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South Africa’s GDP, Short-Term Bliss

It’s been a good couple of months for South Africa (SA)’s economy, and the good news just keeps on rolling in. This week, Statistics 
South Africa (STATSSA) released the fourth quarter (Q4) gross domestic product (GDP) results. To everyone’s surprise, the figures 
came out much stronger than anticipated. Bloomberg’s survey of economists and analysts expected GDP to grow by 1.8% in Q4, 
whilst the reported figures showed that our economy grew by 3.1%. The surprise was driven by strong growth in the agricultural sec-
tor. Although a relatively small sector (only contributing 2.6% to our economy) the 37.5% increase in the sector contributed 0.8% to 
the overall 3.1% quarter over quarter (Q/Q) growth in Q4. In addition to agriculture, the trade industry (15% of our economy) grew by 
4.8% and contributed 0.6% to the Q4 GDP growth. Both manufacturing and finance industries grew by 4.3% and each contributed 
0.5% to our strong growth figures.

Because of surprising growth at the end of 2017, our growth expectations for the year were also off. Initially, we thought the econ-
omy would only expand by 0.9% — much lower than the 1.3% it turned out to be. This is one of those few instances where we are 
happy to be wrong. To the sensation of many, agriculture continued to produce substantial growth throughout 2017, experiencing 
an average growth rate of 35% Q/Q in the four quarters of 2017, back to the industry’s 2014 highs. Even manufacturing produced 
solid gains in three quarters during 2017 (2.9% in Q2, 3.7% in Q3, and 4.3% in Q4). The transport and finance sectors showed similar 
consistent performances.

Two other interesting things stand out in these growth figures: First, the sharp increase in imports, which decrease the size of our 
economy. Following the basic growth equation Y = C + I + G + (X-Z), Z being imports, it’s clear that imports detract from an econo-
my as money flows out of a country into the pockets (and GDP output) of another country. However, in this instance, the long-term 
negative impact should not be too large because imports were driven by machinery and equipment, not by luxurious consumer 
products. Machinery and equipment are used in the production process to increase output in the long term, at ever cheaper levels. 
This reduces the initial loss related to capital outflows.

Second, the dismal annual performance of growth in Gross Fixed Capital Formation (GFCF). The second consecutive dismal year. This 
is one of the great structural shortcomings in our economy (driven by government’s miserable investment performance), and one of 
the main reasons we won’t see a consistent growth of more than 3% (and never anything close to the 5% we need). Another leading 
indicator also points towards economic growth being lower for longer — the four consecutive quarters of negative growth in the con-
struction industry. It’s easy enough to follow: if more buildings are being built, more shops are opened, more homes are occupied, 
more factories are operated, and in the end, the economy grows more. Unfortunately, the opposite is also true if fewer buildings are 
being built. The only consolation would be if construction companies finally started using cheap global capital (due to stimulating 
monetary policies) to build up long-term stockpiles, and only take a break to strategize for the times ahead. In this case, the blow-off 
from four negative quarters would be less than anticipated.

So, where does this leave us? In all likeliness, the economy should continue to grow around 1.5% for the foreseeable future. Maybe 
even surprising with 2%, if global conditions permit it. Unfortunately, the population is growing at roughly 2%, which means we’re 
only just producing enough to sustain our structurally high unemployment rates — currently the highest in the world.

NEWSLETTER
9 March 2018

Think Efficient. Realise potential

t: +27 (0)87 944 7999  |  e: admin@efpc.co.za  |  81 Dely Road, Hazelwood, Pretoria, 0081, SA  

Disclaimer: Efficient Private Clients (Pty) Ltd (EFPC) takes care to provide current and accurate information at the date of formulating the document, but accepts no liability for errors, omissions or any subsequent changes. The information contained in this commentary 
has been prepared without consideration of the investment objectives, financial situation or needs of any recipient. This document does not constitute a binding agreement between the recipient and EFPC. The document is intended for information purposes only and 
none of the information contained herein constitutes investment advice or a recommendation, solicitation or offer by EFPC to buy or sell any financial product. Past performance referred to in this commentary is not necessarily indicative of future performance. Any 
references to historical data, assumptions, targets, benchmarks or examples are as indicators or illustrations only and are not fixed or guaranteed. Similarly, forecasts contained in this commentary involve risks and uncertainties which may result in future outcomes 
and results that may differ materially from such forecasts. You are accordingly cautioned not to place undue reliance on any historical data, general information or forecasts used in this commentary. EPFC accepts no liability whatsoever for any loss, damage (direct 
or consequential) or expense suffered by a recipient because of undue reliance placed on any information contained in this commentary. The company, directors and staff may from time to time have interests in shares not mentioned in this commentary. EFPC is an 
authorised Financial Services Provider (FSP: 47481).                                                                                             

 www.efpc.co.za


