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South Africa: An economic powerhouse in decline
South Africa's continental leadership is increasingly under pressure, seen for example in the fact
that Nigeria became Africa's largest economy in 2014. South Africa still maintains its lead in the
mining, car-making and financial services sectors, and is a well-functioning democracy. However, its
material basis of power is shrinking, in particular because of a net slowdown in economic growth in
the wake of the global financial crisis. A volatile international economic environment and internal
structural weaknesses curb hopes for improved growth in the short and medium term, in a country
affected by deep inequalities and a high level of unemployment. Adopted in 2012, the National
Development Plan 2030 provides a strategic framework to counter those tendencies, boost growth
and reduce poverty.

Sluggish economic parameters
South Africa is the most developed African economy, with GDP of US$350 billion (2014) – equal to more than
25% of the total GDP of all sub-Saharan African countries (compared to 50% in 1994). The only African
member of the G20, and a member of the BRICS group since 2010, South Africa is considered an emerging
economy. However, while the country's economy is making a slow recovery from the crippling 2009 crisis, it
is feared that growth will be slowed further as a result of the 2015 turbulences on global markets coupled
with persistent structural weaknesses. On the other hand, the Treasury Department believes declining prices
for crude oil could help to improve the outlook of the country's oil-intensive economy and raise growth up to
around 3% in 2017.
Key macro-economic indicators

2011 2012 2013 2014 2015 2016 2017 2018 2019
Real GDP (% change) 3.2 2.2 2.2 1.5 1.5 1.1 1.4 2.1 2.3
Nominal per capita GDP (US$) 8 068 7 615 6 965 6 603 5 948 5 884 6 149 6 472 6 679
Consumer Price Index
(% change)

5.0 5.7 5.7 6.1 4.6 6.1 6.6 6.1 5.6

Current account balance
(% of GDP)

-2.1 -4.9 -5.8 -5.5 -4.2 -4.6 -5.6 -5.5 -6.1

Trade balance (US$ billion) 7.2 -3.7 -7.1 -6.3 -2.6 -3.2 -4.4 -2.5 -3.6
Net FDI (US$ billion) 4.3 1.7 1.7 -1.2 1.5 13.1 12.6 13.0 13.1
Exchange rate
(LCU/US$, end of period)

8.1 8.5 10.5 11.6 14.3 11.9 14.0 14.4 14.9

Source: IHS Global Insight (estimates as from 2015) based on data from selected national and international sources. Updated 19 November 2015.

High reliance on the export of resources makes the country sensitive to external shocks. The main causes of
uncertainty include lower commodity prices, weak European demand and a slowdown in the Chinese
economy. China is South Africa's main trading partner (with an 11.8% export share in 2010, down from
14.4% in 2012), followed by Germany, Japan, the UK and the US.
Among South Africa’s internal constraints, frequent electricity cuts, caused by years of under-investment in
power generation and distribution, are seen as impediments to economic performance in the short-to-
medium term. The labour market is also considered an important structural weakness. It suffers from a
shortage of skilled labour and recurrent periods of social unrest in a highly unionised and conflictual
environment.
A more restrictive fiscal policy
Liberalisation of South Africa's trade, monetary and financial policy has been part of the country's
transformation which began in 1994. Since 2011, the national currency – the rand – has been depreciating in
response to shifts in global capital flows, commodity price fluctuations and slowing domestic growth. Further
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weakening of the rand is foreseen as a result of global market turbulence caused by the slide in Chinese
equities and weaker-than-expected 2015 GDP growth. Still, some analysts think that depreciation would not
necessarily benefit exports due to slowing demand from Asia and Europe, power cuts and trade union
pressure to increase wages.
In recent years, monetary policy has mostly been successful in containing inflation within the target of 3-6%
per year. However, the 2015/2016 budget makes a shift towards fiscal consolidation; lower expenditures,
and higher indirect and personal income taxes are projected to reduce the budget deficit from 3.9% of GDP
in 2015/2016 to 2.5% GDP in 2017/2018. Net government debt is expected to stabilise at 43.7% of GDP in
2017/2018. Savings are to come from cuts in public-sector spending and from increased efficiency in
government spending.

Challenges to key sectors
South Africa is relatively well integrated in several global value chains (GVCs), in particular those involving
car-making, mining, finance and agriculture. Moreover, the country is a regional hub for retail and financial
services, among others. However, its overall participation in GVCs is the lowest among OECD and BRICS
countries.
Car-making
South Africa is an assembly hub for several key car makers catering to the African market. Consequently,
local companies have developed into important manufacturers and exporters of car components. Supported
by government development programmes, car-making accounts for more than 6% of GDP and 12% of
manufacturing exports, and provides 100 000 jobs. While domestic new vehicle sales dropped strongly in the
first six months of 2015, exports registered a 24.4% growth compared to July 2014. Labour unrest and
slowing domestic demand are key challenges to the sector.
Mining
Mining of natural resources such as platinum, manganese, chromium, vanadium, zinc, coal and uranium,
continues to be a pillar of South Africa's economy. Although its overall contribution to GDP is declining,
(down from around 20% in 1980 to 7.3% in 2014), mining still accounts for over 500 000 direct, and as many
indirect, jobs and has a positive impact on other sectors such as steel, timber and rail services. The sector
accounts for 13.2% of corporate tax receipts and 38% of merchandise exports revenues. Moreover, South
Africa has become a global leader in numerous areas of mining services and equipment that accounted for
8.5% of total exports in the 2005-2009 period. In the first six months of 2015, the mining sector contracted
by 6.8%, mainly because of disturbances in energy supplies, decreasing global demand resulting in declining
commodity prices, and tense labour relations. Additional risks are posed by environmental constraints and
the uncertainty of the legal environment (confirmed by the 2015 Mining Charter assessment). Furthermore,
nationalisation claims are still an issue in political debate.
Agriculture
This sector includes both well-developed commercial farming and more subsistence-based production.
Although its contribution to GDP is only around 2%, agriculture makes the country self-sufficient in virtually
all major agricultural products and has helped it become a large-scale food exporter. Agriculture provides
direct employment to 638 000 people, with another 171 000 working in the food processing industry.
Capitalising on its biodiversity and counter-seasonality to Europe, South Africa is a net exporter of products
such as cut flowers, wine, citrus, maize, grapes, sugar, apples, pears and quinces. Water scarcity is one of the
sector's main problems, given that the local climate is semi-arid with low and erratic rainfall. Despite
redistribution policies, land ownership continues to be heavily skewed across racial lines, feeding into social
unrest and political radicalisation, which adds to stakeholder uncertainty, and in turn harms investment in
the sector.

South Africa has concluded numerous international trade agreements. The South Africa-EU Trade, Development
and Cooperation Agreement (TDCA), in force since 2004, has progressively established a free trade area that
currently covers 90% of bilateral trade. In 2007, South Africa joined the Economic Partnership Agreement
negotiations as part of the Southern African Development Community Group. The agreement was finalised on
15 July 2014, and awaits signature and subsequent ratification.
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