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Recession? Not quite yet!

So, this week we all heard that South Africa (SA) is in a “technical recession”. Most of you know by now that a technical recession 
is a term used to refer to an economy that has contracted (negative GDP growth) for two consecutive quarters. Gross domestic 
product (GDP) results published by Statistics South Africa (Stats SA) showed that our economy contracted by –2.6% in quarter one 
(Q1), and –0.7% in Q2. Agriculture, trade, and transport industries contributed the greatest shares to the latest contraction, –0.8%, 
–0.3%, and –0.4%, respectively. Sluggish growth in the mining and fi nance industries, each contributing 0.4%, were not suffi cient to 
overcome the overall contraction.

Considering the bad shape consumers are in, we were expecting the low growth from the retail and wholesalers in the trade 
industry. Low commodity prices have also put pressure on the mining industry. Overall, the depressed nature of both local and global 
sentiment weighs down on investment and infrastructure expenditure — explaining the widespread depressive nature of growth in 
capital dependant industries.

But, before this becomes too disheartening, it is very important to understand that these fi gures are only preliminary. After the fi rst 
two quarters of 2017 preliminary fi gures also showed that SA was in a recession. After the initial fi gures were adjusted with actual 
fi gures a couple of months later, however, it turned out that we missed the recession, by a lot.

To further fuel our scepticism about this year’s recession it is also important to understand how contractions originate and 
where this contraction came from. Usually either one, or a combination, of the following events occur: there is a shock (internal 
or external) and industries collectively or even individually pull down economic performance. Good examples include what we 
experienced after the global fi nancial crisis (external shock), or during the two-year drought (internal shock). Weak politics and bad 
policies also pulled industries collectively down over time; this well explains where we are at currently. However, in these instances, 
the long-term growth trajectory is pulled down but growth usually remains relatively stable in the short term. For this reason, annual 
growth estimates today are only about 1% for SA compared to the 3.8% forecasts of the early 2000’s. It is, therefore, strange if one 
of our smallest industries (agriculture) experiences a severe contraction that pulls down our entire economy in the absence of any 
substantial shock.

Considering that the agricultural sector is only about 2.6% of our economy, the size fi lter itself should prevent the sector from 
dragging down the entire economy. However, the considerable decline in the sector caused agriculture to contribute substantially to 
the technical recession. In fact, over the last two quarters of 2018, free from any shock, the sector contracted by –17.2%. What makes 
this very suspicious is the fact that the sector didn’t even contract as much during the two-year drought in 2015 and 2016, one of 
SA’s worst historic droughts. During this period the sector only contracted with –15.9%. Even the quarter-on-quarter contractions 
look out of place: –33.6% in Q1, and –29.2% in Q2. During the two-year drought the largest quarterly contraction was only –20.4%, 
during Q2 in 2015.

So, revised preliminary GDP fi gures will most likely be adjusted upward and away from the trenches of a technical recession. But, 
what then? Unfortunately, bad policies over a protracted period has eroded the economic foundation that causes growth and 
creates jobs. In the short term, any bit of good news can rapidly change our prospects. Good news includes a change in sentiment 
towards emerging markets, the expectation of a clear victory for President Ramaphosa, or even clear guidance about uncertain 
policies (especially the mining charter and land expropriation). In the long term, however, a lot of work must be done to the 
government sector. Above all else, spending effi ciency, education and healthcare reforms, as well as capital expenditure increases, 
are needed.
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