
 

This concise economic update is released in association with ETM Macro 

Advisors. The aim of this report is to give a broad overview of pertinent 

macroeconomic matters that affect most businesses in SA. In addition, we 

also provide general considerations for corporate strategy.   



Considerations for corporate strategy 
Business conditions have deteriorated and investor and business confidence has declined during the state’s 

contemplation of land expropriation without compensation. South Africa’s poor fiscal outlook raises the risk of 

higher payroll taxes and fuel levies in April 2019. However, overall inflation risks remain low, reducing pressure on 

the SARB to hike the repo rate for the next six months. Employment growth was extremely weak in Q3 as firms cut 

costs, signalling that wage bargaining power still rests with companies. Exporters should anticipate more economic 

deceleration in China and Europe, while importers from there may benefit from euro and renminbi weakness.  

Section 1: South Africa Business and Economic Dashboard 
A snapshot of current business and economic conditions: 

 

 

 

 

 

 

 
 

 



Section 2: South Africa Economic Summary 

Bottom Line: Poor fiscal conditions raise financial and currency risks. Industrial capacity use remains weak and 

getting softer. Business conditions worsened in Q3 and are likely to remain weak in Q4. 

 
 

Instead of planning to run smaller deficits in the 

region of R100bn/year or less, the finance minister 

announced in the Medium Term Budget Policy 

Statement that deficits would rise to R250bn/year. 

With old bonds coming due for repayment, this 

means that the state’s borrowing requirement 

(excluding SOEs) will rise by a further R85bn in 2019 

(+37%) to R315bn. This puts upward pressure on 

bond yields and will likely keep private sector 

funding conditions tight. The red dots in the 

adjacent chart are National Treasury’s current annual 

deficit projections in billions of rand. 

 
 

The reason for lingering perceived SARB rate hike 

risk is global financial pressures and the threat of 

capital outflows. On the three previous occasions 

when the rand weakened substantially (2001–02, 

2008–09, and 2015–16), the SARB hiked rates. 

Currently the rand is around 20% undervalued on a 

broad basis based on purchasing power parity. But 

the ‘pass-through’ from a weak rand to CPI 

inflation is not strong, and the SARB will also be 

deterred from rate hikes by poor growth and 

fiscal conditions. 

 

The industrial sector continues to operate under 

spare capacity conditions as demand conditions 

remain weak (orange line). The grey shaded areas in 

the chart are downward business cycle phases as 

determined by the Reserve Bank, which shows SA is 

in the longest slump in over 40 years. Historically, 

low capacity tightness has implied limited space 

if any for the SARB to raise the repo rate (black 

line). A lack of industrial capacity tightness tends to 

be associated with low inflation conditions because 

usually only excessive credit growth leads to 

excessively tight industrial capacity conditions. 

 

Business trading conditions have failed to continue 

recovering and turned lower again in Q3. A host of 

economic and survey data remained poor in Q3, a 

confirmation that regulatory uncertainty around 

property rights, high taxes, the private sector 

investment slump, and weaker growth in Europe and 

China are weighing heavily on SA business 

sentiment. Despite lingering rand weakness, the 

SARB will be hard-pressed to hike rates into such 

conditions. 

  



Section 3: Global Economic Summary 

Bottom Line: World stock markets are in the grip of a mini-panic that may graduate into a large panic if Chinese 

growth keeps faltering. US growth remains resilient, but Europe is slowing. EM stocks have corrected substantially. 

 
 

US GDP growth rose to around 2.9% y/y in real terms 

in Q2 2018 and breached 3% y/y in Q3. Yet we see 

global equity markets under acute pressure as 

European and Chinese growth falters and markets 

expect US growth to begin peaking. There is particular 

concern around a deflating tech stock and 

corporate bond bubble as the Federal Reserve raises 

rates. There is also some growing concerns that 

inflation is rising, which could cause the Fed to raise 

rates more than initially anticipated, putting over-

indebted firms and households under financial strain. 

 

 
 

The leading indicators of various European countries 

continued to fall in Q3. There is concern around 

European and particularly Italian banks, which continue 

to suffer under enormous bad debt problems. Europe’s 

growth woes and likely maintenance of the ECB 

quantitative easing (money printing) programme 

should weigh on the euro. As Europe is a major trade 

partner of South Africa, the European slowdown is 

also a drag on domestic SA growth. 

 
 

The Chinese economy has entered a fairly acute slump. 

Chinese car sales, for example, are falling at the fastest 

pace since 2008 in a now gigantic 21 million units per 

year passenger car market. When the market fell in 

2008, total annual sales were only 7 million units. The 

Chinese pain is real and this is a huge worry for the 

major car makers as well as an ominous signal for 

the global economic system. Chinese authorities may 

increasingly try to support economic growth with 

monetary and fiscal intervention, however this type of 

policy may only serve to make China’s economic 

imbalances and excesses worse in the longer run. 

 

 

Emerging market stock markets, as measured by the 

MSCI EM index, have fallen nearly 22% in dollars since 

their late 2017 highs. Given global equity market 

turmoil in Q4 2018 and the extent of previous slumps in 

2008/09 and 2015/16, additional declines could be in 

store. EM stocks in dollars provide a useful 

barometer of EM economic conditions and signs 

currently point to difficult economic times for 

emerging markets. 

 



 


