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Contractionary Tantrums

Locally, the big news was the contraction of South Africa’s economy. A record-breaking quarterly contraction of -2.2%, the largest 
fall since the global financial crisis. We were expecting a contraction of roughly -1.5%; early year contractions have become 
somewhat of a trend. Momentum is built, but ultimately unsustainable due to a lack of appropriate structural changes.

We were expecting the manufacturing, mining, and retail industries, who collectively represent roughly 37% of our economy, to 
disappoint – monthly statistics were already alluding to it. And, true to our expectations, these sectors each respectively contributed 
-0.8%, -0.8%, and -0.4% to the contraction. Manufacturing was kept low by non-performing petrochemical and metals subsectors. 
Mining was under pressure because of policy uncertainty relating to BEE implementation, as well as down-time at some mines. Trade 
on the other hand, was lower on the back of high holiday-spending, lower consumer and business sentiment probably contributed as 
well.

What we weren’t expecting was the -24.2% contraction in the agricultural industry, the largest fall in recent history; even larger than 
the quarterly losses in the two-year drought. Experts mention that lower production in field crops weighed the sector down. This is 
most likely some return to normality after the recent spurt in production, following the drought. Although some estimation errors 
might also have crept in.

Preliminary statistics are seldom spot-on. Most likely some adjustments will be made to the data, when actual production figures 
(based on financial statements) can be sued, and once more accurate annualising adjustments can be conducted. The -2.2% 
contraction might even fall to -1.8%. Overall, our expectation is still to see economic growth of 1.6% in 2018. Next year might 
“surprise” with something close to 2.2%.

The structural break in economic performance that followed the global financial crisis has emphasised, now more than ever, the 
need for structural reform, both here and in other emerging economies. By structural reform, we mean appointing accountable 
leaders (especially in state owned enterprises), prudent fiscal and/or monetary policy (most crucial is the independence of central 
banks, sustainable levels of inflation, as well as healthy budget deficits and debt levels), as well as business-friendly labour and 
growth policies (the American “You’re fired” principle is vital).

Although each emerging country faces its own set of political and structural challenges, the need for change is constant. If these 
changes are not introduced, the recent outflow of capital (totalling $12.3 billion in May) from emerging markets, and the ensuing 
depreciation of emerging currencies, will only be the start of it. Investors have grown weary of non-performing emerging countries. 
One thing is sure however, throwing a tantrum like the Indians and Indonesians have been doing, won’t do anything to change 
investors’ minds, or the direction their money flows in.
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