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Key highlights
•

Weak economic growth, unemployment, high inflation and inequality remain key
challenges for South Africa

•

Government is responding to these challenges with its commitment to resolve the
energy challenge, revitalise agriculture and agro-processing, encouraging private
investment and boosting the role of state-owned companies, amongst others

•

Despite the challenges, South Africa has some distinct advantages which can create
opportunities, amongst which are strong institutions to protect interests of investors, a
sound and independent judicial system and well developed infrastructure

•

Opportunities for higher growth lie in promotion of exports, taking advantage of
opportunities presented by BRICS member countries, encouraging small and medium
enterprises and the beneficiation of raw materials

•

Policy action in place to remove constraints to growth include reducing port tariffs,
improving on the regulatory turnaround cycle, improving labour relations and reducing
electricity supply constraints

•

Government looking into making use of Private-Public Partnerships in order to
maximise private sector participation in key government programmes
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2. Challenges to economic growth
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Fundamental challenges facing South Africa
Weak economic growth
• Factors weighing on growth: electricity supply constraints, weak domestic demand,
slowdown in emerging markets (EMs), subdued investment growth
• South Africa requires much faster and sustained growth to address socio-economic
challenges
Constrained fiscal space
• Debt levels have risen over previous years
• Fiscal consolidation the only option
Unemployment
• 5.5 million unemployed / 2.4 million discouraged / 25.5% unemployment rate (Q3)
• Approximately 65% of the unemployed are youth
• 5 to 6 million net new jobs needed over next 10 years to halve unemployment
Rising inflation
• Inflation expected to breach the Reserve Bank’s upper target of 6%
• Core inflation also remains elevated

Nonetheless, global operating environment also
has its challenges
Emerging Markets driving global growth lower

• Global growth fell short of expectations again in 2015, coming in at 3.1% from
3.4% in 2014
• Continued growth deceleration in Emerging Markets amidst declining commodity prices
and weaker capital flows
• Modest recovery in advanced economies
Weak global demand for goods and services
• Lower prices and declining profit margins make firms less willing to invest
• Increased competition due to globalisation
Growth in world trade has slowed markedly since the 2008/09 crisis
• World trade volume growth moderated to 2.6% in 2015 from 3.4% in 2014
• World growth in imports averaged 6.8% annually from 2000 to 2007 but only
3.6% between 2011 and 2014
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The outlook for growth and inflation
GDP Growth (%)

2016

2017

2018

Budget Review
(February 2016)

0.9

1.7

2.4

IMF WEO
(January 2016)

0.7

1.8

-

Inflation (%)

2016

2017

2018

Budget Review
(February 2016)
IMF WEO
(January 2016)

6.8

5.9

Source: IMF, National Treasury

6.3

5.6

•

Growth prospects look weak due to
continued drop in commodity prices,
weakening growth prospects of major trading
partners, delays in adding electricity capacity
to the grid and weaker business confidence.

•

Household spending remains subdued
weighed by weak employment growth, falling
consumer sentiment, rising inflation and high
debt levels

•

South African economy undergoing
structural change with services sector
unpinning resilience

•

Inflation is expected to trend upwards in
2016 on the back of a sharp depreciation in
the rand, accelerating food prices, higher
electricity tariffs and unfavourable base
effects of lower petrol prices in 2015

5.9

-
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What we are doing: Fiscal sustainability a priority in
South Africa
•
•

•
•
•

Debt stabilisation occurs sooner in
2017/18 vs 2019/20
Stabilises at a slightly higher level
(46.2% GDP vs 45.7%) due to weaker
growth and rand depreciation raising
foreign debt in rand terms

Government returns to primary surplus
sooner than expected
First consolidated primary surplus
since the 2009 recession in 2016/17
Main budget framework in surplus in
2017/18

Source: National Treasury
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3. Key strengths, weaknesses and opportunities
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What sets us apart from other Emerging Market peers

•

Stable macroeconomic environment

•

•

High level of technical and production
expertise

The depth of domestic financial market
and sophistication of the stock market

•

Proximity to regional markets and
opportunity to access the markets

Strong capitalisation of firms listed on
the Johannesburg Stock Exchange

•

The credibility of the sovereign in
foreign markets

•

Credible fiscal and monetary policy
stance
Strong legal system and accounting
institutions
Independent central bank

•
•

Government support for manufacturing
sector

•

Protection of property rights

•

Strong business infrastructure

•

•

Low cost of doing business relative to
peers

•
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WEF 2014-15 Global Competitiveness Report
ranks South Africa very high in many areas
•
•

•

SA has improved to 49 (out of 144), up two places, thanks largely to higher Internet bandwidth and
improvements in innovation
SA’s traditional strengths: strong institutional framework (legal, financial) and top quality
businesses
Top 5

Top 1 5 :

Top 2 5 :

Top 3 0

Strength of auditing and reporting standards (1)

Efficiency of legal framework (14: challenge)

Independent judiciary (24)

Transport infrastructure (29)

Efficacy of corporate boards (3)

Strength of investor protection (14)

Property rights (24)

Domestic market size (27)

Protection of minority shareholders’ interests (3)

Quality of air infrastructure (14)

Mobile telephone subscriptions (22)

Firm level tech absorption (28)

Accountability (2)

Secondary education enrollment (12)

Quality of mgmt schools (24)

Effect of taxation on incentive to work (30)

Financing through local equity market (1)

Effectiveness of anti-monopoly policy (13)

Reliance on professional mgmt (24)

Quality of scientific research institutions (33)

Regulation of securities exchanges (2)

Availability of financial services (6)

Affordability of financial services (21)

Company spending on R&D (32)

Soundness of banks (8)

Extent of marketing (24)

Capacity for innovation (32)

Report highlights key areas government policy is focused on to unlock growth potential: regulatory
burdens for business, labour relations and state capture
State c apture

Labour relations and skills

Business regulation & infrastrtuc ture

Soc ial c apital

diversion of public funds (94)

Cooperation in labour-employer relations (140)

Burden of govt regulation (117)

Health (128)

Trust in politicians (98)

Country capacity to attract talent (46)

Quality of electricity supply (116)

Quality of primary education (127)

Irregular payments and bribes (50)

Availability of scientists and engineers (46)

Burden of customs procedures (71)

Quality of education (140)

Wastefulness of govt spending (91)

Availability of latest technologies (41)

No days to start business (94)
Business impact of rules on FDI (99)

OCPO reforms
Budget tightening
SOC reforms

Nedlac labour relations /
minimum wage discussions
R&D innovations and
support

InvestSA and IMC on
investment
REIPP programme
Coinvestment

Upgrade of education and
health facilities
NHI pilots
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We know our weaknesses and are working on them: NDP
the key anchor

•

Limited prospects for medium term
growth (slowdown in EMs, weak
domestic demand)

•

Unreliable electricity supply and rising
electricity prices

•

•

Crime and corruption

Mixed policy messages from different
government departments

•

Persistent strike action

•

Pressure on fiscal restraint
(unemployment, inequality & poverty)

•

Low labour productivity

•

Low availability of skills and high skills
premium

•

High cost and poor efficiencies in
logistics network, due to poor regulation

•
•

Volatility and level of the currency
Credit ratings downgrade

•

Relatively wide current account deficit

•

Service delivery challenges

•

Uncertainty around new BBBEE rules

•

Lack of consistent policy hampers
planning
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Despite weak short-term economic growth prospects, SA
has the opportunity to increase potential growth
Opportunities for stronger growth:
• Promoting exports and stronger trade relations with fast growing economies in the
African continent

•

Take advantage of the opportunities presented by BRICS member countries to
support growth initiatives

•

Encourage and support SMEs

•

Beneficiation of raw materials

•

Agro-processing provides opportunities for creating higher value-added products for
domestic or export markets

•

Independent Power Producer programme by Department of Energy provides room for
further investment participation by private sector
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4. Policy actions for higher economic growth
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What the IMF recommends countries to focus
on: structural reforms for growth
•
•
•
•
•

•
•
•
•

Fiscal reforms: Strengthening tax administration, spending efficiencies and fiscal
frameworks
Banking sector reforms: Mobilises savings, lowers the costs of credit and allows for
efficient allocation of capital
Capital market development: Access to capital and financing innovation.
Increasing quantity and quality of infrastructure: Can alleviate infrastructure
bottleneck and help realise economies of scale
Improving institutional and legal framework : Promotes private investment and
entrepreneurship, fosters financial sector development. Property rights and ability to
enforce contracts
Simplifying regulation, addressing administrative burdens and liberalising FDI
and reducing barriers to entry in product market
Enhance the design of labour market institutions: Facilitates stronger use and
more efficient allocation of labour
Easing product market regulation: Improves resource allocation
Knowledge capital and innovation
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Government’s response to challenges: nine
point plan
Government’s nine-point plan to boost growth and job creation aiming to address
SA’s challenges
• Resolve the energy challenge
• Revitalise agriculture and agro-processing

• Adding more value to mineral wealth
• Enhance Industrial Policy Action Plan
• Encourage private investment

• Reduce workplace conflict
• Unlock small business potential
• Boost the role of state companies

• Operation Phakisa, aimed at the ocean economy and other sectors
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Removing constraints to growth
High cross border costs
• Process is underway to improve port
tariffs

Electricity supply issues
• Eskom does not anticipate load
shedding until end of April

•

New pricing structure expected to be
implemented soon

•

•

Container export tariffs have already
declined by 43%

Unit 6 of Medupi connected to the grid.
Synchronisation of Kusile to begin in the
first half of 2017

•

Additional capacity procured through the
private sector

Slow regulatory processes
• Companies and Intellectual Property
Commission (CIPC) working with banks
and other agencies to fast track setting
up shop locally
•

Government streamlining licensing
processes for mining, environmental
authorisations and water use

•

Concessions made on new visa
regulations

Labour market constraints
• Task team looking into practical ways of
addressing production disruptions due to
large scale strikes
•

Amended Labour relations acts seeks to
streamline the processes of the
Commission for Conciliation, Mediation
and Arbitration (CCMA)to help serve
business and labour better and faster
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What we are doing to encourage investment
Invest SA (One-Stop Shop)
• Aims to coordinate investment
promotion, facilitation and after-care at
the national level

Socio-Economic Impact Assessment
System (SEIAS)
• Seeks to improve the quality of
legislation

•

Seeks to unblock regulatory bottlenecks
affecting investment

•

•

Ease delays for investors in obtaining
visas, licences, permits, registration and
approvals

Reduce the unintended consequences
of new laws and regulations before they
come to effect

•

Better align regulations with
government’s priorities

Immigration regulation
Inter-ministerial Committee has identified
the following for possible implementation:
• Implementation of biometrics at all ports
of entry
• Long-term Multiple Entry Visa for
frequent travellers
• Business visa-waiver for India, China,
Brazil, Russia and other countries

Enable expansion of SA to the rest of
the continent
• Removal of exchange controls over
non-residents and proceeds from sale of
assets can be freely remitted
• Cross-border transaction thresholds
have been amended to reduce red tape
and reduce the bias between resident
and non-resident individuals
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State-owned companies reforms
Area of reform

Description

Progress

Stabilisation

Aims to improve near-term
financial and operational
performance

A framework to quantify the cost of
developmental activities has been
developed
SAA, Eskom, SAPO – financial plans

Coordination
and
collaboration

Maximization of contribution
to the economy and
elimination of duplication.

Joint infrastructure projects are taking
place in the energy, transport, mining
and water sectors

Rationalisation
and
consolidation

Reduction of state
participation in sectors where
several entities operate with
overlapping mandates.

Currently underway with the
rationalization of Broadband Infraco
Other options

Governance
framework

Enactment of overarching
legislation, informed by a
review of the current
shareholder management
model.

Board appointment processes will be
standardised, and remuneration
frameworks reviewed to ensure that
compensation growth is contained and
linked to efficient performance
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Interaction with business: Areas of agreement
on what needs to be done
1. Restore fiscal credibility by the fiscus and public debt
2. Protect social services for the poor, and prioritise spending on growth enhancing, job
creating activities

3. Act against corruption and “state capture”
4. Restore business confidence
a. Government’s creditors
b. Domestic “real economy” investors
c. Foreign direct investors
5. Mobilise co-investment between the state and private capital in priority areas
6. Reform state companies to become effective, well-governed and financially sustainable
agents of development, including National, Provinces and Municipalities
7. Remove red tape and unhelpful regulatory burdens
8. Invest in small business and the innovative start ups
9. Unite society behind a common programme
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Joint work streams with business were
created, namely:
1. Preventing further rating downgrades - Led by Ralph Mupita and Mike Brown
a)
b)
c)
d)
e)
f)

Unite behind delivery of a single cohesive and inclusive growth path – the NDP
Over deliver on fiscal consolidation:
Framework that results in more effective operation of SOE’s to remove drain on fiscus
Co-investments in infrastructure, learning on Renewable energy programmes
Review of legislation/regulation prior to implementation to prevent unintended
Ensure labour regulation contributes to the inclusive growth agenda and in particular
enables young people to enter employment
g) Standing Anti-Corruption Committee with all critical stakeholders represented to deal
with scourge of corruption in all sectors of our society
h) Business support for Ministry of Finance in hard decisions required to avert a
downgrade

Continued: Joint work streams with
business
2. Empowering entrepreneurs and SMMEs to accelerate their growth -Led by Adrian Gore
and Brian Joffe
a) The private and public sector will jointly launch a R2bn Co-investment Fund to
accelerate SMME development. This Fund will unlock cheaper investable capital for high
potential SMMEs. The envisaged returns on investment will flex based on the Fund’s
mandate of inclusive growth and transformation.
b) Commitment to support SMEs with funding, mentoring and market access
3. Co-investment and changing the confidence narrative (‘Projects’) – Led by Dr Dan
Matjila and Sim Tshabalala
a) Driving economic growth, protecting vulnerable industries and enterprises, utilize
partnerships, optimize SoC’s, maximise impact by reducing government debt by
proceeds from asset disposal co-investment.
b) Team reported on planned meeting with corporate financier to explore different
funding models
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Continued: Joint work streams with
business
4. Western Cape Business
a. Create database of non executive directors for SOCs, source capable candidates from
private industry including JSE listed companies
b. Address blockages and policy uncertainty. Meet the Presidency
c. Consider a “ Business Trust “ setup where companies contribute a percentage of their
market cap for social upliftment
d. Private health and public health to work together. Meet Minister of Health
e. Private and public schools to work together in reducing the burden on the state e.g. running
costs and capital expenditure. Meet Minister of Education
f. Shortage of maize and the tax regime on wheat is causing harm to the economy and the
poor. Meet Minister of Agriculture
g. How we get the investment cycle moving. Create the environment for change
h. Mentoring of small business. Each company/CEO to mentor a certain number of small
business
i. Create a Pro Integrity committee
j. Each company develop pro poor Growth Agenda
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5. Monetary Policy
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Macro environment poses major test for
policymakers
Effects of low growth combined with high inflation
• Combination of slow growth and high inflation has major implications for policy
execution
• Solution is to embark on structural reforms given the limited fiscal flexibility
• Monetary policy has played its role to stimulating growth but remaining options are
limited
Views on inflation
• The Bank started its tightening cycle in 2014

• Inflation expectations are anchored outside the target band
• SARB has consistent in its communications on managing inflation expectations
• Inflation expected to remain outside target band for eight consecutive quarters

• Wage settlements, drought and administered prices expected to be key driver of
inflation
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Bank focus is on inflation targeting, not the
currency
Effects of low growth combined with high inflation
• The rand has been depreciating since 2013 in tandem with other emerging market
and currency based economies
• Focus of the SARB is to instil market confidence on issues South Africa has control
over

• The Bank does not target the currency but inflation
• In the event that currency depreciation feeds into domestic price formation it
becomes a concern
• At this point, the depreciation feeds into domestic price formation, thus creating
inflationary pressures
• When currency depreciation threatens inflation, the Bank has to act in order to stem
inflation
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Disclaimer
This presentation has been prepared by the National Treasury, Republic of South Africa (the “National Treasury”) solely for information purposes. No representation or
warranty express or implied is made to, and no reliance should be placed on, the fairness, accuracy, completeness or correctness of the information or any opinion
contained herein. The information contained in this presentation should be considered in the context of the circumstances prevailing at the time and will not be updated to
reflect material developments that may occur after the date of the presentation. Neither the National Treasury nor any of its officials, staff or advisors shall have any liability
whatsoever (in negligence or otherwise) for any loss arising from any use of this presentation or its contents or otherwise arising in connection with this presentation.
This presentation is only being distributed to and is only directed at (i) persons who are outside the United Kingdom, (ii) investment professionals falling within Article 19(5)
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the “Order”) or (iii) high net worth companies, and other persons to whom it
may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order (all such persons in (i), (ii) and (iii) above together being referred to as “relevant persons”).
Any person who is not a relevant person should not act or rely on this presentation or any of its contents.
In any EEA Member State that has implemented Directive 2003/71/EC as amended (together with any applicable implementing measures in any Member State, the
“Prospectus Directive”) this presentation is only addressed to and is only directed at qualified investors in that Member State within the meaning of the Prospectus
Directive. This presentation is an advertisement and is not a prospectus for the purposes of the Prospectus Directive. A prospectus will be produced in accordance with the
Prospectus Directive and will be available on the website of the Luxembourg Stock Exchange (http://www.bourse.lu.)
This presentation is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would require any registration of licensing within such
jurisdiction. The information contained in this presentation does not constitute a public offer under any applicable legislation, or an offer to sell or solicitation of an offer to
buy any securities.
The presentation may contain statements that reflect the National Treasury’s beliefs and expectations about the future. These forward looking statements are based on a
number of assumptions about the future, some of which are beyond the National Treasury’s control. Such forward-looking statements are subject to certain risks and
uncertainties that could cause actual results to differ materially from those contemplated by the relevant forward-looking statements to reflect events that occur or
circumstances that arise after the date of this presentation.
Certain data in this presentation was obtained from various external data sources, and the National Treasury has not verified such data with independent sources.
Accordingly, the National Treasury makes no representations as to the accuracies or completeness of that data, and such data involves risks and uncertainties and is
subject to change based on various factors.
Neither the National Treasury nor its officials, staff or any other agency of the Republic of South Africa have any duty or obligation to supplement, amend, update or revise
any of the forward-looking statements contained in this presentation or to update or to keep current any other information contained in this presentation. The information
and opinions contained in this document are provided as at the date of this presentation and are subject to change without notice.
This presentation is strictly confidential to the recipient, may not be distributed to the press or any other person, and may not be reproduced in any form. Failure to comply
with this restriction may constitute a violation of applicable securities laws. By attending this presentation you are agreeing to be bound by the foregoing limitations.
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Thank you

