and an 

increase in geopolitical tensions, especially those in the 

Middle East and Russia.  

 However, it is unlikely that one will see massive selloffs in 

these currencies. This is because the investment 

environment surrounding emerging markets has changed 

considerably over the past decade.  

Whereas at the turn-of-the-century, especially in 2001, 

some emerging markets carried pariah status amongst 

international investors, the relative increase in the share 

of global economic activity by emerging markets has 

made investors realise that they have been 

underexposed to such markets. The result is that 

whenever significant value in emerging market currencies 

is identified, one tends to see bargain-hunting purchases 

of the currencies of such economies.  
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Global Financial & Exchange Rate Markets • Charts 

Chart 57: US stock exchange indices: Dow Jones vs. Nasdaq 

 

Chart 58: Major stock exchange indices: DAX (Germany), FT-100 
(US), Nikkei (Japan), CAC (France) 

 

Chart 59: S&P 500 vs. US consumer Confidence Index 

 

Chart 60: MSCI All country World Index (USD) 

 

Chart 61: MSCI BRIC & emerging market equity index vs.S&P500 

 

Chart 62: Yen/Euro and Yen/Sterling exchange rates 

 

Chart 63: US trade weighted exchange rate index* 

 

Chart 64: Exchange rates – USD/Euro and USD/Sterling 
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  • Analysis  SA Economic Growth

Worst growth performance in almost five years, as expected due to strike action

Overview 

 The South African economy has weakened perceptibly 

in 2013 and 2014 in the face of the decline in business 

confidence resulting from disruptions caused by an 

escalation of industrial action, especially in the mining 

and manufacturing sectors. Downward revisions of 

forecasts for growth have been the order of the day, 

be it by Treasury, the Reserve Bank, the IMF and other 

multilateral institutions, or private sector economic 

analysts.  

 Part of the reason for the decline in South Africa's 

economic growth performance in recent years and the 

downward revisions of forecasts is the progressive 

downward revision of growth forecasts for the world 

economy. However, within this, a growing relative 

underperformance of the South African economy is in 

evidence from a comparison of the magnitude of the 

downward revisions of global growth forecasts and 

those for South Africa.  

For example, taking April 2011 as a base, the IMF at 

that time forecast economic growth for the world 

economy for the years 2014, 2015 and 2016 at 4.6%, 

4.7% and 4.7% respectively. Such forecasts have been 

revised downwards significantly since then, to 3.4%, 

3.9% and 4.0%, i.e. downward revisions of -1.2%, -

0.8% and -0.7% respectively.  

The corresponding forecast growth rates for South 

Africa have been revised downwards over this three-

year period, from 4.4%, 4.5% and 5.4% respectively, to 

1.7%, 2.7% and 3.2%, representing downward 

revisions of -2.8%, -1.9% and -2.2% for each of the 

next three years. In other words, the downward 

revisions of growth for the South African economy 

have been between two and three times as great as 

those pertaining to the world economy.  

The inference is that even though greater pessimism 

regarding the global economy generally may have 

been responsible for some of the increased pessimism 

relating to the South African economy, it is domestic 

factors which have been relatively more important in 

influencing such downward revisions. 

 There are a host of structural weaknesses contributing 

towards the relative and growing underperformance of 

South Africa's economy in relation to the rest of the 

world. The underperformance has been especially stark 

in relation to the extremely positive growth being 

achieved and predicted to continue for the sub-

Saharan African continent as a whole. Although South 

Africa benefits to some extent from the high growth in 

the rest of Africa, via the boost this gives to exports, 

there are arguably many structural factors holding back 

the domestic economy from emulating its peers to the 

North.  

 The most important from a short-term perspective has 

been the proliferation of strike activity, which really 

gathered momentum in the aftermath of the Marikana 

tragedy in August 2012.  

There were a number of serious strikes in the mining 

sector which followed that year. Then in Q3 2013, 

there were a series of strikes in the motor assembly 

industry, followed by one in the motor components 

industry and finally another one in the logistics 

industry.  

There were also strikes in the fuel and aviation 

industries. In retrospect, these strikes pale in 

comparison with the seriousness of the two major 

strikes experienced in 2014, the first in the platinum 

mining industry which lasted five months, from late 

January to June and the second in the metals industry 

which spanned the whole of July. 

GDP by sector 

 After falling for four consecutive quarters, GDP 

growth in the agriculture sector rebounded to 2.3% 

y/y in Q1 2014, from 0.5% in Q4 2013. While field 

and horticultural production slowed, livestock 

production remained firm. Excellent summer 

rainfalls in almost all summer crop-growing regions 

earlier this year provided a boost to agricultural 

yields, especially maize production. Constraints to 

the sector in the medium term include the relatively 

weak value of the Rand that raises the price of 

imported agricultural machinery and equipment, 

which in turn could have negative implications for 

production potential in the sector.  

 GDP growth in the mining sector contracted sharply 

to -2.1% in Q1 2014, from 8.4% in Q4 2013. The 

sharp contraction in mining production mainly 

occurred as a result of the protracted five-month 

strike in the platinum industry, which started in late 

January 2014. However, electricity supply 

constraints, safety disruptions and flooding at some 

gold mines, as well as weak global demand for 
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diamonds also contributed to the decline. 

Nonetheless, coal production normalised following 

adverse weather conditions in Q4 2013 that 

impaired open-cast coal operations. Constraints to 

the sector over the medium term include labour 

unrest, rising labour costs, infrastructure constraints, 

a challenging policy environment, slower growth in 

China and higher production costs coupled with 

falling ore grades due to increasing mine depths.  

 GDP growth in the manufacturing sector continued to 

improve to 2.9% y/y in Q1 2014, from 0.1% and 1.9% in 

Q3 and Q4 2013, respectively. The improvement in 

manufacturing production could be attributed to a 

recovery in global economic conditions in recent 

months, which has stimulated demand for 

manufactured exports from South Africa. This also 

received support from the higher competitiveness of 

domestically manufactured goods in international 

markets on the back of the relatively weaker Rand. 

However, while manufacturing output was higher in Q1 

2014 in comparison to Q1 2013, growth in potential 

production was nevertheless hampered by the strike in 

the platinum mining industry, which reduced demand 

for machinery and equipment supplied from the 

manufacturing sector to mining companies. General 

load shedding and the maintenance and refurbishment 

of certain manufacturing plants caused added 

production disruptions. The 220,000-member strike by 

NUMSA in July is also likely to weigh heavily on 

manufacturing production. Furthermore, the Kagiso 

PMI remained at levels below 50 in May, June and July 

2014, which further indicates a contraction in 

manufacturing activity and possibly reduced growth in 

manufacturing production in Q2 2014. An additional 

risk that is continuing to have a negative impact on 

manufacturing production is the electricity generation 

capacity constraints being faced by Eskom and weak 

domestic demand for manufactured goods. Slower 

growth in China will also weigh on manufactured 

exports.  

 GDP growth in the electricity sector returned to 

0.8% y/y in Q1 2014, from 0.0% and 0.8% in Q4 and 

Q3 2013, respectively. While the y/y value of 

electricity production improved during Q1 2014, it is 

important to note that growth in the sector remains 

weak and severely limited by power generation 

capacity constraints. During Q1 2014, electricity 

production was mainly affected by planned 

maintenance (to prepare for higher electricity 

demand in winter months), unplanned maintenance 

(mostly due to ageing infrastructure) and excessive 

rainfall that degraded the quality of coal supplies 

required to generate electricity. These factors also 

led to general load shedding in some parts of the 

country. 

Electricity consumption was mainly affected by the 

poor pace of economic activity, labour strife in the 

highly electricity intensive mining sector, load-

shedding, Eskom’s request to large electricity-

intensive industrial users to reduce their 

consumption of electricity to relieve pressure on the 

national grid and lower-than-expected electricity 

imports from the Cahora Bassa hydropower station 

in Mozambique. Many of these factors also 

influenced the volume of electricity production. 

Constraints to the sector over the medium term 

include ageing infrastructure (requiring more 

frequent unplanned maintenance) and electricity 

insecurity. However, the severity of these 

constraints are likely to be less intense when the 

Medupi and Kusile power stations become 

operational as planned at the end of this year and 

2018, respectively. 

 GDP growth in the construction sector increased to 

3.1% y/y in Q1 2014, from 2.5% in Q4 2013. 

Construction sector activity in Q1 2014 was mainly 

driven by civil construction activity by public 

corporations due to continued capital outlays on 

energy and transport projects. However, demand for 

residential and non-residential buildings remained 

relatively weak. Constraints to the sector include the 

need for public sector entities to improve their 

expenditure efficiency, a lack of private sector 

spending, high levels of household indebtedness, 

skill shortages, Rand weakness, high inflation and 

prospects of rising interest rates. These constraints 

are confirmed by the declines recorded in the 

FNB/BER Building and Civil Confidence Indices to 

levels below 50 in Q2 2014, which indicate that 

respondents in the construction sector are 

dissatisfied with prevailing business conditions. 

However, despite the decline in building and civil 

confidence, construction activity is expected to 

remain positive due to factors such as more 

transparent procurement procedures, a clearer 

directive on PPP policy, the government’s ongoing 

infrastructural investment programmes, the 
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expansion of the middle-class and interest rates near 

40-year lows.  

 GDP growth in the trade sector stayed unchanged at 

2.2% y/y in Q1 2014, from 2.2% in Q4 2013. 

Although y/y growth in the trade sector remained 

unchanged, it could be noted that wholesale, retail 

and motor vehicle trade increased at a slower pace 

in Q1 2014. This was due to higher prices in response 

to the depreciation in the Rand exchange rate, 

sustained high levels of consumer indebtedness, 

rising transport costs, weak employment growth and 

the 0.75% interest rate hike over the January-July 

period. Growth in retail, wholesale and vehicle sales 

are expected to moderate in coming months due to 

a rise in electricity tariffs in July, high inflation, 

increased pressure on the disposable incomes of 

consumers and expected interest rate hikes later this 

year. However, growth is not expected to decline 

sharply over the remainder of the year and into 

negative territory since interest rates remain close to 

40-year lows. On the other hand, demand for tourist 

accommodation rose in Q1 2014 as a result of an 

increase in foreign visitors to South Africa benefiting 

from the weaker Rand. The tourism sector is 

expected to remain one of the more positive 

contributors to economic growth in 2014.  

 GDP growth in the transport and communications 

sector declined marginally for the second 

consecutive quarter to 1.8% y/y in Q1 2014, from 

1.9% in Q4 and 2.1% in Q3 2013. The growth in Q1 

2014 was supported by gains in the 

telecommunications subsector, which benefited 

from an increase in the number of viewers and 

stronger price competition in the cellular telephone 

business. Increases recorded for the number of 

passengers making use of rail transport was more or 

less offset by slower growth in the number of 

passengers making use of rail and air transport. 

Constraints to the sector include high costs 

(especially from e-tolling in Gauteng and steep prices 

of other tollgates which contribute to higher 

operating costs and inflation), poor road conditions 

coupled with rising fuel prices, labour unrest, 

corruption by officials, fragmented law enforcement 

agencies and inadequate intermodal transport 

methods (e.g. shifting long journeys between road 

and rail).  

 GDP growth in the finance sector continued to 

decline to 2.0% y/y in Q1 2014, from 2.4% and 2.6% 

in Q4 and Q3 2013, respectively. While real output 

from the banking sector lost some momentum as 

intermediate costs increased, financial markets 

experienced higher trading activity. Activity in 

financial markets have been buoyant on the back of 

quantitative easing (QE) by the U.S. Federal Reserve 

as higher volumes of liquidity flow into financial 

assets. However, the tapering of such QE, 

expectations for higher interest rates in advanced 

economies and the financial difficulties being faced 

by households in the presence of high indebtedness, 

inflationary pressures and prospects for further rate 

hikes in the latter part of this year, could be 

expected to moderate such buoyancy in financial 

markets.  

 GDP growth in the services sector increased to 1.0% 

y/y in Q1 2014, from 0.7% in Q4 2013. The main 

contributor to higher output emanating from the 

sector was general government services through 

further increases in government employment levels 

in Q1 2014. 
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SA Economic Growth  • Charts 

Chart 65: World GDP vs. SA GDP 

 

 

Chart 66: SA GDP growth (seasonally adjusted annual rates) 

 

Chart 67: SA GDP growth vs. Sub-Saharan Africa and advanced 
economies 

 

Chart 68: SA GDP growth vs. Sub-Saharan Africa and other 
emerging and developing economies 

 

Chart 69: Growth (q/q) of GDP sectors 

 

Chart 70: SA leading indicator  

 

Chart 71: Total mining production growth 

 

Chart 72: Total manufacturing production growth 
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 • Analysis SA Economic Growth - Investment

Dramatic Changes In Sectoral Investment Trends in the Beginning of 2014… 

Overview 

 Growth in fixed investment, especially in machinery and 

equipment, remains positive, but subdued in the face of 

a reluctance on the part of business to invest more than 

is needed purely for replacement purposes.  

 Similarly, growth in public sector investment remains 

positive but fairly pedestrian. This is disappointing from 

an economic growth perspective because government 

has kept reiterating its intention to drive growth through 

large-scale infrastructural investment spending. One of 

the ironies of the relative lack of investment would 

appear to be the fact that the financial health of 

businesses has not shown signs of deteriorating too 

rapidly. Parameters measuring such financial health, such 

as the number of debtors days outstanding, remains 

close to multiyear lows, indicating that businesses are 

choosing to build up cash piles to bide them through 

difficult conditions, rather than deploying such funds on 

to exciting new projects. The result is that low growth, 

albeit positive, has become entrenched. 

 Investment by sector 

 Y/y growth in total real gross fixed capital formation 

continued to decline to 4.5% in Q1 2014, from 4.8% in Q4 

and 5.2% in Q3 2013, respectively. The deterioration in 

total fixed capital outlays could mainly be attributed to 

slower spending by both private businesses and general 

government. However, public corporations raised their 

fixed capital expenditure significantly in Q1 2014. 

Nonetheless, as a ratio of GDP, fixed capital formation 

rose marginally from 19.4% in Q4 2013 to 19.7% in Q1 

2014. It is expected that investment as a share of GDP 

will rise going forward as the National Development Plan 

(NDP) is implemented. Given the poor economic growth 

environment coupled with labour unrest and electricity 

constraints, average growth in real fixed capital 

formation is forecast to decline to 4% y/y over 2014, 

from 4.5% and 4.7% achieved in 2012 and 2013, 

respectively.  

 Y/y growth in private business fixed capital formation 

fell for the second consecutive quarter to 5% in Q1 2014, 

from 6.7% and 6.3% in Q4 and Q3 2013, respectively. 

This was below the average growth rate of 5.5% y/y 

achieved in 2013, but above the 3.9% in 2012. Real gross 

fixed capital formation by private business enterprises 

mainly slowed during Q1 2014 in the mining, 

manufacturing and construction sectors due to a weak 

global and domestic economy, persistent labour unrest, 

an uncertain policy environment, rigid labour laws, 

unfavourable commodity prices, electricity-supply 

insecurity and (consequently) subdued market 

sentiment. Looking ahead, growth in private fixed capital 

formation could improve as firms increase investments in 

capital-intensive production activities, rather than 

labour-intensive activities, given the recent frequent and 

protracted nature of strikes and rigid labour market 

policies. Private sector investment should also increase 

as firms expand their investments into the rest of the 

world, particularly into Africa. 

 After falling for four consecutive quarters, y/y growth in 

fixed capital formation by public corporations rose to 

1.8% in Q1 2014, from a negative -0.1% in Q4 2013. 

Nevertheless, this is still substantially below the average 

y/y growth rates of 4.9% and 3.1% achieved in 2012 and 

2013, respectively. The rise in real gross fixed capital 

formation by public enterprises mainly occurred as a 

result of increased capital outlays on machinery and 

equipment and construction works by Eskom (mostly on 

its power projects at Medupi, Kusile and Ingula), 

Transnet (mostly on enhancing the freight rail network 

and port capacity), SANRAL (mostly on road upgrades) 

and the Trans-Caledon Tunnel Authority. Going forward, 

growth in fixed investment expenditure by public 

corporations is expected to improve further as PRASA 

increases expenditure on its rolling stock fleet renewal 

programme.    

 Y/y growth in fixed capital formation by general 

government continued to improve for the third 

consecutive quarter to 6.3% in Q1 2014, from 2.4%, 3.3% 

and 5.5% in Q2, Q3 and Q4 2013, respectively. The 

improvement in growth during Q1 2014 was mainly the 

result of increased outlays by central government and 

municipalities on the expansion and maintenance of 

roads and transport facilities. Growth in fixed investment 

by general government is set to expand and forecast to 

average 7% y/y over 2014, up from the 3.5% and 6.3% 

achieved in 2013 and 2012, respectively. 
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 Y/y growth in residential construction investment 

remained negative and declined marginally to -3.1% in 

Q1 2014, from -3.0% in Q4 2013. Heavy rain, skills 

shortages, high household indebtedness, the rise in 

interest rates in January and subdued market sentiment 

weighed on residential construction activity in Q1 2014.  

This is also reflected by the sharp decline in the FNB/BER 

Building Confidence Index from 52 in Q1 to 41 in Q2 

2014, indicating that residential contractors are 

dissatisfied with prevailing business conditions. Growth 

in residential construction work is forecast to average -

0.8% y/y over 2014, which is higher than the -3.4% 

achieved in 2013, but significantly below the 1.9% in 

2012 

 Y/y growth in non-residential construction investment 

also declined, to 0.6% in Q1 2014 from a much higher 

2.4% in Q4 2013. Heavy rain, skills shortages, the rise in 

interest rates in January, the need for public sector 

entities to improve their expenditure efficiency, a lack of 

private sector spending, a relatively weak Rand and 

subdued market sentiment weighed on non-residential 

construction activity in Q1 2014. This is also reflected by 

the sharp decline in the FNB/BER Civil Confidence Index 

from 55 in Q1 to 44 in Q2 2014, indicating that non-

residential contractors are dissatisfied with prevailing 

business conditions.  

However, despite the decline, growth in civil 

construction work by public corporations remained 

robust due to continued capital outlays in the electricity 

and transport subsectors. Growth in non-residential 

construction work is forecast to average 1.8% y/y over 

2014, which is higher than the 1.3% and 0.9% achieved in 

2013 and 2012, respectively.  

Nonetheless, although possible interest rate hikes later 

this year might constrain construction activity, the 

ongoing relatively low level of real interest rates, 

together with the positive mood globally on financial 

markets emanating from quantitative easing (QE), will 

ensure moderate growth in both residential and non-

residential building in the year ahead 
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SA Economic Growth - Investment • Charts 

Chart 73: Real gross domestic fixed investment growth 

 

Chart 74: Gross domestic fixed investment: residential and non-
residential buildings 

 

Chart 75: Gross domestic fixed investment vs. investment in 
transport and communication 

 

Chart 76: Gross domestic fixed investment vs. investment in 
mining 

 

Chart 77: Gross domestic fixed investment vs. investment in 
construction works 

 

Chart 78: Gross domestic fixed investment vs. investment in 
electricity, gas and water 

 

Chart 79: Gross domestic investment growth by type of organisation 

 

Chart 80: Gross domestic investment growth vs. investment in 
machinery 
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 • Analysis SA Economic Growth – Household Consumption

Erosion of disposable income puts pressure on household expenditure... 

 On the consumption side, the gradual slowdown that 

has been in evidence in the past year and a half has 

continued through to the present. There has been a 

sharp reduction in the growth of unsecured loans to 

middle and lower income households as a result of the 

increase in the impairment of consumer loans. 

Increased bad debts from such loans were a logical 

outcome of the extraordinarily rapid growth 

experienced in the rollout of such loans between 2010 

and 2012. 

  In addition, the inflation rate has risen over the past 

year in the wake of the sharp depreciation of the Rand 

in 2013. This has eroded disposable income, especially 

with food and petrol inflation, two staple items in most 

consumers' spending baskets rising by more than the 

overall inflation rate. However, probably the most 

powerful negative influence on consumer spending in 

the recent past has been the impact of the prolonged 

platinum mining strike, followed by the strike in the 

metals industry. The strikes have meant that workers 

involved have not received wages and have therefore 

not been able to sustain their spending patterns. 

Secondly, the strikes have damaged businesses in the 

mining sector as well as the industries that supply the 

mining sector. 

 The knock-on effect in terms of less spending by those 

employed on a short time basis in those businesses will 

also have damaged their ability to spend. Concerns 

about the security of employment of persons in the 

industries related to the mining sector and in the build-

up to the metals industry strike which followed, have 

undoubtedly exerted an element of caution with 

regard to maintenance of existing spending patterns.  

 The downturn in consumer spending growth has been 

particularly sharp in respect of the consumption of 

durable goods. It was this segment of consumer 

spending which had been the most buoyant during the 

period of strong growth in spending between 2010 and 

2012, which was driven largely by the ready access to 

unsecured loans. It followed that this was the area of 

spending which was most affected by the rise of 

impairments and the resultant slowdown in the 

availability of such loans. 

 Fortunately, there still appear to be some positive 

influences preventing the growth of consumer 

spending from slowing unduly.  

Firstly, real interest rates remain negative, preventing 

the debt-servicing burden on consumers from rising 

too far.  

Secondly, the growth of a slightly more affluent 

middle-class as a result of improved education 

amongst some of the population, coupled with 

increased access to employment through affirmative 

action especially in government, continues to support 

consumer spending.  

Thirdly, there is still an element of replacement 

demand driving durable goods consumption following 

the horrific downturn in spending in this segment 

during the 2008/09 recession.  

Finally, greater laxity in enforcing repayment terms on 

debt incurred for consumer spending purposes as a 

result of the development of debt intermediation 

processes associated with the National Credit Act, has 

resulted in consumers not being compelled to adjust 

their living standards downwards as dramatically as in 

previous business cycles.  

Payment terms are being reduced and stretched out 

over a longer period of time. Encouragement to bypass 

the legal route to recoup monies owed has also been 

driven by the inefficiency of the legal system, which 

has made it extremely difficult and long to get one's 

money back. Unfortunately, the upshot of extending 

repayment periods and in so doing to pave the way for 

a reduction in monthly interest and capital repayment 

instalments is that household consumption 

expenditure is unlikely to increase in the normal 

manner once the economic upswing resumes. It is 

likely to remain soft for an extended period of time. 
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SA Economic Growth – Household Consumption • Charts 

Chart 81: Household consumption expenditure growth 

 

Chart 82: Household consumption expenditure (real growth) by 
category 

 

Chart 83: Household debt to disposable income ratio 

 

Chart 84: Interest on debt as % of personal disposable income 

 
Chart 85: Real retail sales growth 

 

Chart 86: New vehicle sales growth 

 

Chart 87: Personal disposable income growth (nominal) vs. CPI 
inflation 

 

Chart 88: ABSA house price index 
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  • Analysis SA Economic Growth – Outlook

Growth expected to pick up in H2 2014, but heightened waves of industrial action weighing on 
economic performance in 2014... 
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SA Economic Growth – Outlook  • Charts 

Chart 89: GDP growth forecast (real, y/y rates) 

 

Chart 90: GDP and GDE growth forecast (real, y/y rates) 

 

Chart 91: Fixed investment growth forecast (real, y/y rates) 

 

Chart 92: Components of investment expenditure growth 
forecast (real, y/y rates) 

 

Chart 93: Household consumption expenditure growth forecast 
(real, y/y rates) 

 

Chart 94: Components of household consumption expenditure 
growth forecast (real, y/y rates) 

 

Chart 95: Government consumption expenditure growth 
forecast (real, y/y rates) 

 

Chart 96: G7 GDP vs. SA GDP growth forecast 
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  • Analysis  SA Labour Market

Unemployment rate edged up in Q2...

 The QLFS release for Q2 2014 reported a net job 

creation of 39.000 in the formal and informal sector. For 

the previous Q1 2014, both QLFS and QES reported 

marginal job creation in the formal sector. This might 

come as a surprise in view of the fact that the first half 

of 2014 was greatly affected by heightened waves of 

industrial action. 

 The Quarterly Labour Force Survey collects data from 

30.000 households and estimates employment in both 

the informal and formal sector. For Q1 2014, the survey 

reports a reduction of -122.000 jobs overall, compared 

with a job creation of 141.000 in Q4 2014. This decline 

was a seasonal phenomenon, as workers who were 

taken on in Q4 of the preceding year to take account of 

the holiday season activity, leave the job market once 

the season is over.  

 For Q2 2014, the QLFS showed a q-o-q gain of 39.000 

jobs in formal and informal employment, or 0.2%. For 

the period compared with the corresponding Q2 2013, 

there were 403.000 new jobs created. 

 Some of the employment growth recorded in Q2 is 

attributable to the fact that there was a significant 

increase in employment amongst private households 

(60.000 q-o-q) and informal workers (43.,000 q-o-q). In 

contrast, agriculture shed -39.000 jobs and the formal 

sector recorded a loss of -24.000 jobs. Despite this, on a 

y-o-y basis, formal sector employment was still reflected 

as having been as high as 381.000, about four times the 

quantum of jobs created according to the QES.  

 On the other hand, the number of unemployed persons 

rose to a new all-time record of 15.15m, up from 5.07m 

in Q1 2014. Dividing the number of unemployed persons 

by the estimated labour force, of 20.25m, yields the 

outcome that the official unemployment rate rose quite 

steeply for the second successive quarter, from 25.2% in 

Q1 2014, to 25.5% in Q2 2014.  

 Similar to the QLFS, the Quarterly Employment Survey 

(QES) reported a net job creation of 9.000 jobs in Q1 

2014 (q-o-q). The QES is conducted among 20.208 VAT 

registered private and public enterprises and therefore 

accounts only for jobs in the formal non-agriculture 

sector. The results, however, have high validity because 

there are based on companies’ pay rolls.  

 According to the QES, the total number of jobs increased 

by 9000 to 8.507.000 in Q1 2014 which is equivalent to a 

y-o-y growth of 0.5% (or 42.000 jobs). This is much lower 

than the average 1.9% y-o-y growth rate in GDP 

recorded over this period, suggesting that the trend of 

employment creation lagging behind overall economic 

growth, continued. 

 As one might have anticipated, given the extent of 

disruption to the mining sector in the past two years and 

especially in Q1 2014, -29.000 jobs were lost in the 

mining sector during that quarter. Associated with the 

fact that it contributes to supplying the mining sector, 

there was also a small amount of job losses in the 

manufacturing sector, of -2.000. There were also a 

limited degree of job losses in the construction sector (-

8.000) and in transport and communications (-7.000). In 

contrast, as has been the trend for several years now, it 

was the services sectors that reflected job creation. 

There was an increase in the number of jobs in the retail 

and wholesale trade, hotels and restaurant sector, of 

10.000. This seems to coincide with the boom being 

experienced in the tourist industry. There was also a 

gain of 13.000 jobs in the financial and business services 

sector, the largest in the economy. 

 However, by far the largest source of job creation in Q1 

on a y-o-y basis was once again in respect of community, 

social and personal services, where there were job gains 

of 65.000. Many of these jobs are in the public sector 

and especially in the security industry. Cumulatively over 

the past year, a total of 157.000 jobs have been created 

in that sector. When it is borne in mind that total job 

creation over this period according to the QES has 

amounted to just 109.000, it can be seen that job 

creation in other sectors was actually negative. 

 Encouragingly from a wage inflation point of view, gross 

earnings increased by just 7.0% y-o-y in Q1, compared 

with 7.8% in Q4 2013 and an average of 8.1% for the 

whole of last year. Growth in remuneration per 

employee also declined to 6.5% y-o-y in Q1 2014, from 

7.3% y-o-y in Q4 2013. 
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SA Labour Market  • Charts 

Chart 97: Formal non-agricultural employment (QES) 

 

 

Chart 98: Change over four quarters* in formal non-agricultural 
employment (QES) 

 

Chart 99: Change over one quarter* in formal non-agricultural 
employment (QES) 

 

Chart 100: Change over one quarter* in formal non-agricultural 
employment (QES) – various sectors (Q1 2014) 

 

Chart 101: Total employment* (QLFS)  

 

Chart 102: Total informal employment (QLFS)  

 

Chart 103: Labour absorption ratio (employed as % of 
population) 

 

Chart 104: Unemployment ratio 
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 • Analysis SA Inflation

Inflation outlook improved significantly in June 2014… 

 The y-o-y CPI inflation rate has risen to its highest 

level in five years, coming in at 6.6% for both May and 

June. This is now well in excess of the 3% to 6% official 

inflation target. Without doubt one of the main 

factors driving the increase in inflation from just 

below 5% two years ago, to its current level, has been 

the substantial depreciation of the Rand on a real 

trade weighted (purchasing power) basis.  

 Despite this, one could argue that the increase in 

inflation has been very mild in comparison with the 

inflationary increases seen in the wake of previous 

phases of currency depreciation. Much of this can be 

attributed to the fact that the depreciation of the 

Rand from around R6.60 to the Dollar and under R10 

to the Euro in the middle of 2011, to its current levels 

around R10.60 and R14.20 to the Euro, has taken 

place over a protracted period of three years.  

On previous occasions when inflation had spiked into 

double-digit figures in the wake of currency 

depreciation, this had followed much steeper and 

shorter phases of depreciation, such as with the 

emerging markets crisis of 1998, the global economic 

downturn, 9/11 and Argentinian debt crisis of 2001 

and the global financial crisis of 2008. With the 

depreciation having been more gradual over the past 

three years, the pass through effect of rising import 

costs has not been as severe. Besides, the strength of 

the Rand between 2009 and 2011 associated with 

significant capital inflows into emerging markets, was 

not accompanied by a countervailing sharp decline in 

inflation. This implied that businesses had built up 

significant margins with which to resist passing cost 

increases on to consumers when the Rand did 

eventually begin to depreciate. Forward cover taken 

out to ensure against currency depreciation also 

assisted in delaying the increase in inflation. 

 Fortunately, there appear to be growing signs that the 

6.6% inflation rate recorded for May might turn out to 

have been the peak in the rising trend of the past few 

years.  

 A number of factors appear to be combining to soften 

inflationary pressures.  

Firstly, the fairly substantial increase in food inflation, 

to over 9%, is likely to be reversed. Much of the 

increase in food inflation can be attributed to the 

lagged effect of steep increases in agricultural 

commodity prices late last year and early this year. 

However, since March, such commodity prices have 

fallen back substantially. The price of maize locally has 

decreased by no less than 60% and that of sunflower 

by 40%. Even the price of wheat has fallen back by 

around 15%.  

As a consequence, the agricultural PPI inflation rate, 

which had risen sharply from 4.1% in December to 

11.7% in March, had fallen back all the way to 4.5% by 

June. Both a stabilisation in the Rand's exchange rate 

since January, as well as the bumper crops anticipated 

later this year as a result of good rainfalls in the 

summer rainfall regions, have contributed towards the 

decline in agricultural prices.  

The decline has been further assisted by a fall in global 

food prices as a result of excellent crops in the US. 

Even on the intermediate manufactured goods level, 

food inflation has begun to slow. It is therefore only a 

matter of time before the CPI inflation rate for food 

also decreases significantly.  

Secondly, the increases in the price of petrol seen in 

the first five months of the year have given way to a 

stabilisation of the fuel price in the past four months. 

Again, this was attributable to Rand stability and a 

decline in commodity prices, this time the price of 

crude oil.  

Furthermore, it would appear as if there is a 

reasonable probability of the petrol price being 

reduced by a further 60 cl at the beginning of 

September if the current over recovery resulting from 

the stability in the Rand exchange rate and a low oil 

price, is sustained through to the end of August.  

This could well result in the y-o-y petrol inflation rate 

for September decreasing to below 2%, from 14.5% in 

May.  

Other things equal, expected declines in food and 

petrol inflation could contribute towards the overall 

inflation rate declining back to the 6.0% upper end of 

the inflation target by the end of Q3. 
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SA Inflation  • Charts 

Chart 105: CPI vs. PPI inflation 

 

Chart 106: Overall CPI inflation and Food inflation 

 

Chart 107: Growth in pump price petrol (93 octane Gauteng) 

 

Chart 108: Overall CPI inflation vs. Services inflation 

 

Chart 109: CPI inflation for food, transport and housing 

 

Chart 110: Goods inflation – non-durables, semi-durables and 
durables 

 

 

Chart 111: PPI inflation – exported vs. imported commodities 

 

Chart 112: PPI inflation for food vs. CPI inflation for food 
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 • Analysis SA Short-Term Interest Rates

Reserve Bank started interest rate hiking cycle in 2014… 

 The repo rate had been held unchanged by the 

Reserve Bank for 18 months prior to 2014. Consensus 

at the beginning of 2014 was that interest rates would 

remain at their four decade-long lows through the first 

half of the year. However, this forecast was abruptly 

interrupted at the MPC meeting in January which 

followed immediately after a fairly sharp depreciation 

in the Rand to R11.39 to the Dollar, its weakest level in 

five years. This prompted the Reserve Bank to raise 

the repo rate by 0.5%, going against most forecasts. 

Furthermore, the Bank intimated quite firmly that it 

believed that the upward trend in inflation stood to 

gather momentum in the wake of this currency 

depreciation. In addition, food and other commodity 

prices were also rising quite sharply at the time.  

Following a recovery in the Rand subsequent to 

January's fall, coupled with concerns about falling 

economic growth on the back of the strike in the 

platinum mining industry, fears of further significant 

increases in interest rates were tempered somewhat. 

Nonetheless, there were still expectations at the 

ensuing two MPC meetings in March and May that the 

Bank's continuously hawkish tones would result in 

further modest increases.  

Despite this, interest rate hikes were not forthcoming 

at those meetings. Subsequently, following the start 

of the metals industry strike in July, with the 

concomitant detrimental implications for economic 

growth prospects domestically, one would have 

thought that there would have been even less reason 

to raise interest rates. 

 Despite this, the meeting was characterised by a 

decision to increase the repo rate by 0.25%, the first 

time such a small change in the repo rate had been 

made since the year 2000. The interpretation of this 

move to raise rates in the face of faltering economic 

growth was that the Reserve Bank was determined to 

maintain the credibility of its hawkish statements 

about intensifying inflationary prospects, by showing 

its hand, albeit with a smaller than normal increase in 

interest rates. After all, successive statements about 

the likelihood that we were in an upward interest rate 

cycle ahead of global "normalisation" of interest rates, 

could be interpreted as implying that the central bank 

was determined to move real interest rates back to 

positive levels. This follows several years of negative 

real interest rates.  

 Increasingly, the Bank appears to have recognised that 

negative real interest rates are not conducive to 

promoting savings. Instead they generate all sorts of 

distortions in the economy. Specifically, they 

encourage consumption in the present in lieu of 

investment for the future. They also help to promote 

higher asset prices, out of sync with the subdued 

nature of real economic growth and in so doing 

contribute towards rising inequality. 

 With ongoing stability in the Rand, signs of inflation 

increasing have been tapering further more recently. 

In addition, the real economic outlook remains 

dismal, depressed still further by news from Europe 

that its economy, a major export market for South 

African goods, has been performing more weekly than 

anticipated. Even more so than before one would 

anticipate that there is not much reason to hike 

interest rates further.  

Nonetheless, if the Reserve Bank is to be believed 

about its concerns regarding further intensification of 

inflation and the fact that we find ourselves in the 

rising interest rate cycle, then one has to conclude 

that there will be further interest rate hikes in the 

medium term. In all probability the Bank will decide to 

raise the repo rate by a further 0.25% either at the 

September or November MPC meetings. In turn, these 

are likely to be followed by additional quarter point 

increases through 2015, especially if domestic 

economic growth recovers moderately, as anticipated.  

There is also the expectation that by the middle of 

2015 US interest rates might also be starting to rise on 

the back of improved economic growth in the world's 

strongest economy. 
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  • AnalysisSA Long Term Interest Rates

 Long-term interest rates have remained in a broad 

sideways channel for several months. Around 

April/May, yields fell by some 50 bpts in the presence 

of a significant short-term strengthening of the Rand 

and a dissipation of inflationary concerns and 

associated fears of significant further increases in 

short-term interest rates. However, as soon as the 

Rand weakened in June and July, all those gains were 

lost.  

 More recently, yields have fallen again as a result of 

renewed confidence in emerging markets, but not to 

the same extent as in April/May. On the one hand, the 

prospects for inflation receding in the short term have 

improved markedly. On the other hand, the Reserve 

Bank has intimated that it stands to increase short-

term interest rates further as part of the process of 

"normalisation" of interest rates, which is interpreted 

to mean reversion to an environment of positive real 

interest rates.  

 Overriding the trend of domestic yields, however, has 

been the trend of long-term interest rates abroad, 

especially in the US. Here too, favourable economic 

indicators more recently caused yields to rise in 

expectation of a sooner than previously anticipated 

increase in the Fed Funds rate. However, yields have 

fallen back most recently again, especially in Europe, 

as more recent evidence has pointed to global 

economic growth remaining relatively lacklustre.  

 Given the long-term correlation between South 

African bond yields and those abroad, domestic yields 

have followed the pattern of international yields. In 

this regard, there is a real risk that over the coming 

year expectations of rising interest rates in the US will 

gain momentum and this could damage sentiment 

towards both US and domestic bond markets. In South 

Africa in particular, given the country's large current 

account deficit, which is second only to Turkey in size 

as a percentage of GDP amongst leading emerging 

markets, the Rand is particularly sensitive to the level 

of capital inflows. Therefore, if inflows into the bond 

market slow, this is bound to weaken the currency, 

causing inflationary pressures to increase and this 

would then exacerbate the rising trend of domestic 

bond yields. 

 Arguably, the dominance of the domestic markets by 

international trends has outweighed the impact of 

domestic economic and social developments on the 

bond market. Specifically, when Standard and Poor's 

(S&P) downgraded the credit rating on South African 

government bonds in June, from BBB to BBB-, the 

local bond market held up rather well. This was mainly 

because global financial sentiment towards emerging 

markets was positive at the time. The reduction in the 

S&P credit rating did not interrupt the purchases of 

South African government bonds. There were of 

course other mitigating factors.  

The S&P credit rating now leaves South Africa's rating 

just one notch above the threshold which 

distinguishes between investment grade and 

speculative grade. However, this still means that 

international pension funds, which are barred from 

purchasing government bonds which are rated as 

speculative grade, are still entitled to purchase South 

African government bonds because of the retention of 

their investment grade status.  

Secondly, even at BBB-, the credit rating on South 

African government bonds remains in good company, 

together with the self-same rating for the bonds of 

other BRICS economies, including Brazil, India and 

Russia.  

Thirdly, S&P reverted to an outlook on the country's 

credit rating of "stable", from "negative". This implies 

that the credit rating agency is not intent on further 

downgrades in the near term. In a sense, it has 

executed its views of South Africa's credit rating 

default risk with the downgrade and no further action 

needs to be taken for the present.  

Finally, the S&P credit rating downgrade did not affect 

the ratings of the other two leading credit rating 

agencies, viz. Moody's and Fitch, whose credit ratings 

are still three and two notches above the investment 

grade threshold respectively.  

 As a measure of the extent to which foreign investors 

are still relatively relaxed about the economic 

situation in South Africa is the fact that they South 

African government bond issue of $1.6bn in July was 

three times oversubscribed.   
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 Nonetheless, there remains a medium-term risk of 

further credit rating downgrades, especially in the 

case of Moody's and Fitch, whose rating of South 

Africa carries a "negative" outlook designation, 

implying a significant chance of such downgrades. The 

critical risk element is that with South Africa's 

economic growth underperforming against original 

expectations and in particular expectations when 

three-year budgets were drawn up, the possibility of a 

shortfall in the growth of government revenue is 

substantial. Intentions to reduce the budget deficit 

over the next three years from the current level of 

4.0% of GDP, down to 2.8% of GDP by 2016/17, 

therefore appear to be in jeopardy.  

Associated with this, the intention to limit the increase 

in the size of the public debt to no more than 45% of 

GDP within the next three years is also in jeopardy. 

Since these are metrics that are closely examined by 

the credit ratings agencies, evidence of failure to meet 

these budgets is likely to be met by further ratings 

downgrades.  

 After the first three months of the current 2014/2015 

fiscal year, i.e. April to June, growth in government 

revenue has indeed been running slightly below 

budget, but fortunately so too has expenditure. 

Nonetheless,  extrapolation of the cumulative growth 

in revenue and expenditure for the first three months 

of the fiscal year to a full fiscal year, points to the 

2014/15 budget deficit being exceeded somewhat, at 

around 4.8% of GDP compared with the actual budget 

deficit of 4.0% of GDP. 

 At this level of overshoot, the ratings agencies might 

just be forgiving. However, much will depend upon 

whether or not coming months provide reassurance 

that this slight overshoot of the budget deficit will not 

come to be significantly exceeded. There are two risks 

here. Firstly, should economic growth prospects 

deteriorate still further in the wake of the debilitating 

strikes in the platinum mining and metals industries, 

then the likelihood of generating revenue required to 

limit the increase in the public debt, will diminish. 

Secondly, the wage negotiations between government 

and public sector unions will entail a significant test of 

government's ability to constrain the growth in its 

expenditure. With the public sector wage bill 

accounting for more than 35% of total government 

expenditure, it is imperative that the increases in 

wage rates awarded are restrained. The government 

itself has spelt out the need to limit the growth in real 

non-interest expenditure in the public sector to no 

more than 2% per annum over the next three years. 

This contrasts starkly with the real increases in 

government expenditure over the past decade which 

typically averaged between 8% and 12% per annum. 

Following the high wage increases awarded to mining 

and metal workers, there has been a generally more 

demanding set of wage negotiations in many other 

sectors of the economy. The public sector is unlikely 

to be left unaffected by this aggressive mood on the 

part of workers.  

 Unfortunately, this leaves a situation of lose-lose 

either way. If the government stands up to the unions, 

the economy is likely to be faced with yet another 

debilitating strike that will damage economic growth 

prospects still further.  

On the other hand, if the government relents and 

breaks the promise to limit real growth in government 

expenditure to 2% per annum by awarding bigger 

wage increases than currently earmarked, then the 

risk is that the ratings agencies will see this as 

jeopardising the commitment to limiting the growth in 

the public debt. This would increase the risks of 

further credit ratings downgrades and the associated 

risk of a spike in bond yields. 

 In conclusion, the weak level of economic growth and 

the associated signs of inflation slowing in the medium 

term, are favourable to an environment of declining 

longer term interest rates. Against this, however, is 

the risk of a change in the current relatively positive 

sentiment towards emerging markets.  

Secondly, there is a risk of a further downgrade in the 

country's credit rating. Should either of these risks pan 

out in reality this could cause the Rand to weaken 

further and jeopardise purchases of bonds by 

foreigners. The most likely outcome is that bond yields 

edge upwards over the coming year, but not 

dramatically so. There is, however, a more significant 

upside risk to bond yields that cannot be completely 

discarded. 
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SA Interest Rates  • Charts 

Chart 113: SA Reserve Bank repurchase (repo) rate 

 

Chart 114: Prime overdraft rate 

 

Chart 115: Household consumption growth vs. interest burden 

 

Chart 116: Yields on R186 and R157 

 

Chart 117: Interest rate differential, R186 – R157 

 

Chart 118: Yields on R157 vs. NCD3 

 

Chart 119: Interest rate differential, R157 – NCD3 

 

Chart 120: Long term interest rate trends 
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 • Analysis SA Exchange Rate

Rand is likely to sustain a moderate trend of depreciation due to large current account deficit… 

 The Rand depreciated substantially, by almost 20% on a 

trade-weighted basis, over the course of 2013. This 

depreciation was caused by fears that a tapering off of 

the US Fed's policy of quantitative easing would result in 

a decline in the creation of global liquidity. It had been 

precisely this liquidity which had supported strong 

portfolio inflows into emerging markets in recent years 

as a result of quantitative easing not only by the Fed, but 

also by the Banks of England and Japan. It followed that 

any tapering off quantitative easing might cause a 

slowdown in portfolio inflows into emerging markets, 

including South Africa.  

 Especially vulnerable in such an environment would be 

those currencies of emerging markets whose current 

account deficits were largest and whose economies 

were therefore most dependent upon such inflows. 

Specifically, there were five emerging markets identified 

as been characterised by particularly large current 

account deficits, viz. India, Indonesia, Brazil, Turkey and 

South Africa. The latter two have had the biggest of all 

deficits. Therefore, they have been identified as being 

the most vulnerable to a turnaround in sentiment 

towards emerging markets that might result from a 

slowdown in the inflow of global liquidity.  

 All these five currencies depreciated by between 15% 

and 20% in the immediate aftermath of the suggestion 

made by the Fed in May 2013 that it might begin 

tapering off on quantitative easing. Following the 

resultant rapid depreciation of emerging market 

currencies in May and June 2013, these currencies 

recovered somewhat in ensuing months.  

This was especially the case in September last year when 

the Fed failed to announce any further intentions to 

taper. But this environment changed back to fear once 

again in December, when the Fed announced that it 

would actually start tapering at that point in time. It 

would begin to reduce the magnitude of purchases of US 

Treasuries and mortgages from financial institutions (viz. 

quantitative easing) by $10bn per month, from the 

$85bn per month level which had prevailed over the 

whole of 2013, to $75bn per month from December 

2013 onwards.  

Furthermore, the Fed also insinuated that it would keep 

reducing the quantum of these asset purchases by 

$10bn per month at each of its bimonthly FOMC 

meetings during the course of 2014. In the wake of the 

December FOMC statement, another rout of emerging 

market currencies occurred, especially in those 

currencies of economies with large current account 

deficits. Many emerging market currencies, including the 

Rand, depreciated steeply over the course of late 

December and January. The Rand reached a new five-

year low of R11.39 to the Dollar towards the end of 

January. 

 However, since then, the currency has recovered and 

stabilised and generally the mood towards emerging 

markets has remained relatively favourable.  

A decision by the Reserve Bank to increase interest rates 

in January and its frequent subsequent pledges to raise 

rates further in the medium term, may have also 

encouraged foreign investors to favour South African 

government bonds because of the attractive yields that 

they offered. In addition, by most standards of 

calculation, the real exchange rate of the Rand was seen 

to be extremely cheap, offering value to such investors.  

 By May the Rand/Dollar exchange rate had fallen to 

below R10.30 to the Dollar. This brought the currency to 

the lower end of a broad upward trading channel for the 

Dollar vis-a-vis the Rand which had been in place since 

June 2011. Since then, the Rand has lost some of its 

value once again, depreciating to between R10.50 and 

R10.80 to the Dollar and fluctuating around these levels. 

Encouragingly, even the debt default by the Argentinian 

government on its government bonds fails to weaken 

the currency materially.  

 In 2001, part of the reason for the free fall of the 

Rand/Dollar exchange rate, from R8.50 immediately 

after 9/11, to almost R14 three months later, was 

attributed to the debt default by Argentina and the use 

of the Rand as a proxy for hedging against the sharp 

depreciation of the Argentinian Peso and fall in the value 

of Argentinian bonds and other Argentinian assets.  
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 However, the reality is that the moderately negative 

sentiment in July this year towards most other 

currencies besides the Rand was brought about mainly 

by Dollar strength and a slowdown in capital inflows 

towards all emerging markets, including Rand assets. 

Inflows into the domestic bond and equity markets fell 

to just R2bn in July, from levels of between R8bn and 

R10bn in earlier months. 

 Notwithstanding the suggestion that the Rand has held 

its own against other currencies over the course of this 

year, the South African currency remains relatively more 

vulnerable to depreciation than most other emerging 

market currencies. The main reason for this is that the 

South African economy is still running a substantial 

current account deficit, one that is larger than any other 

meaningfully sized emerging market other than Turkey. 

The Rand may have received some support from the 

publication of a much better than expected outcome for 

the current account deficit in Q1, when it declined to 

4.5% of GDP, from levels of above 6% of GDP last year. 

However, much of that contraction in the current 

account deficit was attributable to a dramatic decline of 

almost R80bn on an annualised basis in net interest and 

dividend outflows. It is difficult to account for this latter 

development. Some argue that it is attributable to 

foreigners repatriating earnings from overseas once the 

Rand's exchange rate depreciated to levels of over R11.0 

to the Dollar during the course of January. 

 It is therefore highly probable that the current account 

deficit will revert to levels of more than 5% of GDP 

(R200bn annualised) in coming quarters as the level of 

interest and dividend outflows returns to the order of 

magnitude witnessed in recent years. Consequently, the 

reliance of the South African economy on portfolio 

inflows to help finance the shortfall between imports 

and exports implicit in the current account deficit 

remains substantial. Should sentiment encouraging 

capital inflows into emerging markets deteriorate 

further as quantitative easing is phased out and US 

interest rates begin to increase, the Rand could come 

under significant renewed downward pressure, probably 

more so than most other emerging market currencies. In 

addition, the currency also remains vulnerable to 

possible further downgrades in the country's credit 

rating. With rising pressure on the government to 

restrict increases in expenditure in the face of falling 

growth in revenue associated with lower than expected 

economic growth, resistance to increased wage 

demands by public sector unions is likely to come under 

significant pressure.  

The two big strikes of the past year could be followed by 

yet another major strike as public sector unions press for 

wage increases commensurate with their counterparts 

in the mining and metals industries. Besides the fact that 

such an event would increase the likelihood of further 

credit rating downgrades, it would also in all likelihood 

impact negatively on the Rand from a sentiment 

perspective. 

 In as much has one suggests that the Rand is vulnerable 

to significant renewed downward pressure, the 

likelihood of a renewed free-fall in the currency of the 

kind seen in 1998, 2001 and 2008 is small. This is 

because the mood towards emerging markets has 

changed considerably over the past decade.  

There has been a sharp increase in the share of the of 

the global economy taken up by emerging markets 

relative to developed economies due to the higher 

relative growth rate of the former economies.  

As a consequence, international investors have been 

including investment into emerging markets increasingly 

in their asset allocation. In order for exposure to 

emerging markets to begin coming into line with the 

relative share of global economic activity accounted for 

by such economies, it has made sense for international 

investors to raise their emerging market assets holdings.  

Whenever emerging market currencies and assets come 

under pressure these days, buyers are attracted by the 

increased perceived value of such assets.  

In addition, in the case of the Rand, the currency has lost 

considerable ground on a real trade-weighted basis over 

the past three years. It stands at levels around 30% 

below those which prevailed in mid-2011. That was the 

point at which the country's trade deficit (and its current 

account deficit), began widening. It has been the latter 

development which has arguably resulted in the 

downward pressure on the South African currency. 

 The corollary to draw from this is that the three-year 

rising trading channel of the Dollar vis-à-vis the Rand, is 

likely to remain intact. The Rand is likely to sustain a 

depreciating trend in the face of the country's large 

current account deficit, but at the same time should not 

depreciate too far in a short space of time. 

 With regard to the trading channel, a seven month 

short-term cycle of movements in the Rand/Dollar 
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exchange rate, from low point to a low point, is 

discernible. With the last Dollar low point having been in 

May, at levels just below R10.30, it makes sense that at 

the current relatively early stage of the cycle, one could 

still anticipate further Dollar strength/Rand weakness 

over the next month or two.  

This could possibly take the Rand back to levels over 

R11.0 to the US currency. Nevertheless, extrapolation of 

the cycle also means that towards the end of the year, 

one could see renewed Rand strength. It is for this 

reason that the best bet for the Rand/Dollar exchange 

rate at year end is a figure of around R10.80. 

 One slightly more reassuring insight into the domestic 

economy situation is that international investors appear 

to be somewhat more favourably disposed towards the 

South African economy than South Africans themselves 

at present. The unexpected success and 

oversubscription to the South African international bond 

issue in July, is a case in point.  

This helps to explain the relative resilience of the Rand's 

exchange rate in the face of a string of bad news over 

the past few months. It is almost as if locals are too close 

to the coalface and are tending to see more gloom in the 

current economic situation than foreigners. It is also in 

part a function of the fact that many other areas of the 

world are encountering deep economic and geopolitical 

problems, including the likes of Argentina, Brazil and 

Russia.  
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SA Exchange Rate  • Charts 

Chart 121: Rand/US Dollar exchange rate 

 

Chart 122: Rand/Euro exchange rate 

 
Chart 123: Rand/Pound Sterling exchange rate 

 

Chart 124: Rand/Yen exchange rate 

 

Chart 125: Real effective exchange rate 

 

Chart 126: Trade weighted Rand vs. Dow Jones 

 

Chart 127: Rand/Australian Dollar exchange rate 

 

Chart 128: ZAR/USD, Australian Dollar/USD, and Brazil Real/USD 
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 • Analysis SA External Accounts

Value of imports surge in Q1 2014.… 

 According to the Reserve Bank Quarterly Bulletin for Q1 

2014, despite lacklustre domestic economic 

performance, the import value of intermediate and 

capital goods rose in Q1 2014. The increase in imports 

was driven mainly by inputs related to infrastructure 

development, as well as a substantial increase in crude 

oil imports. Disappointingly, the value of merchandise 

exports could not keep pace, resulting in the annualised 

deficit on the trade account increasing from R45 billion 

in the last quarter of 2013, to R75 billion in Q1 of 2014.  

 On a volume basis, the volume of merchandise imports 

increased by 4.4% in Q1 2014, reflecting increased 

mining and manufacturing sector imports. Vehicle and 

transport equipment were also among the imported 

items. The volume of merchandise exports however 

increased by only 2.1% in Q1 2014, as the mining strike 

negatively affected volumes of mining goods exported. 

 During the early months of this year, the depreciation of 

the Rand’s exchange rate continued to exert upward 

pressure on the Rand price of merchandise imports. 

Likewise, the rand price of merchandise exports 

benefited and advanced by 5% in Q1, as compared to a 

1% increase in the last quarter of Q4. 

 Recently the Export Credit Insurance Corporation (ECIC) 

noted that in order to boost the country’s export 

earnings, what is required is that South Africa adopt an 

innovative approach and offer what it terms a "coherent 

suite of services to potential importers of local goods”. 

The organisation maintains the view that export credit 

providers, commercial banks and ready-for-export 

manufacturers should all collaborate, to supply a holistic 

range of services, rather than simply export a product. 

This should then provide further impetus to export 

earnings.  

 According to the most recent trade data, some positive 

news can be gleaned from the fact that the monthly 

trade deficit fell steeply in May and June. The deficit 

narrowed by -R7.25bn, to just -R192m, from -R7.44bn in 

May. This outcome was significantly better than 

anticipated. 

 In contrast with the growth in imports exceeding that of 

exports over the first six months of the year, imports 

declined by -5.1% m-o-m in June specifically, compared 

with a 3.7% m-o-m increase in exports. However, closer 

analysis of the breakdown of the figures reveals that 

there was one dominant factor that accounted for the 

sharp fall in imports, viz. a massive -R6.0bn (or -26.7% 

m-o-m) decline in imports of "mineral products", mainly 

crude oil.  

 Whilst it is true that the price of oil fell by around 5% in 

Dollar terms in June, the magnitude of the decline in oil 

imports suggests that there was a rundown in 

inventories of such imports, possibly due to expectations 

of reduced economic activity associated with the strike 

in the platinum mining industry and the impending 

strike in the metals industries. 

 It is far too soon to become overly excited about the 

better than expected outcome for the trade figures in 

May and June. There could be some unpleasant 

outcomes in coming months due to the expansion of 

strike activity to the metals industry. In any case, the 

impact of the narrowing of the trade deficit on the 

current-account deficit is relatively small.  

 This is because the swing factor determining the 

magnitude of the current account deficit in recent times 

has been the movements in the services deficit and in 

particular dividend and interest payments. As a result, 

we continue to see the Rand being potentially 

vulnerable to any deterioration in sentiment towards 

emerging markets which sees capital inflows needed to 

accommodate the shortfall in the country's foreign 

exchange requirements. 

 In contrast to the domestic weakness currently being 

experienced in the South African economy, the global 

economic environment continues to improve. The OECD 

(Organisation for Economic Co-operation and 

Development) leading indicator, which has remained 

positive over the past few months, is well correlated to 

South Africa’s leading indicator. This suggests that the 

South African economy could receive some upward 

momentum from global conditions over the rest of the 

year. In this regard, one hopes for a speedy resolution to 

the current disruptions in the labour market which is 

affecting the manufacturing sector and threatening to 

result in production losses and hence subdued export 

volumes. 
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SA External Accounts  • Charts 

Chart 129: Merchandise trade: exports vs. imports 

 

Chart 130: Trade balance (exports minus imports) 

 

Chart 131: Total service and income receipts vs. total service and 
income payments 

 

Chart 132: Net service, income and current transfer payments 

 

Chart 133: Balance on current account 

 

Chart 134: Net identified financial flows 

 

Chart 135: Balance on financial account 

 

Chart 136: Merchandise import penetration ratio (imports as % 
of GDE) 
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 • Analysis SA Fiscal Policy

Fiscal outlook under increasing pressure…

 The recently appointed Finance Minister, Nhlanhla 

Nene, has acknowledged the fact that South Africa will 

not reach its 2.7% growth forecast; this was stated in 

February this year as the impact of industrial action 

continues to ravage an already fragile economy. 

 In addition, the bad news is that the downward 

revisions of forecasts for the South African economy 

over the past three years have been progressively 

more pronounced than those pertaining to the world 

economy. Whereas in April 2011, the IMF had forecast 

growth in South Africa's economy in 2014 of 4.4%, its 

latest intimation is that we will be lucky to reach 

growth of 2.0% this year. This represents a downward 

revision of growth in the domestic economy of at least 

2.4%, compared with the downward revision for the 

world economy over this period, of 1.0%. For 2015, 

South Africa's growth is now forecast by the IMF to 

come in at 2.7%, a full 1.8% below the forecast made 

three years ago by the institution, of 4.5% growth in 

2015. The picture is even more pronounced for 2016. 

The latest forecast by the IMF for South Africa's 

growth in 2016 is 3.2%, no less than 2.4% below the 

5.4% growth rate that was being forecast by the 

institution in April 2011. 

 In recent months, successive downward revisions of 

economic growth forecasts (as mentioned above) 

have raised fears of a shortfall in government revenue 

and as a consequence an increase in the budget 

deficit. This is since Treasury’s revenue collection 

forecasts were based on forecasts for stronger 

economic growth. As such, the tax revenue collection 

estimate of R993.6 billion could possibly prove a 

challenge to meet.  

Therefore, in order to steer away from a situation 

where budget deficit targets are missed, tighter 

control on the spending side is required. Indeed, such 

fears contributed towards the recent downgrade of 

South Africa's credit rating by Standard and Poor's 

ratings agency.  

They cited the following reason for the downgrade as 

being attributable to a “prolonged strike in the 

platinum mining sector, as well as weak domestic and 

external demand, (which) has led to a contraction in 

GDP in Q1 2014 and is likely to depress second-

quarter and full-year GDP growth rates and reduce 

South Africa's fiscal flexibility.”  

 Ratings agencies are continuing to keep a close eye on 

the South African government’s fiscal management. 

Recent concerns by ratings agencies include the fact 

that ongoing strike activity prevents the local 

economy from benefiting from the recent improved 

growth of its trading partners. In addition, weak 

investment growth, export growth and reduced tax 

revenue growth will tend to pose serious risks to the 

ability of the Treasury to maintain its budget deficit. 

Ratings agencies have thus warned implicitly about 

the dangers of overshooting deficit and debt metrics 

by not adhering to strict expenditure limits. 

 A further factor that could strain government finances 

even further, is the fact the public sector wage bill will 

need to be negotiated this year, for the coming three-

year cycle. Depending on the outcome of these 

negotiations, pressure on the fiscus could increase. In 

this regard, it remains of crucial importance that 

government does not pander to populist policies and 

adheres to its budgeted wage increase as planned for 

in the February tabling of the budget. 

 If one were to extrapolate the cumulative growth in 

government revenue and expenditure for the first two 

months of the 2014/15 fiscal year to a full fiscal year, 

one would end up with a fiscal deficit of -5.9% of GDP, 

well in excess of the -4.0% of GDP budget deficit. Such 

an overshoot would be received negatively by ratings 

agencies and could well lead to further ratings 

downgrades. However, at this early stage of the fiscal 

year, it would be premature to become overly 

pessimistic about the situation 
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    Source: Treasury 
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SA Fiscal Policy  • Charts 

Chart 137: Budget deficit as % of GDP 

 

Chart 138: Marginal tax rates (%) 

 

Chart 139: MTBPS 2011 vs. 2010 Budget (budget deficit % of 
GDP) 

 

Chart 140: Interest on public debt as % of GDP 

 

Chart 141: Sources of government revenue (2012/13) 

 

Chart 142: Budget allocation (2012/13) 

 

Chart 143: MTBPS 2011 vs. 2010 Budget (public debt as % of 
GDP) 

 

Chart 144: Social grants provide safety nets for the poor 
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Detailed forecast tables 

Exchange Rate Major Currencies 

  $US per Euro Euro per $US Yen per $US Yen per Euro $US per Pound Euro per Pound 

  US$/€ y/y % €/US$ y/y % ¥/US$ y/y  % ¥/€ y/y  % US$/£ y/y  % €/£ y/y  % 

2013.1             

2013.2             

2013.3             

2013.4             

2014.1             

2014.2             

2014.3             

2014.4             

2015.1             

2015.2             

2015.3             

2015.4             

2016.1             

2016.2             

2016.3             

2016.4             

2017.1             

2017.2             

2017.3             

2017.4             

2012             

2013             

2014             

2015             

2016             

2017             

 

Rand Exchange Rate: Major Currencies  

  $US per Rand Rand per $US Rand per Euro Yen per Rand Rand per Pound 
Rand real effective  

(excl Zim) 

  US$/ ZAR y/y % ZAR/ US$ y/y % ZAR/€ y/y % ¥/ ZAR y/y % ZAR/£ y/y % Index y/y % 

2013.1             

2013.2             

2013.3             

2013.4             

2014.1             

2014.2             

2014.3             

2014.4             

2015.1             

2015.2             

2015.3             

2015.4             

2016.1             

2016.2             

2016.3             

2016.4             

2017.1             

2017.2             

2017.3             
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2017.4             

2012             

2013             

2014             

2015             
2016             
2017             

 

Effective Exchange Rates 

  
Nominal Effective 

Rand 
Real Effective 

Rand 
Production Price 

Index 

Foreign Trade-
weighted PPI 

(implicit) 

Nom Effective 
Rand Inverse 

US$ effective 
nominal 

  Index y/y % Index y/y % Index y/y % Index y/y % Index y/y % Index y/y % 

2013.1             

2013.2             

2013.3             

2013.4             

2014.1             

2014.2             

2014.3             

2014.4             

2015.1             

2015.2             

2015.3             

2015.4             

2016.1             

2016.2             

2016.3             

2016.4             

2017.1             

2017.2             

2017.3             

2017.4             

2012             

2013             

2014             

2015             

2016             

2017             
 

International Growth and Prices  

  G7 Real GDP G7 CPI Oil Price in $US Oil Price in Rand Gold Price in $US Gold Price in Rand 

  Index y/y % Index y/y % US$ y/y % ZAR y/y % US$ y/y % ZAR y/y % 

2013.1             

2013.2             

2013.3             

2013.4             

2014.1             

2014.2             

2014.3             

2014.4             

2015.1             

2015.2             

2015.3             

2015.4             

2016.1             
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2016.2             

2016.3             

2016.4             

2017.1             

2017.2             
2017.3             

2017.4             

2012             

2013             

2014             

2015             

2016             

2017             

 

National Accounts: 2005 Prices R’m (Seasonally Adjusted) 

  Total Private Consumption Government Consumption Total Fixed Investment Inventory Investment 

  R'm y/y % 
q/q % 

annualised 
R'm y/y % 

q/q % 
annualised 

R'm y/y % 
q/q % 

annualised 
R'm y/y % 

2013.1            

2013.2            

2013.3            

2013.4            

2014.1            

2014.2            

2014.3            

2014.4            

2015.1            

2015.2            

2015.3            

2015.4            

2016.1            

2016.2            

2016.3            

2016.4            

2017.1            

2017.2            

2017.3            

2017.4            

2012            

2013            

2014            

2015            

2016            

2017            

  GDP Residual Gross Dom Expenditure 
Exports Goods & 

Services 
Imports Goods & 

Services 
Gross Domestic Product 

  R'm y/y % R'm y/y % 
q/q % 

annualised 
R'm y/y % R'm y/y % R'm 

y/y 
% 

q/q % 
annualised 

2013.1             

2013.2             

2013.3             

2013.4             

2014.1             

2014.2             

2014.3             

2014.4             

2015.1             
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2015.2             

2015.3             

2015.4             

2016.1             

2016.2             

2016.3             

2016.4             

2017.1             

2017.2             

2017.3             

2017.4             

2012             

2013             

2014             

2015             

2016             

2017             

 

Private Consumption: 2005 R’m (Seasonally Adjusted) 

  Total Private Consumption 
Durable Goods 
Consumption 

Semi-durable Goods 
Consumption 

Non-Durable Goods 
Consumption 

Services  
Consumption 

  R'm y/y % 
q/q % 

annualised 
R'm y/y % R'm y/y % R'm y/y % R'm y/y % 

2013.1            

2013.2            

2013.3            

2013.4            

2014.1            

2014.2            

2014.3            

2014.4            

2015.1            

2015.2            

2015.3            

2015.4            

2016.1            

2016.2            

2016.3            

2016.4            

2017.1            

2017.2            

2017.3            

2017.4            

2012            

2013            

2014            

2015            
2016            

2017            
 

 
Government Consumption Imports: Goods & Services Disposable Income Gross Domestic Expenditure 

 
R'm y/y % R'm y/y % R'm y/y % R'm y/y % q/q % annualised 

2013.1          

2013.2          

2013.3          

2013.4          
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2014.1          

2014.2          

2014.3          

2014.4          

2015.1          

2015.2          

2015.3          

2015.4          

2016.1          

2016.2          

2016.3          

2016.4          

2017.1          

2017.2          

2017.3          

2017.4          

2012          

2013          

2014          

2015          

2016          

2017          

Fixed Investment: 2005 R’m (Seasonally Adjusted) 

  Total Fixed Investment Residential FI Non-residential FI Civil Engineering FI 

  R'm y/y % 
q/q % 

annualised 
R'm y/y % R'm y/y % R'm y/y % 

2013.1          

2013.2          

2013.3          

2013.4          

2014.1          

2014.2          

2014.3          

2014.4          

2015.1          

2015.2          

2015.3          

2015.4          

2016.1          

2016.2          

2016.3          

2016.4          

2017.1          

2017.2          

2017.3          

2017.4          

2012          

2013          

2014          

2015          

2016          

2017          
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Machinery & 
Equipment FI 

Transport Equipment FI Computer Equipment FI Government FI Investment/GDP 

  R'm y/y % R'm y/y % R'm y/y % R'm y/y % % y/y % 

2013.1           

2013.2           

2013.3           

2013.4           

2014.1           

2014.2           

2014.3           

2014.4           

2015.1           

2015.2           

2015.3           

2015.4           

2016.1           

2016.2           

2016.3           

2016.4           

2017.1           

2017.2           

2017.3           

2017.4           

2012           

2013           

2014           

2015           

2016           

2017           
 

Price Indicators  

  CPI Food Housing 
CPI (Excl 
food & 

housing) 
CPI Core 

PPI 
Inflation 

CPI 
Electricity 

Imported 
Commodities 

Export 
Commodities 

GDP 
Price 

Inflation 

  % % % % % % % % % % 

2013.1           

2013.2           

2013.3           

2013.4           

2014.1           

2014.2           

2014.3           

2014.4           

2015.1           

2015.2           

2015.3           

2015.4           

2016.1           

2016.2           

2016.3           

2016.4           

2017.1           

2017.2           

2017.3           

2017.4           

2012           

2013           

2014           



Econometrix | Quarterly Economic Outlook Q3 2014  Forecast Tables 

 

Page | 64 

2015           

2016           

2017           
 

   Wage Bill 
Average Wage 

Inflation 

  R'm y/y % % 

2013.1    

2013.2    

2013.3    

2013.4    

2014.1    

2014.2    

2014.3    

2014.4    

2015.1    

2015.2    

2015.3    

2015.4    

2016.1    

`2016.2    

2016.3    

2016.4    

2017.1    

2017.2    

2017.3    

2017.4    

2012    

2013    

2014    

2015    

2016    

2017    
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Interest Rates 

  Prime 
3 month 

BA 
3 Month 

NCD 
6 Month 

NCD 

12 
Month 

NCD 
R 157 R 186 

10 - 15 
Year gilt  

Repo 
Rate 

Real Prime 
(CPI 

Adjusted) 

  % % % % % % % % % % 

2013.1           

2013.2           

2013.3           

2013.4           

2014.1           

2014.2           

2014.3           

2014.4           

2015.1           

2015.2           

2015.3           

2015.4           

2016.1           

2016.2           

2016.3           

2016.4           

2017.1           

2017.2           

2017.3           

2017.4           

2012           

2013           

2014           

2015           

2016           

2017           
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