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Summary

South Africa’s GDP has fallen back to below pre-pandemic levels. The
contraction reflects ongoing weakness in several industries, specifically mining,
manufacturing and construction. The outlook for growth remains weak due to
worsening power availability constraints and weak global demand. National Treasury
predicts real economic growth of 0,9% in 2023, which is optimistic considering SARB’s
prediction of 0.2% and the IMF’s of only 0.1% (IMF, Concluding Statement of the 2023
Article IV Mission).

Despite poor economic growth, South Africa’s unemployment rate has
decreased over the last year. South Africa’s unemployment rate dropped 0.2
percentage points over the last quarter, and 2.6 percentage points over the year.
Unfortunately, the outlook remains poor. The World Economic Forum recently
published countries’ unemployment forecasts for 2023, in which they predict a 35.6%
unemployment rate for South Africa by the end of 2023 — the highest rate in the world.
The weak labour market is also reflected in low growth in compensation of employees
across most industries.

Household spending remains under pressure. An unemployment rate of 32.2%,
annual consumer inflation increasing to 7% in February 2023, and higher interest rates
combine to put significant downward pressure on household spending. The SARB
increased the repo rate by an additional 50 basis points in March specifying
loadshedding and global financial market turmoil as the primary risks to price stability.

Declining levels of gross fixed capital formation have been a persistent drag on
economic growth. Gross fixed investment and GDP growth have fallen from an
average of 7.6% and 3.6%, respectively between 1994 and 2008, to -0.9% and 1.2%
between 2009 and 2022. The slowdown in investment has been most severe in public
corporations and government, although the level of private investment has also not
recovered post-pandemic.

The Month in Review = \)

The low investment levels are also illustrated by declining construction activity in
South Africa. Afrimat has noted that there has been a 2.2% quarter-on-quarter decline
in construction activity for the fourth quarter of 2022. Load shedding, rising interest
rates and low levels of public sector infrastructure spending, especially at the municipal
level, are among the primary driving factors of this result.

National Treasury’s fiscal outlook has improved since the 2022 budgeted review.
Higher-than-expected tax revenue from the mining, manufacturing and finance sectors
has improved National Treasury’s projection of South Africa’s fiscal position.
Nevertheless, the budget review highlighted significant risks to the fiscus including
economic growth, borrowing costs, contingent liabilities and the public sector wage bill..

South Africa’s trade balance during the final quarter of 2022 was negative for the
first time since 2018. Import and export values fell, partly reflecting a global slowdown
in trade activity. An expected re-opening of the Chinese economy, an easing of the spill
overs from the Russia-Ukraine conflict, and improvement in global economic growth will
bolster South African trade in 2023. If such a trade recovery is combined with
favourable terms of trade, the broader economy will also benefit.

Bank transactions have grown rapidly, up 12.2% in February 2023 compared with a
year earlier. While the number of banking transactions has increased strongly in South
Africa since the COVID-19 pandemic, the values of transactions has not increased
strongly.
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South Africa’s GDP has
fallen back to below pre-
pandemic levels.

The outlook for growth has
weakened on the worsening
power availability
constraints and global
economic conditions.

South Africa’s level of GDP has fallen back to below pre-pandemic
levels. Although real GDP grew 2% in 2022, it is down 1.3% quarter-on-
quarter in the fourth quarter. The outlook remains weak. National
Treasury predicts real economic growth of 0,9% in 2023, which is
optimistic considering SARB’s prediction of 0.3% and the IMF’s only 0.1%
(IME, Concluding Statement of the 2023 Article IV Mission). Power
availability and weak global economic conditions are considered the most
significant growth impediments.
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Source: Statistics South Africa, Gross Domestic Product, P0441 , EconData

Estimates of the GDP growth impact of load-shedding range
between -0.2 and -5 percentage points. It is difficult to compare
estimates of load-shedding impacts because of differences in assumed
electricity production losses and assumed economic costs of electricity
shortages.

Real GDP index since the COVID-19 pandemic
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Several industries experienced negative growth in 2022, weighing on
overall growth in the economy, the largest drag from the mining and
guarrying industry. Growth in value added was buoyed by growth in
business services, transport, storage and communication, as well as
government services,

Estimated impact on GDP growth from load-shedding
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Although there has been
improvements, the outlook
for South Africa’s labour
market remains poor. The
World Economic Forum
recently published countries’
unemployment forecasts for
2023, in which they predict a
35.6% unemployment rate
for South Africa by the end
of 2023 — the highest rate in
the world (WEF, Mapped:
Unemployment Forecasts,
by Country in 2023)

South Africa’s unemployment rate has improved over the last year.
Besides the artificial improvement during the Covid-19 pandemic (caused
by a decline in job-seeking behaviour), until the 4t quarter of 2021, the
unemployment rate has been on a resilient upward trend. This upward
trend accelerates from 0.4 percentage points per quarter pre-pandemic to
0.7 percentage points per quarter post-pandemic. Fortunately, the trend
is reversing. South Africa’s unemployment rate dropped 0.2 percentage
points over the last quarter, and 2.6 percentage points over the last year.

Contribution to change in employment per industry
Community and social services
Trade

Manufacturing

Finance

Construction

Mining

Utilities

Transport

Agriculture

Private households

Quarter-on-Quarter change in employment (‘000)

Source: Statistics South Africa, Quarterly Labour Force Survey, P0211
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Domestic workers were the only occupational group that
experienced decreased employment over the last year. Sales
workers (medium-skill) and technicians (medium-high skill) saw the
highest increase, likely related to the labour market improvements in the
trade and manufacturing industries. Employment of managers (high-skill)
and clerks (medium-skill) also increased. Overall, labour market demand
tended towards medium to high-skilled employees over low-skilled.

Unemployment rate 2021-Q4
35.3% 2022-Q4
32.7%
2017-Q4
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Source: Statistics South Africa, Quarterly Labour Force Survey, P0211

Besides private household and agriculture, all other industries
contributed to employment increases over the last year. The
improvement have been mostly driven by the Community and Social
Services (CSS), Trade and Manufacturing industries. These three
industries increased their labour force by 14.2%, 13.9%, 25.8%,
respectively. Relative to their labour market size, the improvements in the
mining and utilities industries are also significant. The number of
employed in these industries increased by 17.9% and 52.8% respectively.

Contribution to change in employment per occupational category
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Quarter-on-Quarter change in employment ('000)

Source: Statistics South Africa, Quarterly Labour Force Survey, P0211
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Change in prices of selected consumer prices

Higher inflation is putting 500 T eeieal manance. f_uels
pressure on household Higher inflation has been putting pressure on household finances. 200 \é\{iffra”d other services
disposable income. Consumer price inflation was 7,0% in February 2023. Taking a long-term —Eggga;iﬁ;non alcoholic beverages
view, administered prices such as electricity and water have been among 300 = Rental (flats)
the consumer price categories that have experienced the largest 5 200 NG ion equipment
Key components that have increases in prices, while goods such as telecommunication equipment § r-
been driving consumer have become more affordable over time. Electricity and other fuels prices, S 100
prices over the long term for example, are now almost 450% higher than in January 2008,
have been administered compared to almost 300% for medical insurance, 210% for water and 0
other services, 170% for food and non-alcoholic beverages, and about 100

prices such as electricity
and water and other
services.

60% for clothing.
-200

2008
2010
2012
2014
2016
2018
2020
2022

Source: Statistics South Africa, Consumer Price Index, P0141, EconData.

Household expenditure has
been under a lot of pressure Average growth in final consumption expenditure by households
from higher inflation, slower
income growth and recently
also from higher interest

2.37

rates. Household consumption spending has slowed since the COVID-19
pandemic. Household consumption growth has been very slow since

2020, with growth averaging only around 1%, compared to 2.4% between

2010 and 2019. Slower income growth, higher inflation and higher interest

rates are the main spending constraints.

Year-on-year, percent

Since 2020 2010-2019

Statistics South Africa, Gross Domestic Product, P0441 , EconData
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Declining levels of gross
fixed capital formation have
been a persistent drag on
economic growth.

The slowdown in investment
has been most severe in
public corporations and
government, although
private investment has also
not recovered post-
pandemic.

Consumer, business and
building confidence
indicators continue to signal
downbeat sentiment.

Investment growth slowed after the global financial crisis of 2008
and the level of investment fell strongly during the COVID-19
pandemic. Gross fixed investment and GDP growth have fallen from an
average of 7.6% and 3.6%, respectively between 1994 and 2008, to -
0.9% and 1.2% between 2009 and 2022.

Investment has still not recovered from its COVID-19 decline.
Although private, government and public corporation investment have all
been weak, the decline has been largest for public corporations. As a
result, the share of investment by public corporations has declined over
the last decade, while the share of private investment has increased.
Load-shedding and cost-of-living concerns have seen business and
consumer confidence decline, weighing on investment. According to the
BER, consumer confidence is at the third lowest reading since 1994. The
BER have noted that their business confidence and building confidence
surveys are in net negative territory, signaling downbeat sentiment.

Real GDP and Real Gross Fixed Capital Formation

Constant prices, year-on-year growth, percent

20

15

10

[62]

-10

-15

-20

-25

-30

1994

VW A

L}
2002 <

1996
1998
2004
2006
2008

2010
2012
20,
20
2018
20!

Real GDP
e Real gross fixed capital formation
Real GDP (average 1994-2008)
e Real GDP (average 2009-2022)
= Real gross fixed capital formation (average 1994-2008)
= Real gross fixed capital formation (average 2009-2022)

Source: Statistics South Africa, Gross Domestic Product, P0441 , EconData

Investment by organisation type
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Government
Lower-than-expected Compared to the 2022 budget, the 2023 budget indicates a more
spending, and higher-than- optimistic view of government finances over the medium term. The
expected revenue has 2022./23 main budget reve'nue is expected to be R210' b|II'|on more than .
improved National Treasury previously expected. The improved revenue expectation is expected to S
. L . . . @
outlook of South Africa’s c.ontmue. in 20?4/25. Revenue is expected .to exceeq previous
. " expectations by R100 billion. Revenue has been driven by higher than ==&==Revenue (2022 budge?)
fiscal position. . ) . === PRevenue (2023 budget)
expected tax revenue from the mining, manufacturing and finance sectors. === Expenditure (2023 budget)
. . . . ==@== Expenditure (2023 budget)
There has also bee improvement in tax collection efficiency.
2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26
B Primary balance (2022 budget) ® Primary balance (2023 budget) 2.0% Source: National Treasury, National Budget Review

0,
060t 09%  0.9% 2%

0.3% . -
—. . . ro_zol/o .- . ' ' The improved revenue expectations leads to South Africa’s first

% A 1.2% primary surplus in 15 years in 2022/23. The primary surplus is planned
“\E to increase over the medium-term to reach 2% of GDP by 2025/26. If
National Treasury wants to stabilise debt in the current low growth
environment, a primary surplus is a prerequisite.
2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26

75.1%

Source: National Treasury, National Budget Review
72.8%

72 8% 73.6%
.8%

71.1%
The larger-than-expected primary surpluses lead to the debt-to-GDP

ratio more rapidly than previously expected. The current expectation
of the 2025/26 ratio is still lower than what was expected in 2022 of the

2024/25 debt level. e=@== Debt as % of GDP (2022 budget)

==@==Debt as % of GDP (2023 budget)
57.2%

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26

Source: National Treasuri National Budiet Review
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I n ter n atl O n a-l R700 000 = Trade Balance (% of GDP) e EXPOrtS — emmmm|mports
Tr ad e For the first time since the second quarter of 2018, South Africa’s 600000 45%
imports exceeded it exports in the fourth quarter of 2022. Since the ,
South Africa’s trade balance pandemic, during which South African and world trade decreased oo o N
during the final quarter of significantly, South Africa’s total trade value increased rapidly. Exports R 25% @
2022 was negative R7.2 bn increased at a faster rate which led to a consistent trade surplus reaching S R300 000 - ;\f
— the first quarterly trade a maximum of 8.8% of GDP in the second quarter of 2021. Since then the R200 000 8.8%
deficit since 2018. surplus has gradually narrowed so that, buy the end of 2022, the trade RI0000 _  _ _ om. I I | I I Inn. 5%
deficit as a percentage of GDP was 0,4%. o0 T -0.2% -0.4% .
2017-Q4 2018-Q4 2019-Q4 2020-Q4 2021-Q4 2022-Q4
Import and export value fell
Relationship between South African and Global Trade Value Source: Statistics South Africa, Gross Domestic Product, P0441
between quarter 3 and 4 of  $2500 Raco
2022. This is partly 5 000 R350 S South Africa’s trade activity is closely associated with world trade.
reflective of a global - 00 The compares South Africa’s monthly trade value movements with world
slowdown in trade activity. e Ezig trade value movements. Although South Africa’s trade values are more
An expected re-opening of $1 000 R150 volatile (associated with exchange rate volatility), there is a nearly 80%
the Chinese economy, an $500 Global Trade Value (USS) SA Trade Value (ZAR) R100 correlation between South African and world trade. The decreased trade
easing of the spillovers from © Eio in the fourth quarter of 2022 in South Africa (see above) is associated with
the Russia-Ukraine conflict, vi & «i % 2 i % g i % g i i 8 i % a decrease in worldwide international trade.
and improvement in global 8§ €282 382248452482 238
economic gro\Nth may be Source: UN Comtrade Database 2062;’-/?3
expected to bolster South é oiros 2L
African trade in 2023. Ifthe South Africa’s trade openness (total trade as % of GDP) has g 24 :
trade recovery is combined increased rapidly since the COVID-19 pandemic. The increase has £
with favourable terms of potential implications for economic growth. South Africa’s trade openness é 202002
trade, the broader economy is closely associated with GDP growth: Trade openness drives GDP f '
may also benefit. growth through export expansion and GDP growth drives trade openness §
through increased imports. (Stern, M., & Ramkolowan, Y. 2021). g
2017-Q4 2018-Q4 2019-Q4 2020-Q4 2021-Q4 2022-Q4

Source: Statistics South Africa, Gross Domestic Product, P0441
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Agriculture, forestry & fishing

Agricultural value added in South Africa, seasonally Compensation of employees in Agriculture
adjusted 30
50 @\ ©ar-0N-year growth 250
25 e\ ear-on-year growth
O ——tlevelRHY) 20 The agriculture industry bounced back rapidly in 2002Q3 and
. 200 g y pialy
g 15 2022Q4.
=2 10 I, E
810 1
o
= o o . .
8 0 100 & 5 Compensation of employees captures the combined effects of
[} . . .
10 2 0 changes in employment and nominal wages. In agriculture,
50 . growth in compensation of employees averaged 6.9% in 2022.
-20 :
-30 0 -10
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Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441

Mining & quarrying

Mining & quarrying value added in South Africa, Compensation of employees in Mining & quarrying
seasonally adjusted 40
60 120
50 30 e\ ear-on-year growth
20 100
) 2
> 80 g ’ . - _ .
=20 éﬁ'y = The mining & quarrying industry experienced negative year-on-
9} © 10 . . .
£10 s g year growth in value added in all the quarters of 2022, while
o ~
0 20 3 0 compensation of employees grew at 8.1% for the year.
10 £
20 @\ ©3r-0N-year growth
20 -10
30 e |_evel (RHS)
40 0 -20
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Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441
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Manufacturing

Manufacturing value added in South Africa Compensation of employees in Manufacturing
50 160 30
0 140 25 @Y ear-on-year growth
20
30
120 15 . .
20 g The manufacturing industry has been badly affected by
10 . .
. 005 . loadshedding and has not recovered from the pandemic.
o @ . .
g 0 808 1§ o Manufacturing output fell by 0.5% year-on-year in 2022Q4.
o o o
60 3 -
-10 - °
= -10 . . .
-20 40 Growth in compensation of employees averaged 6.2% in 2022
e\ car-on-year growth -15
30 o Level (RHS) 20 20
-40 0 -25
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Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441
Electricity, gas & water
Electricity, gas & water value added in South Africa Compensation of employees in Electricity, gas &
15 140 water
30
120 . @\ @ar-0N-year growth
Output in the electricity, gas and water industry decreased by
100 & 20 .
3 3.7% year-on-year in the fourth quarter (and 2.6% for 2022)
Il .. .
£ 80 3 o from lower electricity and water consumption.
e S S
g oo & 510
3 =5
-10 e ear-0N-yEAT groWth a0 E . Compensation of employees averaged 5.5% in 2022.
e |_evel (RHS)
-15 20 5
-20 0 -10
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Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441
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Construction value added in South Africa Compensation of employees in Construction The construction industry has also not recovered from the
0 300 25 pandemic. Value added in the industry is still down more than
20 250 20 = Year-on-year growth 20% compared with pre-COVID-19 levels.

15
10 -
200 8 10 . : :

-0 o Construction recorded the lowest growth in compensation of

c o c 5 . .

S 1508 & employees for any industry in 2022 at only 1.7%.

810 g g o

<
(]
100 © -5
-20 —\Ear-0N- £ _
vear-on-year growth 10 Afrimat has noted that there has been a 2.2% quarter-on-quarter
e | evel (RHS . . . ..
-30 RS %0 15 decline in construction activity for the fourth quarter of 2022.
40 o 20 Load shedding, rising interest rates and low levels of public
o N < o [co) o N < © [ce) o N o N < © [o0] o N < © [ee] o N H H H Al
S § § 3§ § 2 2 g g 2 8§ ¥ S ¢ g g 8§ @ g g =2 2 § 9 sector infrastructure spending, especially at the municipal level,
« 34 3 3 « « 3 3 « « « 3 « 3 « 34 34 « « « « 39 « « . L. )
are among the primary driving factors of this result.
Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441

Wholesale & retail trade, catering & accommodation

Wholesale & retail trade, catering & accommodation Compensation of employees in wholesale & retail

value added in South Africa trade, catering & accommodation

15 140 35

30 Em—\( ©3r-0N-year growth
10 120
25 . . .
s 1006 0 Output in the wholesale and retail trade, catering and
o N . . n
b s accommodation industry rose by around 3.6% in 2022, but is

20 802, = _

8 g é 10 still below pre-COVID 19 output levels.
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% 5
-10 e ear-on-year growth 40 2 0 . )
Compensation of employees rose by 7.3% in 2022.
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Source: Statistics South Africa, Gross Domestic Product, P0441 Source: Statistics South Africa, Gross Domestic Product, P0441
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Transport, storage & communication

Transport, storage & communication value added in Compensation of employees in Transport, storage &
South Africa communication
30 250 25

e\ ear-on-year growth

20
20 200 15 The transport, storage and communication industry has showed
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Finance & insurance, real estate & business services
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Personal services

Personal services value added in South Africa Compensation of employees in Personal services
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Banking Transactions Asummary of recent BankServ data

Aggregate bank transactions vs GDP Index
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Source: BankservAfrica, EconData, Statistics South Africa

Note: GDP data has been seasonally adjusted. BETI backdated using historical
BankServ reports.

BankServ Africa is the clearing house for transactions between payment institutions
and the publish monthly statistics on payments in the South African economy.

Left chart: The BankservAfrica Economic Transactions Index (BETI) captures the
value of economic transactions in the South African economy at seasonally adjusted
real constant prices. The BETI fell 1.9% in February compared to a year earlier.
While the impact on BETI and GDP look very similar, the impact of load-shedding on
the economy is more clearly visible in GDP, which has dipped back below its pre-¢
COVID-19 level.

Middle chart: Bank transactions however grew rapidly, up 12.2% in February 2023
compared with a year earlier. Bankserv note that electronic payments, particularly the

Aggregate bank transactions vs GDP Index
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Source: BankservAfrica, EconData, Statistics South Africa
Note: GDP data has been seasonally adjusted. BETI backdated using historical

Section C: Recent Research of Interest

Aggregate bank transactions vs Retail transactions
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Note: Neither series have been seasonally adjusted.

BankServ reports.

DebiCheck and Real-Time Clearing payment streams, have been key drivers of a
greater number of monthly transactions. It is interesting that relative to overall
economic activity, the number of banking transactions has increased strongly in
South Africa since the COVID-19 pandemic, but the values of transactions has not
increased as strongly. This might reflect the impact of stronger inflation or that the
average size of transactions has declined.

Right chart: It is also interesting that the increase in transaction volumes has been
larger than what has been observed in retail volumes. Similar to what is observed in
the middle chart, this may reflect the impact of consumer and firm payment behaviour
or differences in how these indicators are constructed.
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https://www.bankservafrica.com/blog/post/88026360-fb6a-4b9f-bd10-1f000835dba1_beti-echoes-the-economic-activity-slowdown-in
https://www.statssa.gov.za/?page_id=1854&PPN=P6242.1&SCH=73230
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Purpose of this Report

This report has been prepared in support of the o
NEDLAC Social Partners’ Economic Recovery %v
Action Plan. 1

National Economic
Development and
Labour Council

The report provides a snapshot of key macro-
economic and employment trends based on official
statistics and other relevant sources of data.
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