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Political event risk manifests in a big way 

 South Africa looks set for a modest growth upswing, with domestic demand 

constraints serving to limit some of the supply-side improvement. The agricultural 

sector appears set for a major rebound, but the manufacturing sector should 

continue to struggle, in our view. We forecast GDP growth of just 1.0% this year. 

 Headline CPI inflation should return within the target range in Q2 17; in the last 

MPC, the SARB moderated its inflation forecast to express a similar view. Core CPI is 

currently falling owing to base effects, but will likely drift up again in the second half 

of the year, while inflation expectations have also risen.  

 The Q4 16 current account deficit came in much smaller than we expected, but is 

unlikely to be sustained at these levels, although it will continue to be supported by 

higher export commodity prices, flat oil prices and import demand compression. We 

now forecast a deficit of 3.5% of GDP in 2017, compared to 4.5% of GDP at the 

time of the last Quarterly Perspectives.  

 Despite a surprisingly dovish MPC at end-March, we think that the SARB will leave 

the repo rate on hold at 7%, given high core inflation and ongoing risks to the 

exchange rate, combined with a new fiscal slippage and downgrade risks in the 

wake of President Zuma’s cabinet reshuffle.  

 The 2017/18 Budget reflected a large fiscal adjustment of 1% of GDP. Although 

nominal expenditure ceilings should hold this year, we see more downside risks on 

the revenue side than upside ones, and the resulting fiscal slippage means the debt-

to-GDP ratio is unlikely to stabilise without further tough action.  

 Structural reform progress has been patchy, with some welcome reforms in the 

labour market, electricity supply stabilization, but ongoing regulatory uncertainty in 

the mining sector and widespread instability in State-Owned Companies.  

 Despite strong pushback to President Zuma’s cabinet reshuffle (which axed Finance 

Minister Gordhan and a number of other independent ministers), the ANC seems 

unwilling to rein Zuma back. Political event risk will remain elevated as the factional 

battle intensifies in the run up to the ANC’s electoral conference in December. These 

developments have pushed the credit rating agencies to act. S&P implemented an 

out-of-cycle one-notch downgrade on 4 April to BB+ foreign currency (FC) and BBB- 

local currency (LC), and maintaining the Negative Outlook. Moody’s followed 

shortly thereafter with notice that it was putting its Baa2 LC and FC ratings on 

review for a downgrade, and we expect it to follow through with a one-notch move 

soon. We also expect Fitch to downgrade its BBB- LC and FC ratings shortly. Key is 

whether Moody’s and Fitch move to Stable or maintain a Negative Outlook. 
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Weak demand and structural constraints will limit the growth recovery 

Real GDP growth in Q4 16 came in weaker than we expected at -0.3% q/q saar owing to a 

surprisingly weak performance from the agricultural sector, despite the country’s rebound 

from drought conditions, as well as low output from the mining and manufacturing sectors. 

We believe agriculture appears set for a major rebound this year following more 

favourable weather conditions across most parts of the country. In its latest estimates, 

the Crop Estimate Committee (CEC) projects that total maize output for this year could be 

as high as 14.3mn tonnes, which would not only represent an increase of 84% compared 

to last year’s harvest, but also the highest since the 1980/81 bumper crop, which is the 

largest on record. Expectations of healthy harvests also extend to other key summer 

crops, such as soybeans and sunflowers, which the CEC forecasts to rise by 55% and 

19%, respectively, from last year. While agriculture as a whole should improve this year, 

risks remain in some parts. The Western Cape, which is the key region for winter crops 

such as wheat, continues to experience severe drought conditions with very low dam 

levels presenting risks to water supply, and raising some supply side growth risks for this 

economically important province. 

Mining and manufacturing have had a mixed start to the year. Mining output registered 

strong 1.7% m/m (sa) growth in January supported by a normalisation in platinum output 

after a very weak Q4. The recent pick up in some key export commodity prices should 

remain supportive to mining. For instance, following sustained multi-year declines, iron ore 

prices have soared by about 52% since the start of H2 16, while coal prices have risen by 

42% over the same period. The manufacturing sector had a relatively poor start to the year 

with output contracting slightly 0.4% m/m (sa) in January despite the Absa manufacturing 

PMI hinting at a strong rebound. The Absa manufacturing PMI remained strong in February 

and March, suggesting some improvement in the sector, particularly compared to H2 16. 

However, it is worth nothing that the Absa PMI prints in Q1 are in sharp contrast to the BER 

Q1 manufacturing survey, which showed that business confidence was at a weak level of 

28, which cautions against being too optimistic on manufacturing’s prospects. 

Encouragingly, other activity indicators suggest that a broader but moderate cyclical 

rebound is underway. The SARB’s leading indicator showed y/y growth of 5.1% in January, 

its strongest recording since late 2010, while the Markit PMI remained in expansionary 

territory for the seventh successive month in March. 

FIGURE 1 

Strong maize harvest should support agriculture 

 
FIGURE 2 

Dam levels have recovered sharply but not in Western Cape 

 

 

 

Source: Stats SA, CEC, Department of Agriculture, Barclays Research  Source: DWS, Barclays Research  
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FIGURE 3 

PMIs have maintained strength in Q1…. 

 
FIGURE 4 

…while the SARB’s leading indicator continues to improve 

 

 

 
Source: BER, Markit, Barclays Research  Source: SARB, Barclays Research 

The demand side of the economy should remain constrained despite an indication of some 

improvement in the Q4 national accounts data. Final domestic demand growth improved to 

1.7% in Q4 16 from 1.0% q/q saar in Q3, with household consumption, in particular, 

expanding by 2.2% q/q saar in Q4 (including the first quarterly increase in spending on 

durables in two years). However, January’s retail sales release was extremely poor with the 

lowest y/y growth rate since 2009 and we think consumers will take a big hit from the 

2017/18 Budget: it delivered R28bn worth of tax increases, which will fall predominantly on 

consumers, and R20bn of expenditure cuts, which will bear down on public sector 

employment. Positively, low income consumers will get a small lift to their spending power 

from decelerating food price inflation. However, employment creation and wage settlements 

this year are likely to be moderate. Despite the strong job gains recorded in the Quarterly 

Labour Force Survey in H2, the BER’s quarterly surveys showed a decline in hiring intentions 

across all covered sectors. Moreover, there is little sign of increased credit take-up by 

consumers. The SARB data showed that credit extension to households weakened further to 

just 0.4% y/y in February. We forecast subdued private consumption growth of 1.0% in 2017.  

FIGURE 5 

Household consumption spending improved during H2 16… 

 
FIGURE 6 

…but January retail sales data came in very weak 

 

 

 
Source: Stats SA, Barclays Research  Source: Stats SA, Barclays Research  
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FIGURE 7 

Still not much momentum in household credit extension… 

 
FIGURE 8 

…but easing bank lending standards should be supportive 

 

 

 
Source: SARB, Barclays Research  Source: BER, Barclays Research 

FIGURE 9 

Hiring intentions fell in major sectors during Q1 17 

 
FIGURE 10 

Consumer confidence remains very low 

 

 

 

Source: BER, Barclays Research  Source: BER, Barclays Research 

Nor do we see much of a lift from investment. Quarterly private sector investment 

contracted for five consecutive quarters through to Q4 16. The latest business confidence 

print of 40, which showed that 60% of surveyed businesses view business conditions as 

unsatisfactory, bodes ill for the near-term outlook. The BER’s quarterly manufacturing 

survey presented an even more grim reading on fixed investment trends, with a net majority 

of 7% reporting a decline in fixed investment compared with 12 months ago, but a net 

majority of 37% – the largest ever – now expect a further decline in their fixed investment in 

the year to come. Survey respondents pointed to the tax regime and the high level of 

political uncertainty as major deterrents to investment. It is likely also that these two factors 

are also nagging issues weighing on other sectors. We expect gross fixed capital formation 

to contract by 1.6% this year. 
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Overall, we believe that good rainfall, stable electricity supply, higher commodity prices, and 

stronger global growth should help South Africa achieve a modest growth upswing over the 

next couple of years, from the low in 2016, but the lack of demand-side support and 

productivity-boosting structural reforms and investment will constrain gains. Our GDP 

forecast of 1.0% for 2017 is slightly more pessimistic than official forecasts (with Treasury 

forecasting 1.3% in the 2017/18 Budget and the SARB 1.3% as of March), although we are 

exactly in line with the March Thomson Reuters consensus median forecast. 

Trajectory for headline CPI depends on uncertain path for food prices 

In this post-drought recovery period, the path for overall food prices is highly uncertain 

with disinflation in most parts of the perishable food basket like vegetables and grain 

products offset by surging meat prices. Food price inflation eased back to single digits for 

the first time since March 2016 at 9.9% in February after peaking just below 12% in the 

Q3 16. Within the food basket, categories such as bread and cereals, oil and fats and 

vegetables have already started to come down sharply, with vegetables in particular 

registering outright deflation in February. With crop prices having declined further, 

downward pressure should remain in these categories of the food basket. However, the 

feared spike in meat prices has started to manifest. Meat price inflation rose to 9.9% y/y 

in February, its highest level since 2014 and after averaging just 5.8% in 2016. However, 

there is some uncertainty how far this increase will go. In the February PPI data, meat 

price PPI inflation dipped slightly to 11.0% y/y, down from 12.4% y/y in January. We take 

a ‘middle-of-the–road’ view that food prices overall will stabilise in 2017, leaving food CPI 

inflation averaging 6.6%, while the SARB at its latest MPC upped its food price inflation 

forecast to 7.4% average for 2017. 

FIGURE 11 

Weak business confidence bodes ill for investment  

 
FIGURE 12 

Manufacturing sector investment  expected at an all-time 

low 

 

 

 
Source: Stats SA, Barclays Research  Source: BER, Barclays Research 
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FIGURE 13 

Meat price inflation has started to rise 

 
FIGURE 14 

Maize prices have continued to fall 

 

 

 
Source: Stats SA, Barclays Research   Source: Reuters, Barclays Research 

Oil prices have been volatile since the start of the year and also offer some uncertainty on 

the inflation outlook. After rising to reach about USD55/bbl in January, the Brent crude oil 

price fell to about USD49/bbl in mid-March before bouncing higher to about USD53/bbl in 

early April. Our assumption on oil prices is broadly guided by the Brent futures curve. This 

generates a fairly flat oil price profile that sees the oil price hovering around USD52/bbl over 

the forecast horizon. We note that this is significantly below the Barclays Commodities 

Research team’s forecast of Brent crude oil prices rising to USD58/bbl by the fourth quarter 

of this year and to USD70/bbl by the end of next year, which would suggest some upside 

risk to our inflation forecast. A variance of 10% from our baseline would, holding everything 

else constant, result in direct deviation of about 0.25pp coming through petrol prices. 

As we noted in, South Africa Inflation Outlook: Currency and food pressures ease, dated 

10 February 2017, there was a risk that the electricity tariff increase this year could be 

substantially less than our and SARB’s assumption of 8%. On 31 March, the National 

Energy Regulator of South Africa (NERSA) confirmed its tariff decision made during the 

MYPD3 process for the FY 18 financial year, which means that hikes this year will be 2.2% 

(See: Eskom SOC Holdings Limited – FY 18 2.2% y/y tariff increase stands, dated 6 April 

2017). With respect to FY19 and beyond, there is no clarity as the MYPD4 determination 

is still to be submitted but we have assumed an electricity tariff increase of 9% for next 

year in our baseline forecast.  

Meanwhile, demand-driven pressures on inflation remain limited. However, the fall in core 

CPI inflation from 5.9% y/y in December to 5.5% in January and 5.2% in February was 

largely due to base effects which followed some unusually steep increases in early 2016. We 

expect core to bounce slightly higher, likely tracking around 5.4% through most of 2017 

before easing close to 5% at the end of the year and into 2018. New rand weakness will add 

some upside risk to our core CPI targets though we tend to take a very conservative view on 

the scale of pass-through. We do not expect South Africa’s negative output gap to 

significantly lower core CPI without some changes to the dynamics of our wage setting 

process or big productivity improvements to fund large nominal wage increases. 
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FIGURE 15 

Core momentum rose slightly during January and February 

 
FIGURE 16 

Headline CPI inflation likely to return into target range in Q2 

 

 

 
Source: Stats SA, Barclays  Source: Stats SA, Barclays Research 

With all these considerations in mind, we expect headline CPI inflation to return within the 

3-6% target range in Q2 17. Our forecast for headline CPI inflation to average 5.7% in 2017 

is slightly more optimistic than the SARB’s latest forecast (5.9% as of the March MPC 

compared to 6.2% in January) as of and Treasury’s (6.4% in the 2017/18 Budget), chiefly 

because we are more optimistic on food prices. Although we recognise there is a lot of 

uncertainty about the food price trajectory, a number of factors leave us comfortable with 

our new forecast, including: the recent collapse in crude prices;; a sharp 35% fall in maize 

prices since the over the first estimate of the bountiful harvest size; and the January PPI 

release, which already showed grain mill product price inflation falling from 12.0% y/y to 

5.2% y/y. For 2018 we expect headline CPI inflation to average 5.5% y/y although 

electricity price base effects could push it above 6% in Q4 18. 

Monetary policy likely to remain on hold for the foreseeable future  

On 30 March, the SARB’s monetary policy committee (MPC) kept the repo rate on hold at 

7%, which was as we expected, but the fact one committee member voted for a 25bp cut 

was somewhat unexpected. The SARB lowered its inflation trajectory, and now officially 

forecasts that headline CPI will return within the target range in Q2 17, in line with our 

forecast (discussed above). We discern a somewhat less hawkish tone in the SARB’s MPC 

commentary, with the risks to the inflation forecast described as lying only “moderately” on 

the upside (See: South African monetary policy: Rates on hold, but one MPC member voted 

to cut, 30 March 2017). Even so, we did not then believe that SARB was likely to cut, and the 

intensified political tensions and rand weakness in the wake of President Zuma’s cabinet 

purge and capture of National Treasury since the MPC provide further support for our view. 

In many ways, monetary policy is now hostage to political developments, with the exchange 

rate a key transmission mechanism. However, the bar to a move in either direction remains 

pretty high, in our view. Our base-case scenario is that the SARB remains on hold for the 

foreseeable future. 

Notably, the USDZAR equivalent of the exchange rate assumption used in the SARB’s 

inflation forecast is 13.40 – versus the current spot rate of 13.78, and we expect the ZAR to 

weaken further before year end. Following the recent cabinet reshuffle and subsequent 

sovereign rating downgrades, we have revised our ZAR projections back to what we had at 

the start of the year. More specifically, we expect the ZAR to weaken to 14.50/USD by 

midyear and to 15.00/USD by the end of the year on the back of further credit rating 

downgrades, poor sentiment due to ongoing political wrangling and valuations metrics. The 
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recent spike in ZAR volatility is also hindering the ZAR’s carry appeal and we believe that 

foreigners that continue to buy SAGB will overlay the positions with FX hedges. The biggest 

risks to our view include heighted global risk appetite and a more constructive commodity 

price backdrop. 

Higher commodity export prices will support the current account 

Prices of South Africa’s main export commodities have risen a little from their recent lows, 

while the main import commodity – crude oil – has edged lower, despite some volatility in 

recent weeks. Still, overall the net gain, as measured by a simple index of the ratio of South 

Africa’s four main commodity export prices to that of crude oil, is marginal. Also, we think 

there has been little volume response to higher commodity export prices so far, and hardly 

any response of South Africa’s manufacturing exports to the weak exchange rate (which in 

any event has strengthened markedly over the last year). However, South Africa will move 

from being a net maize importer last year to a maize exporter this year, while weak 

consumer demand should lead to some import compression. However, a large structural 

deficit on invisible flows is likely to remain. Big revisions to portfolio investment data (to 

more accurately record the movement of shares between the local and foreign share 

registers of dual-listed companies) were published on 22 March, showing that net portfolio 

investment in 2015 was nearly R123bn versus R70bn previously estimated, and this amount 

jumped to R255bn in 2016. Rising net inward investment sets the stage for continued big 

dividend and income payments to overseas investors.  

 

FIGURE 17 

We are again more bearish than consensus about the ZAR 

 
FIGURE 18 

USD weakness has masked some of the ZAR’s deprecation   

 

 

 
Source: Bloomberg, Barclays Research    Source: Bloomberg, Barclays Research   
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FIGURE 19 

Export growth continues to outpace import growth 

 
FIGURE 20 

A promising start to the year in the trade accounts 

 

 

 

Source: SARS, Barclays Research  Source: SARS, Barclays Research 

FIGURE 21 

Big BoP adjustment to trade data in Q4 likely was a one-off 

 
FIGURE 22 

The ratio of prices of commodity exports versus oil is weak  

 

 

  Source: SARS, SARB, Barclays Research  Source: Reuters, Barclays Research 

The surprisingly small current account deficit of 1.7% of GDP in Q4 16 pulled the overall figure 

for last year down to 3.3% of GDP, but we note that the SARB’s balance of payment 

adjustments to the SARS trade data in Q4 was unusually large and may reflect one-off factors 

that may not be sustained. The monthly trade data delivered a deficit of ZA11.2bn in January 

and a surplus of ZAR5.2bn in February. Although these data are highly volatile, a March trade 

balance print that is in line with seasonal trends would mean another quarter of a strong 

surplus in the merchandise trade accounts (barring any large SARB revisions to the data). We 

forecast a current account deficit of 3.5% of GDP for 2017. This projected deficit is still smaller 

than those recorded in years prior to 2016, but the ongoing reliance on portfolio capital 

inflows to finance leaves the rand looking vulnerable to a sudden change in risk appetite. 
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FIGURE 23 

A structural deficit in invisible flows is likely to persist 

 
FIGURE 24 

The SARB has revised its portfolio equity inflow data higher 

 

 

 
Source:  SARB, Barclays Research  Source:  SARB, Barclays Research 

Fiscal consolidation is a tough challenge  

With South Africa skirting the on edge of some fairly slippery debt dynamics currently, the 

2017/18 Budget presented in February by then-Finance Minister Gordhan imposed a tough 

adjustment programme with R28bn of tax hikes falling principally on consumers (worth 0.6% 

of GDP) and expenditure cuts worth 0.4% of GDP. Our base case scenario is that South 

Africa’s strong budgeting systems will ensure that National Treasury’s nominal expenditure 

ceilings are observed for this year at least, but President Zuma’s decision to replace the 

respected Gordhan with Malusi Gigaba, a staunch loyalist with little public finance experience, 

has raised certainly raised medium-term risks in this regard. The cabinet reshuffle also moved 

Faith Muthambi from Communications, where she presided over the financial and institutional 

collapse of the SABC, to the Department of Public Service and Administration, an important 

portfolio given the need to renegotiate the key public sector pay deal which expires in March 

2018, which only added to concerns. Moreover, we see downside risks to budgeted tax 

collections in the current fiscal year, given: i) our view that both the GDP growth and GDP 

deflator assumptions in the budget are a little too high; i) changes to retirement savings 

schemes effective 1 March 2016 could lead to large personal income tax (PIT) refunds this 

year; and iii) institutional turmoil at South African Revenue Services (SARS) potentially 

negatively affecting tax compliance and morality. Partly offsetting this, however, is the 

possibility of revenues from the sugar tax to be introduced later this year, and unbudgeted 

revenues from the Special Voluntary Disclosure Program, which runs to 31 August. 

Furthermore, the R4.4bn that Treasury pencilled into the budget from the new 45% top 

marginal rate of income tax seems to us to be too low.  

-7

-6

-5

-4

-3

-2

-1

0

1

Mar-12 Mar-13 Mar-14 Mar-15 Mar-16

% of GDP Trade Income

Current transfers Services

Current account

-40

-20

0

20

40

60

80

100

120

2011 2012 2013 2014 2015 2016

ZARbn
Net portfolio inflows (before revisions)

Net portfolio inflows (after revisions)

Cabinet reshuffle raises 

concerns about fiscal 

consolidation no matter what 

assurances President Zuma 

and the new finance minister 

offer 



ABSA | South Africa Quarterly Perspectives: Q1 17 

 

6 April 2017 11 

FIGURE 25 

We expect Treasury to miss its fiscal deficit targets 

 
FIGURE 26 

Provisional financing data for March point to a small deficit  

 

 

 
Source: National Treasury, Barclays Research  Source: National Treasury, Barclays Research 

FIGURE 27 

Treasury projects debt to peak in 2018/19 but we disagree 

 
FIGURE 28 

Contingent liabilities are rising 

 

 

 
Source: National Treasury, Barclays Research  Source: National Treasury, Barclays Research 

Nonetheless, the balance of risks seems to us to be weighted to the downside. In particular, 

the fact that that the tax buoyancy ratio is estimated to have dropped below 0.9 in FY 

16/17, despite some R18bn of new tax measures, highlights that the Budget’s assumption 

that it recovers to 1.5 this year is not by any means guaranteed, despite R28bn of tax hikes. 

At this early stage, we expect revenue slippage compared to the current budget targets of 

R13bn. This implies a consolidated deficit of 3.4% of GDP this year, compared to the 

Treasury’s budget target of 3.1% of GDP. Nor are we convinced by SARS’s head Tom 

Moyane’s assertion his department exactly hit the budgeted tax collections target of 

R1144bn in FY 2016/17, since it would imply that tax receipts implausibly rose 15.4% y/y in 

March; we think it likely that SARS has simply delayed VAT refunds in order to boost net tax 

receipts in the last fiscal year, at the expense of the current one. Even with fairly modest 

revenue shortfalls or expenditure overruns, the debt ratios are unlikely to peak at 52.9% of 

GDP in 2018/19 as forecast by National Treasury, before easing in 2019/20. Instead, we 

forecast gross debt to GDP flat-lining at 54.1% in 2018/19 and 2019/20. Moreover, we 

view the longer-term fiscal path as being highly contingent on the outcome of factional 

battle currently gripping the African National Congress, with victory by the patronage 

network surrounding President Zuma likely to undermine confidence and growth, and to 

bind the country into a costly nuclear power procurement programme. Moreover, without a 
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much stronger approach to the management of state owned companies (SOCs) like Eskom, 

there is a growing likelihood that some of the Treasury’s guarantees on SOC borrowings, 

already estimated at 10.1% of GDP in 2016/17 (7.2% excluding guarantees to renewable 

independent power producers), will crystallise onto the government’s balance sheet. 

Politics motivate agencies to downgrade, despite some structural reforms  

Broadly, the key concerns of the three main credit rating agencies have been the weakness 

of growth, the slow pace of fiscal consolidation (including the weak financial position at 

many SOCs due to poor management), and patchy progress on various necessary but 

politically and ideologically challenging structural reforms. Even prior to President Zuma’s 

cabinet reshuffle, the credit rating agencies were worried, as evidenced by the Negative 

Outlooks on their low investment grade ratings. On the structural reform front, we believed 

that ratings agencies would take encouragement from the official launch of InvestSA, a one-

stop-shop investment facilitation service, and reforms like the National Minimum Wage and 

the associated strike calming measures. However, continuing tensions between the 

government and the mining industry over regulatory issues like the Mining Charter and 

President Zuma’s proposal for Constitutional change to allow land expropriation without 

compensation are causing unease, as does the ongoing institutional turmoil at a great many 

SOCs. Overall, we think that structural reform progress has been patchy and mixed. 

Nonetheless, we believed that that while Moody’s would likely downgrade South Africa to 

Baa3, S&P and Fitch would probably prefer to wait until December to see how the factional 

battle for leadership of the ANC and the country plays out before deciding whether to 

downgrade South Africa.  

In any event, however, President Zuma’s cabinet reshuffle has blown away the rating 

agencies’ caution. In a rather stark move, S&P announced on Monday 3 April that it was 

implementing an out-of-cycle one-notch rating cut, taking the foreign currency (FC) rating 

to BB+ (just below investment grade) and the local currency (LC) rating to BBB-. Notably, it 

retained its Negative Outlook. Shortly afterwards, Moody’s announced it was putting South 

Africa on review for a downgrade, with the review process likely to take anywhere between 

30-90 days. This means it is unlikely to announce a decision at its scheduled meeting on 

Friday 7 April. Nonetheless, we fully expect Moody’ to cut its Baa2 LC and FC ratings to Baa3 

sooner rather than later, although we highly doubt it will move two notches in one fell 

swoop as some in the market appear to fear. Meanwhile, Fitch, which does not publish an 

advance schedule of its releases, could issue its decision any time. We expect it to 

downgrade South Africa’s BBB- LC and FC ratings, by one notch, giving South Africa its first 

sub-investment grade LC rating. Notably, two sub-investment grade LC ratings are needed 

to provoke a wave of forced selling of South Africa rand denominated bonds from funds 

that are passively managed against global government bond indices, but active money 

managers may of course anticipate this. Thus, the market’s reaction may depend very much 

on whether Moody’s and Fitch retain a Negative Outlook on their new ratings, or move to 

Stable, and what these two rating agencies say about the conditions under which they 

would implement a further downgrade. 

Political tensions likely to drag heavily on confidence and the economy 

We have long been flagging that even though politics appeared to be quieter this year than 

the second half of last year, political event risk would remain elevated in the run-up to the 

ANC’s electoral conference in December. President Zuma’s reshuffle which saw not just 

Gordhan and his deputy axed, but Gordhan came as part of a number of performing 

ministers replaced, and Zuma’s allies (some with patchy performance records as ministers) 

retained or even promoted. The country has set been set painfully on tenterhooks by 

Zuma’s move, with a rapidly mounting backlash among opposition parties, the ANC’s 

alliance partners (SACP and COSATU) and some segments of the ANC itself, the business 

community and wider society. Protests are being organised by various groups but it is 

unclear at the time of this writing how widespread they will be. However, it seems to us that 
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President Zuma and his allies have secured the upper hand for now, with ANC Secretary 

General Gwede Mantashe briefing that a meeting of the National Working Committee 

(NWC) had decided to accept Zuma’s reasons for firing Gordhan. Mantashe also said that 

the NWC had concluded that public criticism of Zuma’s move by Mantashe himself, Deputy 

President Ramaphosa, and ANC Treasurer-General Zweli Mkhize, was “a mistake”. The next 

meeting of the ANC’s National Executive Committee (NEC) will be highly important, the 

timing of which is unclear at this stage. It could once again debate recalling President Zuma, 

although we doubt that such an initiative from Zuma’s critics in the NEC members will be 

any more successful than last time, especially after Mantashe’s backsliding. We think 

President Zuma is likely to have calculated carefully his level of support in the NEC.  

Nor do we expect a parliamentary vote of no-confidence, now scheduled for a special 

emergency sitting on 18 April, to succeed. The parliamentary arithmetic is simply stacked 

against Zuma’s opponents. The ANC has 249 of National Assembly’s 400 MPs. On the 

surface, this would appear to suggest at least 50 ANC MP’s must vote with the opposition 

(assuming all the opposition MPs are present are in favour of the no confidence motion, 

which is in fact unlikely.) This is an extremely tall order with Mantashe yesterday warning 

ANC MPs not to side with the opposition, and Baleka Mbete, the speaker of the National 

Assembly, having said that there would be no secret vote. Still the SACP has come out 

publicly to state that Zuma must stand down and many ANC parliamentarians – it is not 

clear how many – are also members of the SACP, nor where their allegiance would cleave if 

the SACP advised its members to support the ‘no confidence’ motion.  

Notably, there is some uncertainty on the issue of what happens in the event of abstentions. 

We have been arguing that an alternative scenario for a successful ‘no confidence’ vote 

would be for 100 ANC MPs to abstain (itself a tall order) giving a bare majority of 151 to 

149 in favour of the ‘no confidence’ vote. However, on this matter, South Africa’s 

constitution is not totally clear, since it states simply that “If the National Assembly by a 

vote supported by a majority of its members passes a motion of no confidence in the 

President, the President and other members of the cabinet and any Deputy Ministers must 

resign.” This could be read to mean an absolute majority of MPs or a majority of MPs 

casting a vote. It is not clear what would happen if, for example, 20 ANC MPs voted with the 

opposition and 60 ANC MPs abstained. This would give a vote outcome of 171 to 169 – a 

close enough call that it would likely end up in the Constitutional Court. But, in fact, we do 

not expect the vote to succeed, even in this more ambiguous fashion with lots of ANC 

abstentions. In previous ‘no confidence’ vote in November, 216 voted against and 126 in 

favour with 58 abstentions among both ANC and opposition MPs. 

The is no clarity on which faction – if any – will emerge as the dominant force from the 

contest to replace President Zuma and the rest of the top leadership of the ANC at the 

electoral conference in December, although it currently appears that President Zuma’s 

faction has the upper hand. In the months to come, investors should pay close attention to 

any moves that Zuma might make against his opponents within the ANC, as well as the 

forthcoming ANC policy conference (30 June /5 July), since it may determine measures to 

avoid factionalism and slate voting in the December contests as well as endorse or reject 

more populist economic policy approaches to shore up the ANC’s support. We expect the 

remainder of 2017 to be quite bumpy, with plenty of potential domestic political event risk.  
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FIGURE 29 

Main macroeconomic variables in South Africa 

  2016 2017 2018 

2015 2016 2017F 2018F 2019F 2020F   Q3 Q4 Q1F Q2F Q3F Q4F Q1F Q2F Q3F Q4F 

Output  (% q/q saar) 

             

   

Real GDP  0.4 -0.3 1.2 1.3 1.6 1.5 1.3 1.4 1.3 1.4 1.3 0.3 1.0 1.4 1.6 2.0 

Real GDP (%y/y) 0.6 0.4 1.1 0.7 0.9 1.4 1.4 1.4 1.4 1.3 1.3 0.3 1.0 1.4 1.6 2.0 

Household consumption  2.2 2.2 -0.2 0.1 1.6 1.4 0.9 1.1 1.2 1.2 1.7 0.8 1.0 1.1 1.6 2.0 

  Durable goods -3.2 0.2 -5.9 -4.6 6.4 2.0 1.6 2.0 2.0 2.4 -1.9 -7.3 -2.2 2.1 3.1 4.5 

  Semi-durable goods -0.9 6.8 0.3 0.3 0.5 0.5 1.2 1.2 1.2 1.2 4.0 3.3 1.5 0.9 1.7 2.4 

  Non-durable goods 1.1 0.3 0.4 0.8 2.4 2.8 0.4 0.4 0.4 0.4 2.2 0.9 1.0 1.1 1.4 2.0 

  Services 5.0 3.2 0.4 0.4 0.4 0.4 1.2 1.4 1.6 1.6 1.5 2.1 1.6 1.0 1.3 1.5 

Public consumption  1.9 0.3 -0.5 2.2 1.9 2.5 0.9 1.1 1.5 1.7 0.5 2.0 1.2 1.6 1.7 1.8 

Investment  -3.5 1.7 -2.7 -2.2 -1.7 0.6 1.6 1.6 1.6 1.9 2.3 -3.9 -1.6 0.8 2.0 2.5 

Exports  -21.2 12.5 1.9 2.2 6.6 3.1 0.0 2.3 0.7 2.9 3.9 -0.1 2.1 2.2 1.8 2.0 

Imports  -1.0 6.1 1.8 0.2 4.6 0.3 -1.9 3.0 1.5 3.3 5.4 -3.7 1.5 1.1 1.7 2.0 

External and government accounts (% of GDP)                         

Current account  -3.8 -1.7 -2.5 -3.7 -4.0 -3.6 -3.5 -3.6 -3.5 -3.4 -4.4 -3.3 -3.5 -3.5 -3.6 -4.1 

Consolidated fiscal balance* n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a -3.4 -3.4 -3.4 -3.0 -2.9 -2.5 

Consolidated primary balance* n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a -0.1 0.1 0.2 0.7 0.9 1.3 

Government debt* n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a 49.0 50.7 52.8 54.1 54.1 53.5 

Prices (% y/y)                                 

CPI inflation 6.0 6.6 6.4 5.7 5.5 5.2 4.8 5.1 5.8 6.3 4.6 6.3 5.7 5.5 5.6 5.5 

Core CPI inflation 5.7 5.7 5.4 5.4 5.4 5.3 5.2 5.2 5.3 5.4 5.5 5.6 5.4 5.3 5.4 5.4 

PPI inflation 7.1 6.9 6.4 5.8 5.5 6.6 5.7 6.1 5.8 5.6 3.6 7.1 6.1 5.8 4.9 4.7 

Interest rates (% eop)                                 

Repurchase rate 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00 6.25 7.00 7.00 7.00 7.00 7.00 

Prime rate 10.50 10.50 10.50 10.50 10.50 10.50 10.50 10.50 10.50 10.50 9.75 10.50 10.50 10.50 10.50 10.50 

Source: SARB, National Treasury, Stats SA, Barclays Research 
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