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					Basic statistics of South Africa, latest available
						year


					
					(Numbers in parentheses refer to the OECD
							average)a

				

				
					
						
						
						
						
						
						
						
							
									
									LAND, PEOPLE AND ELECTORAL CYCLE

								
							

						
						
							
									
									Population
										(million)

								
									
									53.5

								
									
									

								
									
									Population density per
										km 

								
									
									43.9

								
									
									(35.1)

								
							

							
									
									 Under 15 (%)

								
									
									29.3

								
									
									(18.0)

								
									
									Life expectancy
										(years)

								
									
									57.2

								
									
									(80.9)

								
							

							
									
									 Over 65 (%)

								
									
									5.7

								
									
									(16.3)

								
									
									 Men

								
									
									54.7

								
									
									(77.8)

								
							

							
									
									 Latest 5-year average
										growth (%)

								
									
									0.6

								
									
									(0.4)

								
									
									 Women

								
									
									58.8

								
									
									(83.1)

								
							

							
									
									

								
									
									

								
									
									

								
									
									Latest general
										election

								
									
									May 2014

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									ECONOMY

								
							

						
						
							
									
									Gross domestic product
										(GDP)

								
									
									

								
									
									

								
									
									Value added shares
										(%)

								
									
									

								
									
									

								
							

							
									
									 In current prices
										(billion USD)

								
									
									317.7

								
									
									

								
									
									 Primary sector

								
									
									2.5

								
									
									(2.5)

								
							

							
									
									 In current prices
										(billion ZAR)

								
									
									4033.6

								
									
									

								
									
									 Industry including
										mining and construction

								
									
									29.5

								
									
									(26.8)

								
							

							
									
									 Latest 5-year average
										real growth (%)

								
									
									2.2

								
									
									(1.9)

								
									
									 Services

								
									
									68.0

								
									
									(70.6)

								
							

							
									
									 Per capita (000 USD
										PPP)

								
									
									13.7

								
									
									(41.2)

								
									
									

								
									
									

								
									
									

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									GENERAL GOVERNMENT

									Per cent of GDP

								
							

						
						
							
									
									Expenditure

								
									
									36.7

								
									
									(41.3)

								
									
									Revenue

								
									
									32.7

								
									
									(38.0)

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									EXTERNAL ACCOUNTS

								
							

						
						
							
									
									Exchange rate (ZAR per
										USD)

								
									
									12.695

								
									
									

								
									
									Main exports (% of
										total merchandise exports)

								
									
									

								
									
									

								
							

							
									
									PPP exchange rate (USA
										= 1)

								
									
									5.516

								
									
									

								
									
									 Natural or cultured
										pearls, precious or semi-precious stones/metals

								
									
									15.0

								
									
									

								
							

							
									
									In per cent of GDP

								
									
									

								
									
									

								
									
									 Mineral fuels

								
									
									11.7

								
									
									

								
							

							
									
									 Exports of goods and
										services

								
									
									30.5

								
									
									(54.3)

								
									
									 Vehicles other than
										railway or tramway rolling stock

								
									
									11.5

								
									
									

								
							

							
									
									 Imports of goods and
										services

								
									
									31.6

								
									
									(50.3)

								
									
									Main imports (% of
										total merchandise imports)

								
									
									

								
									
									

								
							

							
									
									 Current account
										balance

								
									
									-4.4

								
									
									(0.2)

								
									
									 Mineral fuels

								
									
									17.5

								
									
									

								
							

							
									
									 Net international
										investment position (2014)

								
									
									-7.5

								
									
									

								
									
									 Machinery, mechanical
										appliances, nuclear reactors, boilers

								
									
									13.3

								
									
									

								
							

							
									
									

								
									
									

								
									
									

								
									
									 Electrical machinery
										and equipment

								
									
									10.9

								
									
									

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									LABOUR MARKET, SKILLS AND INNOVATION

								
							

						
						
							
									
									Employment rate for
										15-64 year-olds (%)

								
									
									43.0

								
									
									(67.0)

								
									
									Unemployment rate,
										Labour Force Survey (age 15 and over) (%)

								
									
									26.7

								
									
									(6.3)

								
							

							
									
									 Men

								
									
									49.2

								
									
									(74.7)

								
									
									 Youth (age 15-24,
										%)

								
									
									53.3

								
									
									(13.0)

								
							

							
									
									 Women

								
									
									37.0

								
									
									(59.3)

								
									
									 Long-term unemployed
										(1 year and over, %)

								
									
									8.8

								
									
									(2.2)

								
							

							
									
									Participation rate for
										15-64 year-olds (%)

								
									
									58.7

								
									
									(71.6)

								
									
									Tertiary educational
										attainment 25-64 year-olds (%)

								
									
									6.4

								
									
									(33.3)

								
							

							
									
									

								
									
									

								
									
									

								
									
									Gross domestic
										expenditure on R&D (% of GDP)

								
									
									0.7

								
									
									(2.4)

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									ENVIRONMENT

								
							

						
						
							
									
									Total primary energy
										supply per capita (toe)

								
									
									2.8

								
									
									(4.1)

								
									
									CO2 emissions from
										fuel combustion per capita (tonnes)

								
									
									8.1

								
									
									(9.4)

								
							

							
									
									 Renewables (% of
										total)

								
									
									10.8

								
									
									(9.6)

								
									
									Renewable internal
										freshwater resources per capita (1000 m3)

								
									
									0.8

								
									
									(27.3)

								
							

							
									
									Fine particulate
										matter concentration (PM2.5, μg/m3)

								
									
									26.1

								
									
									(14.5)

								
									
									

								
									
									

								
									
									

								
							

						
					
					
						
						
						
						
						
						
						
							
									
									SOCIETY

								
							

						
						
							
									
									Public and private
										spending (% of GDP)

								
									
									

								
									
									

								
									
									Income inequality
										(Gini coefficient)

								
									
									0.634

								
									
									(0.325)

								
							

							
									
									 Health care, current
										expenditure

								
									
									8.8

								
									
									(9.1)

								
									
									Poverty headcount
										ratio at national poverty lines (% of population)

								
									
									53.8

								
									
									

								
							

							
									
									 Education (primary,
										secondary, post sec. non tertiary, public)

								
									
									4.7

								
									
									(3.5)

								
									
									Share of women in
										parliament (%, January 2017)

								
									
									41.2

								
									
									(28.4)

								
							

						
					
				
					
					a. Where the OECD aggregate is not
						provided in the source database, a simple OECD average of latest available
						data is calculated where data exist for at least 29 member countries.

				

					
					Source: Calculations based on data extracted
						from the databases of the following organisations: OECD, International
						Energy Agency, World Bank, International Monetary Fund and
						Inter-Parliamentary Union. 

				

			


		

			
				Executive summary

			
			
				
					Low growth and high unemployment are weighing on social
						progress

				
				
					
						GDP per capita is
							stagnating

					
					[image: graphic]
					
						Source: OECD, Economic Outlook database; World
							Bank, World DevelopmentIndicators (database).

					
					StatLinkhttp://dx.doi.org/10.1787/888933551979

				

				Growth has disappointed in the last few
					years. Weak consumer demand, persistently falling business investment, policy
					uncertainty, and the prolonged drought weighed on activity. While power
					production has improved, important bottlenecks remain in infrastructure and
					costs of services, which increase the cost of inputs for firms. The economic
					slowdown has pushed up the unemployment rate and income inequalities remain
					wide. Reviving economic growth is crucial to increase well-being, job creation
					and inclusivity. As there is limited room for monetary and fiscal stimulus, bold
					structural reforms, supported by social partners, are needed to unlock the
					economy. 

			

			
				
					Deepening regional integration of the SADC to boost jobs
						and growth

				
				
					
						Share of intra-regional
							exports

					
					[image: graphic]
					
						Source: IMF, Direction of Trade Statistics;
							World Bank.

					
					StatLinkhttp://dx.doi.org/10.1787/888933551998

				

				Regional integration offers substantial
					opportunities for South Africa. Despite large growth potential, economic
					integration in the sub-region has not advanced much. Intra-regional trade in the
					Southern African Development Community (SADC) is only 10% of total trade
					compared to about 25% in the ASEAN or 40% in the European Union. Better
					implementation of existing SADC protocols and agreements would advance
					integration and create jobs. Reducing non-tariff barriers by improving customs
					procedures and simplifying rules of origin would reduce trade costs in the
					region. Weak infrastructure and institutions and barriers to competition limit
					industrial development. More ambitious and effective infrastructure and
					investment policies are needed at the regional level.

			

			
				
					Boosting entrepreneurship and growing small businesses
						will contribute to creating jobs

				
				
					
						Early-stage entrepreneurial activity is
							low

					
					[image: graphic]
					
						Source: Global Entrepreneurship Monitor.

					
					StatLinkhttp://dx.doi.org/10.1787/888933552017

				

				Boosting entrepreneurship is crucial to
					boost job creation. Entrepreneurship is low compared to other emerging
					economies. Slowing growth has compounded an already difficult environment for
					new and small businesses. Steps have been taken to ease starting a business, but
					red tape remains a burden. The quality of the education system and lack of work
					experience contribute to gaps in entrepreneurial skills. There is scope to
					broaden the sources of finance. Government policies should provide more
					financial and non-financial support for entrepreneurs and small businesses.
					However, a lack of co-ordination and evaluation hampers effective
					policy-making.

				
					
						
							
							
							
								
										
										MAIN FINDINGS

									
										
										KEY RECOMMENDATIONS

									
								

								
										
										Macroeconomic policies

									
								

							
							
								
										
										Macroeconomic
											policies are constrained. Fiscal space is limited and
											higher interest payments push public debt up. There is
											scope to increase the effectiveness and mix of
											government spending. Also, improvements in the
											governance of state-owned enterprises are needed.

									
										
										Limit annual wage
											increases in the public sector and where possible
											redeploy civil servants to priority areas.

										Increase the
											effectiveness of public spending to free up resources
											for infrastructure and education. 

										Deepen
											implementation of public procurement reform and enforce
											sanctions for breaches of the Public Financial
											Management Act. 

										Ensure that
											state-owned enterprises respect procurement and
											expenditure rules. 

									
								

								
										
										Skills shortages
											and mismatches are key bottlenecks to growth and
											inclusiveness. Access to higher education has improved
											but remains limited.

									
										
										Set up a scheme of
											universal student loans contingent on future incomes,
											with participation from banks and government
											guarantees.

									
								

								
										
										The minimum wage
											will reduce inequalities and in-work poverty but
											adjustment to the higher minimum wage may be complicated
											by labour market rigidities and weak matching of skills.
											Labour disputes are costly and reduce flexibility and
											create a barrier to hiring.

									
										
										Proceed with the
											introduction of the national minimum wage and develop
											apprenticeship and internship programmes to increase
											youth inclusion.

										Streamline
											conciliation and labour arbitration by strengthening the
											initial sorting of claims.

										Limit the number of
											appeals and time allowed to appeal in labour
											disputes.

									
								

							
						
						
							
							
							
								
										
										Fostering regional integration to
												broaden economic opportunities

									
								

							
							
								
										
										Economic
											integration has been slow, reducing growth potential.
											Intra-regional trade is low compared to other
											communities. Non-tariff barriers are pervasive.

									
										
										Reduce non-tariffs
											barriers on intra-regional trade within South African
											Development Community (SADC).

									
								

								
										
										Customs procedures
											remain costly and rules of origin complex. 

									
										
										Simplify and adopt
											a single set of rules of origin in the forthcoming
											tripartite free trade area. 

										Upgrade information
											technology at custom posts and improve the
											interconnectivity of systems within the South African
											Development Community.

									
								

								
										
										The weak trade and
											production links in the region reflect lack of proper
											infrastructure and institutions, skill shortages,
											regulatory barriers and monopolistic behaviours that
											hamper competition.

									
										
										Lead the
											harmonisation of competition rules among SADC countries
											and promote competition in infrastructure-related
											services across countries.

										Provide special
											economic zones with better infrastructure and develop
											their linkages with local economies.

										Create a regional
											fund for infrastructure and increase private sector
											participation in infrastructure projects.

									
								

							
						
						
							
							
							
								
										
										Lowering barriers to entrepreneurship
												and improving the business
											environment

									
								

							
							
								
										
										Red tape and
											licensing create large burdens for entrepreneurs and
											small firms. The minimum wage risks adding to the hiring
											costs faced by small business. 

									
										
										Enact a package of
											reforms to reduce red tape. 

										Introduce a “silence
											is consent rule” for licensing procedures that have low
											associated risks. Systematically review and reduce the
											stock of red tape and licensing requirements. 

									
								

								
										
										Regulation of
											network sectors and services remains high affecting
											quality and prices and reducing job creation.

									
										
										Open up
											telecommunications, energy, transport and services
											sectors to more competition. 

									
								

								
										
										Attitudes towards
											entrepreneurship have become more positive but knowledge
											and skills gaps persist.

									
										
										Expand
											second-chance programmes for early school leavers.

										Increase
											entrepreneurial education and work placements in the
											post-school education system.

									
								

								
										
										Government support
											for new and small businesses could be better
											co-ordinated. Although programmes are regularly audited,
											the use of impact assessments is not systematic or
											standardised.

									
										
										Evaluate and
											streamline financial and non-financial support for
											start-ups and small businesses. 

									
								

							
						
					
				


			

		

				Assessment and recommendations

			
				
					Low growth and high unemployment are weighing on social
						progress and cohesion

				
				Over the last two decades, South Africa
					has accomplished enormous social progress by bringing to millions of citizens
					access to key public services, notably education, health, housing and
					electricity. Enrolment in primary school is universal for both boys and girls.
					Almost 90% of households have access to piped water and 84% have access to
					electricity (Statistics South Africa, 2016). An ambitious policy of
					redistributive grants has also been put in place, lifting a large share of the
					population out of poverty. Its legal framework is well regarded and its
					judiciary is perceived as independent. The advanced banking system and deep
					financial markets have made South Africa a regional hub for financial services. 

				Nevertheless, growth has trended down
					markedly since 2011 due to constraints on the supply side, in particular
					electricity shortages and falling commodity prices, and policy uncertainty.
					Unemployment rose from 25% to 27%. The youth are particularly hard hit by the
					economic slowdown, with an unemployment rate of 53% in 2016. Persistent low
					growth has led to the stagnation of GDP per capita compared to other
					fast-growing emerging market economies (Figure 1).

				
					
						
Figure 1. GDP per capita is stagnating

					
					[image: graphic]
					
						Note: The unemployment rate has been
							adjusted for a break in 2008.

					
					
						Source: OECD, Economic Outlook database;
							World Bank, World Development Indicators database. 

					
					StatLink  http://dx.doi.org/10.1787/888933552036

				

				More recently, in a difficult economic
					context, several actions, in line with the National Development Plan, were taken
					to restart the economy:

				
						
						To increase confidence in the
							economy, the government has successfully followed a moderate fiscal
							consolidation policy that has stabilised the debt level and turned the
							primary balance from deficit to surplus.

					

						
						An important investment programme
							has been developed to rapidly increase electricity production with
							private sector participation and limit power blackouts.

					

						
						To reduce inequalities and
							poverty, and potentially boost demand, a national minimum wage will be
							introduced in 2018.

					

				

				Low growth and high unemployment adversely
					affect the well-being of South Africans (Figure 2). South Africa lags the OECD
					emerging market average in the Better Life Index, in particular, in income and
					wealth, subjective well-being and jobs. Despite increased spending to broaden
					access to education, low quality is limiting access to jobs. High crime rates
					and health problems are also weighing on well-being. However, social connections
					rank high and illustrate the robustness of social institutions and family ties
					in a difficult economic context (Lilenstein et al., 2016). Also, South Africa
					performs well on many gender dimensions, though there is scope for progress in
					women’s access to economic opportunities and assets (land for instance) and in
					eliminating violence against women. Poverty reduction has been limited in recent
					years. The poverty rate, at about a third of the population, remains high
					compared to many emerging economies (Figure 3).

				
					
						
Figure 2. OECD Better Life Index

					
					[image: graphic]
					
						Note: OECD emerging market average
							includes Chile, Hungary, Mexico and Turkey. Each well-being dimension is
							measured using one to three indications from the OECD Better Life
							Indicator set with equal weights. Indicators are normalised by
							re-scaling to be from 0 (worst) to 10 (best).

					
					
						Source: OECD (2016), “Better Life Index
							2016”, OECD Social and Welfare Statistics database. 

					
					StatLink  http://dx.doi.org/10.1787/888933552055

				

				
					
						
Figure 3. Poverty and inequality are high1


					
					[image: graphic]
					
						1. Data for South Africa are
							provisional.

					
					
						Source: OECD Income Distribution and
							Poverty database. 

					
					StatLink  http://dx.doi.org/10.1787/888933552074

				

				The level of inequality also remains high
					despite important social transfers (16% of government spending in 2016).
					Transfers are the main source of household income for the bottom three quintiles
					and represent a sizeable share of household income for the fourth quintile in
					2014 (Figure 4). The top quintile earns 40 times more than the lowest, which is four times
					more than in Chile or Mexico for example (Figure 3). Inequality, measured by the Gini
					coefficient (0.62), decreased between 2008 and 2010, but has since almost
					stagnated (see OECD Income distribution and poverty database). This illustrates
					the difficulty of reducing inequalities in a slowing economy. In addition,
					continued low growth with rising population growth poses a challenge for
					government finances. Widespread unmet needs in education, health and
					infrastructure are also feeding citizens’ frustration, as well as perceptions of
					corruption.

				
					
						
Figure 4. Social transfers reduce inequality and
							poverty

					
					
						Distribution of income and transfers by
							quintile, entire population, 2015

					
					[image: graphic]
					
						Source: OECD Income Distribution and
							Poverty database (provisional).

					
					StatLink  http://dx.doi.org/10.1787/888933552093

				

				The government has committed to
					introducing a national minimum wage to reduce poverty amongst workers and to
					make growth more inclusive. In November 2016, the National Minimum Wage panel of
					experts recommended a minimum wage of ZAR 20 per hour (EUR 1.37 hourly at
					current exchange rates). Business representatives, unions and social partners
					within the National Economic Development and Labour Council endorsed the
					proposal. It must still be passed by the Parliament, and is expected to take
					effect from May 2018. It will then be reviewed annually by a new National
					Minimum Wage Commission. The Commission should be composed of independent
					experts and advise on any adjustments taking into account economic conditions,
					inflation, productivity growth and employment effects, as recommended in the
					previous Survey (OECD, 2015a). 

				The national minimum wage will cover all
					workers. To facilitate transition towards the minimum wage businesses, including
					SMEs, that are unable to afford it may apply for an exemption for up to
					12 months. Also, domestic workers will initially be paid 75% and agriculture
					workers 90% of the national minimum wage. These will be raised to 100% within
					two years of implementation, depending on evaluations by the new commission.
					Amendments to the Labour Relations Act, Picketing Regulations and a Code of Good
					Practice on Collective Bargaining, Industrial Action and Picketing are to be
					promulgated to enhance labour market stability and effective dispute
					resolution.

				The proposed national minimum wage will
					potentially affect 6 million workers, which is almost half (47%) of wage
					earners. It should have an important impact in reducing poverty amongst low
					skilled workers. The impact on sectors covered by bargaining councils is likely
					to be low as many workers have wages above the proposed national minimum wage
						(Figure 5,
					Panel A). Workers in sectors not covered by annual wage negotiations between
					unions and businesses will be the main beneficiaries (Figure 5, Panel B). Figure 6 shows
					that the proposed minimum wage is not low by international standards.

				
					
						
Figure 5. Wage distribution across sectors and proposed
							minimum wage

					
					[image: graphic]
					
						1. Minimum wages set by the Ministry
							of Labour.

					
					
						Source: National Minimum Wage Panel Report
							to the Deputy President, November 2016.

					
					StatLink  http://dx.doi.org/10.1787/888933552112

				

				
					
						
Figure 6. Minimum wages across a selection of
							countries

					
					
						Minimum relative to median wages, 2015 or
							latest

					
					[image: graphic]
					
						Source: OECD, ILO, World Bank.

					
					StatLink  http://dx.doi.org/10.1787/888933552131

				

				The impact of the proposed national
					minimum wage on employment, inflation and informality remains unclear. Empirical
					studies on minimum wages in emerging economies point to ambiguous effects on
					overall employment (Broecke et al., 2017). As reported by the panel of experts,
					the overall macroeconomic impact will depend on the productivity response on the
					one hand, and on the demand impulse on the other hand. The risk to employment or
					hours worked is particularly large for agriculture and domestic services, where
					a large proportion of workers are very low-paid (Bhorat et al., 2014; Figure 5,
					Panel B). This justifies the proposed lower introductory minimum wage for these
					two sectors. The set implementation date of 2018 will also imply a lower wage in
					real terms given the robust inflation rate.

				To minimise any potential negative effects
					of the higher wage it is important to pursue structural policy reforms that
					increase productivity and job creation. Employment remains the most effective
					way to reduce poverty and inequality, and increase inclusiveness. South Africa
					suffers from a low employment rate which is an important obstacle to inclusion
						(Figure 7). The introduction of the minimum wage should have a short-run positive
					impact through a positive effect on low-income household consumption but a
					limited negative impact on GDP in the medium-term. The negative impact would be
					largely offset by reducing competition barriers (Cahu and Fall, 2017). Moreover,
					reducing skills shortages would contribute to offsetting the negative impact of
					the minimum wage and increase youth inclusion. 

				
					
						
Figure 7. Employment rate is low

					
					
						Employment to population ratio, 2015
						

					
					[image: graphic]
					
						Source: OECD Labour Force Statistics
							database.

					
					StatLink  http://dx.doi.org/10.1787/888933552150

				

				Developing an effective vocational system
					will help in addressing skills shortages and redirecting the youth back into
					training. Only 12% of South African students in upper secondary education were
					enrolled in vocational programmes in 2013. The technical and vocational
					education and training (TVET) sector can be further strengthened in terms of
					qualifications and training of staff, resources and curriculum content to make
					it more viable and attractive to students and businesses (Field et al., 2014).
					Generalising apprenticeship and internship as part of the education curriculum
					in TVET colleges and universities will favour youth entry in the labour market.
					Second-chance programmes for adults that are flexible and build on the existing
					matric (final year higher secondary school exam) should also be expanded to
					enable students to re-enter the school system through TVET colleges and
					community colleges. 

				The economy faces many structural
					challenges. High inflation limits room for monetary policy support, high public
					debt constrains public spending, high costs of doing business from weak
					competition and political uncertainty affect investment and confidence.
					South Africa needs structural reforms that would boost the potential of the
					economy. OECD Economic Surveys of South Africa (2013, 2015a) have pointed to
					many reforms to broaden competition in the economy, limit the size and grip of
					state-owned enterprises (SOEs) on the economy, and improve the quality of the
					education system.

				
						
Table 1. Past recommendations for improving labour
							outcomes


					
						
							
							
							
								
										
										Recommendations
											from previous Surveys

									
										
										Action taken since
											the July 2015 Survey

									
								

							
							
								
										
										Establish a public
											employment service as a one-stop shop for job-seekers to
											lower the cost of job search and hiring costs for
											employers, which would improve the matching of workers
											to jobs.

									
										
										An employment
											services database has been created that increasingly
											links to other programmes. Centres now include self-help
											kiosks. 

									
								

								
										
										Increase the role
											of mediation and arbitration to make wage negotiations
											less confrontational. The arbitration process for
											dismissals for cause should be accelerated and
											simplified.

									
										
										The minimum wage
											introduction is to be accompanied by labour market
											stability measures, including amendments to the Labour
											Relations Act, Picketing Regulations and a Code of Good
											Practice on Collective Bargaining, Industrial Action and
											Picketing.

									
								

							
						
					
				


				This Survey is focusing on other ways to expand the economy and
					create jobs rapidly. Boosting entrepreneurship and growing small businesses can
					play an important role in creating jobs for the 27% of workers who are
					unemployed. Greater regional integration within the Southern African Development
					Community (SADC) could provide new opportunities for growth. Against this
					background, the key messages of this Economic
						Survey are:

				
						
						Short-run macroeconomic policies
							offer limited scope to boost growth. Bold structural reforms are needed
							to increase access to network sectors and services, and to improve the
							functioning of the labour market. Improving education quality to tackle
							skills shortages, reducing the cost of energy and developing transport
							infrastructure can boost the economy.

					

						
						Deepening regional integration in
							the SADC, with strong leadership from South Africa, will expand market
							size and open new opportunities for growth. South African firms are well
							placed to benefit from deeper integration.

					

						
						Entrepreneurship is low compared
							to other emerging economies. The environment for new and small
							businesses is more difficult than in other countries, but closing these
							gaps would create badly needed jobs.

					

				

			

			
				
					Low growth is set to continue

				
				Growth has continuously fallen in recent
					years (Figure 8, Panel A), driven by weak investment due to persistent policy uncertainty and
					continued low business confidence (Figure 8, Panel B). Household consumption
					has also been sluggish on the back of high unemployment, moderate wage increases
					and persistent indebtedness. Government expenditure growth remained moderate as
					rising debt called for consolidation. Export growth plunged in 2016, further
					compressing demand (Figure 8, Panel D).

				
					
						
Figure 8. Recent macroeconomic
							developments

					
					[image: graphic]
					
						Source: OECD, Economic Outlook database;
							IMF, International Financial Statistics; South African Reserve Bank.
						

					
					StatLink  http://dx.doi.org/10.1787/888933552169

				

				The current account deficit has narrowed
					as sluggish growth has reduced imports (Figure 8, Panel C). Nevertheless it remains
					wide due to the low saving rate. The terms of trade have benefitted from rand
					appreciation in late 2016 and the pick-up of international commodity prices. The
					current account is financed by portfolio investment flows, creating high
					exposure to a reversal of capital flows. In 2016, South Africa experienced a
					high level of equity outflows, partially covered by bond inflows, reflecting
					investors’ portfolio arbitrage and political uncertainty. 

				Foreign-owned debt, at 41% of GDP in 2016,
					is relatively high compared to other emerging economies (Figure 8, Panel E). While
					most of the external debt of the government is denominated in local currency,
					the majority of the external debt of state-owned enterprises (SOEs), banks, and
					corporates is in foreign currency (Figure 8, Panel E and F). SOEs are required
					to hedge their foreign currency risk, but the cost of hedging and/or collateral
					requirements might increase with the downgrade of SOEs’ credit ratings.

				The economic slowdown has pushed the
					unemployment rate from 25% to 27%. Job creation increased marginally due to
					temporary jobs associated with municipal elections in August 2016 (National
					Treasury, 2017). Inflation accelerated from 4.6% in 2015 to 6.4% in 2016, driven
					by currency depreciation and the drought-induced increases in domestic food
					prices.

				
						
Table 2. Macroeconomic indicators and
							projections


						
						Annual percentage change, volume (2010
							prices)

					

					
						
							
							
							
							
							
							
							
								
										
										
									
										
										2014

									
										
										2015

									
										
										2016

									
										
										2017

									
										
										2018

									
								

								
										
										(projected)

									
								

							
							
								
										
										GDP

									
										
										1.7

									
										
										1.3

									
										
										0.3

									
										
										0.6

									
										
										1.2

									
								

								
										
										Private
											consumption

									
										
										0.7

									
										
										1.7

									
										
										0.8

									
										
										0.8

									
										
										1.5

									
								

								
										
										Government
											consumption

									
										
										1.1

									
										
										0.5

									
										
										2.0

									
										
										1.0

									
										
										0.8

									
								

								
										
										Gross fixed
											capital formation

									
										
										1.7

									
										
										2.3

									
										
										-3.9

									
										
										0.5

									
										
										2.8

									
								

								
										
										 Of which
											Housing

									
										
										2.8

									
										
										8.6

									
										
										-2.4

									
										
										3.4

									
										
										4.8

									
								

								
										
										Final domestic
											demand

									
										
										1.0

									
										
										1.6

									
										
										0.1

									
										
										0.6

									
										
										1.6

									
								

								
										
										 Stockbuilding1

									
										
										-0.4

									
										
										0.2

									
										
										-0.9

									
										
										-0.2

									
										
										0.0

									
								

								
										
										Total domestic
											demand

									
										
										0.6

									
										
										1.8

									
										
										-0.8

									
										
										0.4

									
										
										1.6

									
								

								
										
										Exports of goods
											and services

									
										
										3.2

									
										
										3.9

									
										
										-0.1

									
										
										2.8

									
										
										4.5

									
								

								
										
										Imports of goods
											and services

									
										
										-0.5

									
										
										5.4

									
										
										-3.7

									
										
										2.7

									
										
										5.9

									
								

								
										
										 Net
												exports1

									
										
										1.2

									
										
										-0.6

									
										
										1.1

									
										
										0.0

									
										
										-0.4

									
								

								
										
										Other indicators
											(growth rates, unless specified)

									
										
										
									
										
										
									
										
										
									
										
										
									
										
										
									
								

								
										
										Potential GDP

									
										
										2.8

									
										
										2.8

									
										
										2.7

									
										
										2.4

									
										
										2.3

									
								

								
										
										Output
												gap2

									
										
										-0.9

									
										
										-2.3

									
										
										-4.6

									
										
										-6.3

									
										
										-7.3

									
								

								
										
										Employment

									
										
										1.9

									
										
										3.9

									
										
										0.3

									
										
										1.4

									
										
										2.6

									
								

								
										
										Unemployment
											rate

									
										
										25.1

									
										
										25.3

									
										
										26.7

									
										
										26.9

									
										
										26.5

									
								

								
										
										GDP deflator

									
										
										5.5

									
										
										4.9

									
										
										6.7

									
										
										5.6

									
										
										5.4

									
								

								
										
										Consumer price
											index

									
										
										6.1

									
										
										4.6

									
										
										6.3

									
										
										5.7

									
										
										5.6

									
								

								
										
										Core consumer
											prices

									
										
										5.6

									
										
										5.6

									
										
										5.7

									
										
										5.4

									
										
										5.5

									
								

								
										
										Trade
												balance3

									
										
										-1.7

									
										
										-0.9

									
										
										. .

									
										
										. .

									
										
										. .

									
								

								
										
										Current account
												balance3

									
										
										-5.3

									
										
										-4.4

									
										
										-3.3

									
										
										-3.1

									
										
										-3.3

									
								

								
										
										General government
											fiscal balance3

									
										
										-4.1

									
										
										-3.9

									
										
										-3.5

									
										
										-3.3

									
										
										-3.0

									
								

								
										
										Three-month money
											market rate, average

									
										
										5.8

									
										
										6.1

									
										
										7.2

									
										
										7.0

									
										
										6.5

									
								

								
										
										Ten-year
											government bond yield, average

									
										
										8.3

									
										
										8.2

									
										
										9.0

									
										
										9.0

									
										
										8.5

									
								

							
						
					
						
						1. Contributions to changes in real
							GDP. 

					

						
						2. As a percentage of potential GDP.
						

					

						
						3. As a percentage of GDP.

					

						
						Source: OECD (2017), OECD Economic Outlook: Statistics and
								Projections (database).

					

				


				Growth is projected to rebound timidly to
					0.6% in 2017 as investment and exports recover moderately with the improving
					international economy (Table 2). The projected recovery in corporate investment,
					financed by accumulated savings, assumes that the economic climate does not
					deteriorate further. Exports should benefit from the strengthening of the
					economy in South Africa’s main partners (Europe and the United States) and from
					the recovery in international commodity prices.

				Both domestic and global risks can weigh
					on output growth next year (Table 3). On the domestic side, the level of confidence in
					the economy is fragile given changes in the political environment. A rise in
					political tensions could further restrain private investment. On the
					international dimension, the rand remains highly responsive to US interest rates
					and therefore exposed to their increases. In addition, as the United Kingdom is
					South Africa’s largest European trading partner, uncertainty about the Brexit
					may affect imports and financial flows. Finally, the outlook could be better if
					international commodity prices keep on increasing. Also, falling food prices
					could boost household demand.

				
						
Table 3. Events that could hit the economy


					
						
							
							
							
								
										
										Shocks

									
										
										Possible
											impacts

									
								

							
							
								
										
										Deterioration of
											the political climate

									
										
										Political
											instability could initiate further downgrades of the
											sovereign credit ratings. Persistent tensions ahead of
											the ruling party congress in December would restrain
											investment and private consumption.

									
								

								
										
										Slowing down in
											China and Europe

									
										
										A slowdown in
											China, the second-largest export destination after the
											European Union, could trigger a fall in the prices of
											South Africa’s main commodity exports and further
											depress the economy. 

										Also, weaker growth
											in Europe along with falling sterling and euro would
											dampen demand for South Africa’s exports and worsen the
											current account deficit.

									
								

								
										
										Reversal of
											financial flows

									
										
										Large capital
											outflows could weaken financial institutions and
											compromise the financing of the current account deficit
											and therefore accelerate the depreciation of the rand.
										

									
								

							
						
					
				


			

			
					Macroeconomic policies are constrained

				
				
					
						Monetary policy and financial markets under relatively high
							inflation and low growth

					
					Monetary policy is operating in a
						difficult environment of high inflation and low growth. Inflation was above
						the Reserve Bank’s target band (3-6%) throughout 2016. One factor was the
						delayed exchange rate pass-through following the large depreciation of the
						rand throughout 2015. A long-lasting drought also put pressure on
						agricultural prices in 2016 but prices have now fallen sharply, bringing
						headline inflation back inside the target band (Figure 9). Core inflation
						remained stable throughout 2016, although at the upper limit of the target
						band, and has also dipped recently. Inflation expectations are around the
						top of the target band.

					
						
							
Figure 9. Inflation dynamics

						
						[image: graphic]
						
							Source: South African Reserve Bank.
							

						
						StatLink  http://dx.doi.org/10.1787/888933552188

					

					The Reserve Bank had maintained the
						repurchase rate at 7% since March 2016; it cut the rate by 25 bases point in July 2017. Sustained decreases in inflation
						would create more room to ease monetary policy. However, if the rand depreciates
						as US monetary policy continues to tighten, there could be second-round
						impacts on inflation. In this case, the Reserve Bank would need to
						communicate clearly its readiness to act to ensure that inflation
						expectations remain anchored.

					Compared to many other emerging
						markets, financial markets are open and deep, supported by a free-floating
						currency. Interest rate differentials have attracted large amounts of
						international portfolio investments. South Africa has been an important
						destination in the risk allocation strategies of portfolio managers between
						advanced economies and emerging markets. While attracting capital, the
						openness affects volatility of the currency and the stock market (Figure 10).
						South Africa’s stock market is more volatile than those in many other
						emerging economies. The currency volatility is also driven by external
						factors such as US monetary policy, and national policy uncertainty (Maveé
						et al., 2016). 

					
						
							
Figure 10. Financial indicators

						
						[image: graphic]
						
							Note: In panels A and B, sigma
								denotes the standard deviation of prices over the period shown.

						
						
							Source: Thomson Reuters Eikon; OECD,
								Economic Outlook database; South African Reserve Bank. 

						
						StatLink  http://dx.doi.org/10.1787/888933552207

					

					Nonetheless, vulnerabilities in the
						financial sector remain low and banks are under close supervision. Household
						credit in terms of GDP is high (at 35 %) compared to other emerging
						economies. Its growth has slowed down since the end of the credit boom in
						2010 (Figure 11). Risks are mitigated by the high share of deposits to
						finance loans compared to other emerging economies. Non-performing loans
						remain low and stable. One bank, the African Bank, went bankrupt and was
						wound down without significant systemic repercussions in 2014 pointing to
						well-functioning exit procedures. Banks also maintain capital adequacy well
						above minimum regulatory requirements. Nonetheless, given the weak economic
						climate, banks are exposed to increasing risks of credit default, which
						although low, have been increasing since January 2016 compared with previous
						years especially for retail exposures such as mortgages, small- and
						medium-sized enterprises and retail revolving credit (SARB, 2017).

					
						
							
Figure 11. Financial vulnerabilities

						
						[image: graphic]
						
							Source: OECD, Vulnerability Indicators
								database; Thomson Reuters Eikon; World Bank, World Development
								Indicators database.

						
						StatLink  http://dx.doi.org/10.1787/888933552226

					

					To deal with the volatility...
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			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.
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