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South Africa 2016 outlook: Through a glass darkly 
Jeffrey Schultz and Nic Borain 

This is shaping up to be South Africa’s annus horribilis. We are well below consensus on GDP 

growth for both 2016 and 2017. More pronounced stagflationary conditions, mounting concerns 

over the rand, capital flight and rising inflation expectations are all likely to force the central bank 

to continue rate hikes from January. Last year’s finance-ministry appointment fiasco has rattled 

investor confidence. We think there is a strong risk of a VAT hike in the February budget as the 

Treasury scrambles to avoid a ratings downgrade into ‘junk’. It may be a case of too little too 

late, however, as the country’s debt spiral will struggle to unwind in light of higher domestic risk 

premia amid an increasingly troublesome macro picture.  

Economic and political factors are interacting in a way that deepens the negative states of both. 

The alliance that had the African National Congress (ANC) as its centre is crumbling and the ruling 

party appears to be in significant disarray. An attempt by President Jacob Zuma to get rid of a 

widely respected finance minister and appoint an essentially unknown outsider severely affected 

financial markets; the reappointment to the position of the ‘safe pair of hands’ of Pravin Gordhan 

has led to only a minor recovery of badly shaken currency and bond markets. Demographics do 

place modernising pressures on the ANC and the government, but their effects lie well in the 

future. For now, the ANC is drifting into increasingly populist territory as the Economic Freedom 

Fighters (EFF) party grows through representing increasingly disaffected citizens who argue that 

they have had few tangible fruits of liberation. A poor performance by the ANC in the coming 

municipal elections is no guarantee that it will rethink its leadership and strategy outlook. 

Table 1: South African economic and financial forecasts 

 Year 2015 2016 

 13 14 15
(1)

 16
1)

 17
(1)

 Q1  Q2  Q3
(1)

 Q4
(1)

 Q1
(1)

 Q2
(1)

 Q3
(1)

 Q4
(1)

 

Components of growth              

GDP 2.2 1.5 1.3 0.9 1.6 2.2 1.3 1.0 0.5 0.4 0.9 1.1 1.1 

Private consumption 2.9 1.4 1.5 1.1 1.5 1.6 1.7 1.5 1.4 1.1 1.0 1.1 1.2 

Fixed investment 7.6 -0.3 1.0 1.1 1.5 -0.2 1.3 1.7 1.1 0.9 1.0 1.2 1.2 

Exports 4.6 2.6 9.7 2.6 3.0 6.2 14.0 11.2 7.4 5.2 2.0 1.5 1.6 

Imports 1.8 -0.4 4.9 1.6 2.1 5.0 6.8 4.4 3.4 0.3 2.3 1.7 2.0 

Inflation              

CPI 5.8 6.1 4.6 6.0 6.1 4.1 4.6 4.7 4.9 6.1 5.5 5.9 6.5 

Core CPI
(2)

 5.3 5.7 5.2 5.4 5.5 5.7 5.5 5.3 5.2 5.3 5.3 5.4 5.4 

External trade              

Current account (% of GDP) -5.8 -5.4 -4.1 -4.3 -4.5 -4.7 -3.1 -4.1 -4.5 -4.0 -4.3 -4.2 -4.5 

Financial variables              

General govt budget (% of GDP) -4.4 -4.4 -4.3 -4.2 -4.0         

General govt debt (% of GDP) 43.9 46.8 49.4 49.5 50.6         

Interest rates and bonds
(2)

              

Policy rate (%) 5.00 5.75 6.25 7.00 7.00 5.75 5.75 6.00 6.25 6.75 6.75 6.75 7.00 

10-year bond (%) 8.24 7.96 9.76 10.15 10.35 7.80 8.27 8.44 9.76 9.50 9.65 9.85 10.15 

FX rates
(2)

              

USDZAR 10.47 11.57 13.70 16.70 16.40 12.13 12.17 13.85 15.47 16.50 16.50 16.50 16.70 

Source: Stats South Africa, National Treasury, SARB, BNP Paribas Securities estimates  
(1) forecast (2) end period; figures are y/y % changes unless otherwise indicated 

Economic outlook 

Political outlook 

http://www.globalmarkets.bnpparibas.com/
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Table 2: Our key macro and political assumptions for 2016 

Macro/political factors Impact on economy Comments  

Global growth and activity 

We see little improvement in global growth in 2016. We are most concerned about the outlook 
for emerging markets, with early indications already in 2016 of growing macro pressures, 
particularly in China. A triple whammy of US monetary tightening (further USD strength), 
slowing Chinese industrial demand and collapsing commodity prices means that 2016 will 
promise to be another year of deteriorating macroeconomic performance. 

Fed’s ‘normalisation’ path  

The minutes of the December FOMC meeting showed a strong consensus for ‘lift-off’ followed by a 
‘gradual’ rate rise contingent on the data and how the Fed’s forecast evolved. Our view is that the 
Fed is likely to hit a bump in the road that defers its plans to deliver a full 100bp of rate hikes in 
2016. We expect the next hike to be delivered in March. 

ECB’s asset purchases (QE) 

Though the European economy is looking more resilient, inflation continues to surprise to the 
downside. Our expectation for a broader EM slowdown to increase deflationary pressures will 
mean that inflation will remain uncomfortably low. This will ultimately necessitate more policy 
accommodation later this year after the ECB under-delivered on measures in December. 

Oil prices 

OPEC’s December meeting concluded with the organisation leaving its unspoken production 
policy essentially unchanged: namely, to force out higher-marginal-cost producers. Oil prices 
have since then weakened further, exacerbated by a weaker China and stronger USD. Our 
feeling is that oil prices are likely to remain subdued for longer, or until such time as inventory 
data show that the supply-side adjustment to bring the market back into kilter has moved out of 
its infancy. 

Fiscal policy 

Picking up the pieces in the aftermath of December’s finance-ministry ‘fiasco’ would probably be 
policymakers’ biggest feat in 2016. More than ever, the market now needs to be convinced that 
the government remains committed to consolidating its budget deficit to ensure debt 
sustainability. We think chances of a modest VAT hike in February’s budget have increased 
substantially, as revenue growth looks to be curtailed further; but we don’t think this will be 
enough to avoid a move into sub-investment-grade status by year end. 

Monetary policy  

We believe the SARB’s worries over financial-market stability and capital outflows to fund the 
country’s still sizable current-account deficit, along with still uncomfortably high inflation 
expectations will prompt it to continue along its path of monetary tightening. The sharply weaker 
rand since the end of 2015, further concerns over worsening drought conditions (and the impact 
on domestic food prices) and further deterioration in inflation expectations have tilted the odds 
in favour of the SARB hiking later this month (28 January). We now see scope for two 25bp 
hikes, in January and March and a further 25bp hike in Q4. This would take the total cumulative 
rate hikes since January 2014 to 200bp, a stance which the bank is still likely to view as 
relatively ‘accommodative’. 

Inflation 

A combination of higher food (drought-related) and electricity prices and a weaker rand will mean a 
more troublesome year for domestic inflation. We see CPI inflation averaging 6.0% in 2016 and 
6.1% in 2017, with a breach of the SARB’s upper 6% inflation target in Q1 and Q4 2016. Unlike the 
SARB, we believe there will be a more sustained breach from early 2017. 

ZAR 

The combination of clear dichotomies being felt in global monetary policies and the ‘China 
effect’ – a weakening yuan, lower Chinese purchasing power for commodities and a stronger 
USD – is likely to crimp global risk appetite and keep the more vulnerable EM currencies such 
as the ZAR volatile and on the back foot through 2016. We see the USDZAR averaging 16.55 in 
2016, ending the year at 16.70. 

Fixed investment and 
infrastructure 



We see little in the way of a positive breakthrough in private fixed investment in 2016 and, as 
such, see gross domestic fixed-investment growth tracking broadly sideways at 1.1% in 2016. 
We believe there are significant downside risks to this estimate should the economic and 
political climate continue to sour. The government’s multi-billion-rand infrastructure drive in 
road, rail and ports should continue to act as a favourable backstop to public-sector investment. 

Electricity supply and prices 

A significantly lower GDP growth trajectory should help to alleviate some of the demand 
pressures on the national grid. This should allow the utility to continue to play catch-up on its 
long list of maintenance backlogs. Nevertheless, a continuation of critical maintenance on many 
of its ageing power plants, along with little new generating capacity coming online before 2017, 
will mean that the utility’s planned and unplanned energy outage factor will remain high. This 
means persistent reliance on diesel-thirsty open-cycle gas turbines to keep its generators 
running, significantly higher tariffs for consumers from July (16%) and little margin for error or 
surprises in supply-side planning. 

Labour relations 

We continue to have our concerns about the domestic industrial-relations environment. Expect 
growing tensions between AMCU and the NUM in the mining sector, with platinum wage 
negotiations scheduled to kick off again mid-year. Also, watch out for the motor-industry 
negotiations beginning at a similar time, where NUMSA is likely to come out all guns blazing. 
Expect to hear more out of NUMSA regarding the launch of a new socialist workers’ party, perhaps 
following the outcome of this year’s municipal elections. 

Transformation and a new 
minimum wage 



There are growing pressures within the ANC for more populist policies that could negatively 
affect economic growth, on national health insurance, the minimum wage, ‘transformation’ 
pressures and private-sector funding for particular development initiatives. Some pressure is 
coming from the successes of the EFF party; but dissatisfaction with the fruits of liberation is 
appearing in most sectors and classes of society. 

Local-government elections 



The ANC is expected to perform less well in the municipal election than it has previously, but it 
should remain comfortably dominant. The process of selecting candidates has become fraught 
with conflict and even violence. 

 

Source: BNP Paribas Securities South Africa 
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Economic outlook: Stagflation likely to meet junk 
Last year was a challenging one for South Africa’s economy. The median GDP growth forecast 

of financial analysts was downgraded throughout the year, from 2.3% in January 2015 to a 

1.4% in the December Reuters Econometer Poll (compared with our own 2.0% and 1.3% 

forecasts respectively). 

In last year’s South African outlook document, we flagged electricity-supply constraints as a key 

inhibitor to growth. Indeed, the first half of 2015 saw multiple bouts of electricity-supply cuts 

(commonly termed ‘load shedding’), hampering the ability of key production-led sectors to 

generate meaningful growth. 

What caught us largely off guard, however, was the longevity of severe drought conditions, 

which now look likely to continue well into this year. Drought has pushed the agriculture sector 

into a deep recession and, we estimate, shaved about 0.2pp directly off 2015 GDP – significant, 

as the agriculture sector accounts for only about 2.0% of domestic gross value-added. 

The picture for other parts of the economy does not look much better, unfortunately: 

manufacturing PMIs are back at levels last seen in the 2009 global recession; both consumer 

and business confidence indices are also at crisis levels; corporate profitability remains under 

pressure; and the leading economic index of the South African Reserve Bank (SARB) has 

shown negative annualised growth for two years. 

To make matters worse, the surprise decision in mid-December by President Jacob Zuma to 

replace the finance minister alarmed the local fixed-income market and the rand. Mr Zuma first 

announced that Finance Minister Nhlanhla Nene would have to make way for the largely 

unknown David Van Rooyen; a few days later, Mr Van Rooyen was, in turn, replaced with 

Pravin Gordhan. Even with the well-regarded Mr Gordhan back at the helm (he was finance 

minister in 2009-14), the ZAR still ended the year more than 25% weaker. It is already 7.0% 

down against the USD in the opening weeks of the new year, while 10-year bond yields remain 

about 100bp higher than observed just a month ago – a clear indication how much needs to be 

done to restore investor confidence. 

The considerations outlined above lend support to our well-below-consensus GDP growth 

forecasts for both this year and next, as highlighted in South African growth: From bad to worse 

(9 December 2015). We expect GDP growth to slow to 0.9% in 2016 and then pick up to 1.6% 

in 2017; we attach further downside risks to these estimates. 

Idiosyncratic challenges: tight electricity supply and drought  

We are still wary of the country’s tight electricity supply. Although headaches have not gone 

away in this respect, the state-owned power utility Eskom has managed to keep the lights on 

relatively consistently over the past five months, while at the same time continuing to conduct 

much-needed maintenance on parts of its ageing power fleet.  

The first units of the six coal-fired boilers at the Medupi power plant (total projected capacity of 

4800MWh) were connected in mid-2015, later than expected, due in part to industrial action and 

technical difficulties. This diverted resources from the construction of other units and new power 

plants, such as Kusile. If Eskom’s latest new-build estimates are anything to go by, the earliest 

that we can realistically expect a meaningful increase in electricity supply will be in the second 

half of 2017 for Medupi and July-September 2018 for Kusile.  

Help might be at hand from a significantly lower GDP growth trajectory than previously 

expected: it should alleviate some of the demand pressures on the national grid and allow the 

utility to continue to catch up on its long list of maintenance backlogs.  

Even so, we expect Eskom’s planned and unplanned energy outage factor to hover just shy of 

30%, as it did for much of 2015. With continued critical maintenance on many of its power 

plants, along with little new generating capacity coming online anytime soon, the utility will 

continue to rely on diesel-thirsty open-cycle gas turbines to keep its generation at adequate 

Economy remains fraught 
with challenges 

Severe drought is 
battering agriculture 

Other macro/sentiment 
indicators at crisis levels 

Sacking finance minister 
made matters worse 

We remain well below 
consensus on growth 

Electricity woes have not 
gone away … 

… but a weak economy 
should help matters 
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levels, higher tariffs for consumers and little margin for error or surprises in supply-side 

planning.  

The energy regulator NERSA has indicated that electricity tariffs might rise by about 16% this 

year. In November 2015, Eskom applied to NERSA for evaluation and approval of its regulatory 

clearing account (RCA) balance of ZAR 22.8bn for 2013-14, the first year of its third multi-year 

price determination (MYPD3). The outcome is likely to be announced by mid-2016. If fully 

approved, this could increase electricity tariffs by a further 8-9pp on top of the 8% annual price 

increase already granted in MYPD3 from July 2016. Eskom has said it will try to reach a ‘cost 

reflective’ tariff by clawing back revenue under-recoveries over time through its RCA, as well as 

through its MYPD4 application, expected at some time in H2. We expect these applications to 

be fully supported by the National Treasury, which is likely to continue to stick to its policy of 

‘deficit neutral’ financing for state-owned entities. 

Severe drought conditions related to the El Niño weather phenomenon have gripped the country 

since Q1 2015 and look set to continue well into H1 2016, according to climatologists. This has 

pushed South Africa’s agriculture sector into recession, with maize production plummeting by 

30% y/y in 2015 and maize exports by nearly 80% y/y. Should weather conditions fail to 

improve, this will continue to weigh on GDP growth in 2016. 

Of further critical importance to the outlook for South Africa’s agriculture industry in 2016 will be 

the final outcome of its negotiations with the US surrounding the African Growth and 

Opportunity Act (AGOA). South Africa and the US have been at loggerheads for months now 

about South Africa’s AGOA duty-free benefits, due to health issues over US poultry exports to 

South Africa as well as certain ‘eligibility issues’. Having missed the 4 January 2016 deadline 

following last year’s ‘out of cycle’ review, some progress looks to have been made early this 

year. The Department of Trade and Industry (DTI) has now finally given the go-ahead for the 

US to export its pork, beef and poultry to South Africa, while the US has given South Africa 

another deadline of 15 March to ensure that it has been implemented correctly. Should 

policymakers fail in this regard, the US has warned that South Africa will again face losing its 

AGOA trade preferences. South African exports to the US under the AGOA equate to about 

USD 220mn a year for agriculture and about USD 2.0bn a year in total for other products. 

The broader emerging-market backdrop 
Our EM Matters of 16 December and Emerging markets: Déjà vu all over again? (11 December) 

painted an increasingly bleak outlook for emerging markets. A triple whammy – further USD 

strengthening after the start of US monetary tightening in mid-December, slowing Chinese 

industrial demand and collapsing commodity prices – means that 2016 promises to be another 

year of deteriorating macroeconomic performance.  

The trends in key commodity export prices for South Africa throughout 2015 are a clear 

indication of what seems likely to persist in 2016 should the US continue along its planned path 

of monetary ‘normalisation’. Already, iron ore prices are down about 40% from a year ago, 

platinum prices by 32.5% and gold by 12.0%. This is also reflected in South Africa’s smoothed 

AGOA benefits being 
watched closely 

The global commodity 
slump continues 

NERSA likely to approve 
higher electricity tariffs 

Prolonged drought set to 
continue 

Chart 1: Drought hurting maize production and exports  Chart 2: Commodity exports feeling the pinch from China 
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export growth performance of each of these commodities as well as clearly softer export growth 

to its single largest trading partner country, China. It’s not all about the US: the on-going global 

commodity price slump is not helped by China’s strategy of maintaining domestic output on 

certain industrial metals along with increasing Australian metal supply. 

Therefore, 2016 promises to be another tough year for commodity-export-reliant emerging 

markets such as South Africa, with little end in sight to the ‘doom loop’ of a stronger USD, 

slowing demand out of China and weak commodity prices. 

Hostile labour relations and rising social tensions 

Last year proved to be less volatile than we had originally anticipated on the labour-relations 

front.  

 A damaging strike in the public sector was avoided, but it came down to the wire and 

culminated with the government giving in to an effective 10% wage increase (including 

benefits) for public servants for 2015/16 financial year and wage increases of inflation plus 1% 

for the two subsequent financial years.  

 Industrial action in the gold sector in 2015 was also circumvented, as the National Union of 

Mineworkers (NUM) used its majority union status in the gold sector to secure pay deals with 

all the major producers (this translated into a rise in entry-level pay of more than 10% a year 

over the next three years). The Association of Mineworkers and Construction Union (AMCU), 

however, continued to throw its weight around in the negotiations as it refused to sign on the 

dotted line – a theme we would expect to continue in this year’s platinum-sector wage 

negotiations, which are scheduled to kick off in Q2.  

 Although workers in the coal sector downed tools in October, the brief 10-day strike had a 

relatively limited effect on the economy. The NUM achieved wage increases of between 7.5% 

and 10% for its members.  

Nevertheless, we continue to have our concerns about the domestic industrial-relations 

environment. We have consistently said that we expect labour-union contestation to heat up in 

light of the Congress of South African Trade Unions (COSATU) growing discontent within the 

country’s ruling party alliance structure. The split of the National Union of Metal Workers of 

South Africa (NUMSA) from COSATU in 2014 has also created a higher degree of animosity 

and uncertainty within the country’s labour-relations framework, which will play out further in 

2016. In particular, watch out for this year’s motor-industry wage negotiations, likely to kick off 

from around mid-2016, where NUMSA is likely to come out all guns a-blazing.   

Also expect to hear more out of NUMSA regarding the launch of its much talked about new 

socialist workers’ party, perhaps following the outcome of the local-government elections to be 

held between late May and August (see political outlook below). It will also undoubtedly be 

looking to continue to seek ‘vertical integration’ into other strategic sectors of the economy.  

Also on the ruling party’s growing laundry list of policy pressures, we expect to see continued 

elevated social unrest, with high levels of protest over service delivery and student protests over 

tertiary education fees. With this in mind, further steps towards implementing a national minimum 

wage will probably become an increasing policy priority for government. 

Consumer strains to become more pronounced 

The consumer, unfortunately, has little to get excited about either in 2016. This is already 

reflected in the latest release of the Bureau for Economic Research (BER) consumer 

confidence index, which slipped to levels far below even those observed in the 2009 global 

financial crisis. The BER’s detailed consumer confidence by income category shows a broad 

deterioration in confidence across all income groups, with consumers on high to middle incomes 

now feeling as despondent as lower-income consumers.  

This comes as little surprise to us, as this year’s inflation trajectory looks to become a lot more 

troublesome, South Africa’s private-sector labour market remains largely anaemic, bond and 

equity market returns have and will continue to come under pressure, the prospect of further tax 

increases come February is increasing and interest rates look to rise further, despite 

stagflationary conditions. 

Depressed confidence 
among all income groups 

2015 labour relations less 
volatile than anticipated 

Watch out for platinum 
and auto wage talks 

Social unrest to remain 
elevated 

NUMSA workers’ party set 
for launch this year? 

Depressed confidence 
among all income groups 
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Chart 3: Consumer confidence feeling the pinch across all income categories 
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Source: BER, BNP Paribas Securities South Africa 
 

One of the few bright spots in this year’s consumer outlook is last year’s decision by the 

Department of Trade and Industry to amend the caps on fees and interest rates that financial 

institutions can charge borrowers. These are set to come into effect on 6 May, applying only to 

new credit granted and not retrospectively (see South Africa: Lending a helping hand, 26 

November 2015). The most material changes to the lower interest-rate caps have been directed 

at unsecured credit platforms (ie, shorter-term, higher-interest-rate debt). Assuming nominal 

disposable income growth of 7.0% in 2016 and fairly stable household credit growth of about 

4.0%, we estimate that these changes are likely to help keep the ratio of household debt-

servicing costs to income relatively stable at about the current 9.6% – despite a further 

cumulative 75bp expected in rate hikes from the SARB this year.  

There is little room for complacency, however: while lower interest rates on unsecured credit are 

good news for South Africa’s embattled consumer, they could have negative consequences. For 

example, greater margin pressure may see tighter unsecured lending practices. More than 25% 

of consumers with active credit accounts already have impaired records and just under 20% of 

credit accounts are three months or more in arrears. The latest BER/EY financial-services 

survey showed banks tightening lending standards due to the deteriorating macroeconomic 

outlook, resurgence of credit losses, prospect of further rating downgrades in 2016 and 

amendments to interest charges for unsecured lending. Heavily indebted consumers could be 

forced into ‘underground’ credit, an unregulated market that is open to abuse. 

Chart 4: Tighter lending standards already being adopted by local banks 
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Source: BER/Ernst & Young, BNP Paribas Securities South Africa 
 

 

Changes to interest-rate 
caps will be helpful … 

 … but tighter lending 
standards inevitable 
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No matter which way you look at it, the prospect of a return to more robust consumption growth 

in 2016 seems slim. The ratio of household net wealth to disposable income still looks relatively 

healthy at about 350% (Q3 2015), which should help to stabilise higher-income consumption 

spend this year at least. More generally, though, we think that the environment for the consumer 

is likely to get worse before it gets better. This underpins our view for household consumption 

spending growth to slow to just 1.1% in 2016 from an estimated 1.5% last year. 

Little confidence means little investment 

As far as fixed investment is concerned, we see very little scope for a meaningful turnaround in 

fortunes. The government’s multi-billion-rand infrastructure drive (particularly in road, rail and 

ports) will remain a favourable backstop; sadly, the prospects for private-sector fixed investment 

seem as dire as ever. 

Business confidence recently slipped to near-crisis levels (Q4 2015: 36). Notably, confidence in 

all sub-sectors is back below the neutral level of 50. The BER’s survey showing the percentage 

of local manufacturers expecting the political climate to limit their ability to invest over the next 

12 months already spiked back to record levels last year: the latest figures reveal that more 

than 84% of manufacturers hold this view. Last December’s finance-ministry reshuffles cannot 

have helped matters. 

Chart 5: Confidence in South Africa’s policy environment is clearly lacking 
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Source: BER, BNP Paribas Securities South Africa 
 

Another major concern of ours is illustrated in the country’s capital account of the balance of 

payments. Foreign direct investment outflows from South Africa (ie, local firms investing abroad) 

have stepped up dramatically over the past two years, with a cumulative ZAR 202bn leaving 

local shores from the beginning of 2012 to Q3 2015 – nearly 60% of which has left in the past 

two years. This makes sense in the context of an increasingly negative output gap and 

increasing political and regulatory uncertainty, including the Protection of Investment Bill, more 

onerous and unclear empowerment quotas, and labour unrest. 

We see little by way of a positive breakthrough in any of the abovementioned constraints and, 

as such, see growth in gross domestic fixed investment (GDFI) tracking broadly sideways at 

1.1% in 2016. Private-sector fixed investment, therefore, will struggle to surpass levels it 

reached before the 2009 global financial crisis. We believe there are significant downside risks 

to this estimate, should the economic and political climate continue to sour. 

South African GDP growth to trough in 2016 

We expect the South African economy to grow by just 0.9% y/y in 2016, its worst performance 

since 2009. GDP growth is likely to pick up modestly in 2017, but at just 1.6% y/y it looks as 

though the economy will not close its negative output gap before 2018. We continue to see 

significant downside risks to our forecasts. 

Household consumption 
spending growth to slow 

Dire prospects for fixed 
investment … 

… as business confidence 
is in crisis 

FDI outflows at record 
highs in recent years 

 Little scope for 
improvement in GDFI 

GDP growth of 0.9% in 
2016 and 1.6% in 2017 
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The risk of a near-term recession has increased dramatically, in our view, with much dependent 

on the effects of a stronger USD, weaker commodity prices and building pressure on 

commodity-reliant emerging-market countries and currencies. 

Chart 6: Little scope for private fixed investment to pull itself out of the doldrums 
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Source: SARB, BNP Paribas Securities South Africa 
 

Monetary policy: A stagflationary bind 

As far as monetary policy goes, things are unlikely to get any easier for the SARB in 2016.  

The monetary policy committee’s decision to hike policy rates by a further 25bp in November 

2015 (taking its cumulative rate hikes to 125bp since January 2014), despite again lowering its 

GDP growth trajectory, highlights the central bank’s increasing discomfort over the inflation 

outlook and worries over financial stability and the currency. 

In particular, the more pronounced risks to the medium-term inflation outlook stem 

predominantly from food-price pressures, which are clearly starting to build as the country 

grapples with one of the worst droughts in more than two decades. This has seen maize 

production slip by more than 30% y/y in 2015 and is already showing itself in the agriculture 

PPI, with crops and horticulture prices up by 18.6% y/y in November and cereals and other 

crops by 42.4% y/y. Historically, it has taken four to six months for these pressures to show up 

clearly in CPI food prices, though the lag now seems to be slightly longer. 

Nevertheless, the country’s growing need to import maize (it is usually a net exporter) and a 

currency that continues to hit record lows against the USD suggest domestic food-price 

pressures will add to the SARB’s headaches in 2016. We see CPI food prices having climbed to 

5.5% by the end of 2015, peaking at just shy of 10.0% by Q3 2016 and will only see a slow 

moderation thereafter. 

The scope for electricity prices to rise by about 16% by July (as highlighted above) is also a 

cause for concern. The SARB has stated that it continues to pencil an electricity tariff increase 

of 12.2% into its inflation forecast for 2016. Should the energy regulator grant in favour of 

Eskom’s regulatory clearing-account application this year (as is our baseline assumption), then 

naturally this would keep its inflation trajectory stickier from Q3 this year, with the bank likely to 

struggle to bring CPI inflation back below 6% by year end, as our forecasts show. 

Of course, the moves in global Brent crude-oil prices will also play an important role in 

determining the extent of upside pressures on headline inflation in 2016. OPEC’s decision late 

last year to maintain its status quo on production, coupled with a consistently firm USD and 

generally still subdued demand for global commodity prices, has seen oil prices once again 

falter in the early weeks of 2016. In our view, there is little scope for a significant turn-around in 

supply and/or demand for at least the next six months – not to mention our expectation for the 

Financial stability and ZAR 
concerns for the SARB 

Food prices add to SARB 
headaches in 2016 … 

… as will higher electricity 
prices 

Weakening oil prices will 
provide a favourable offset 

The risk of a recession has 
increased markedly 
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USD to continue to gain ground against most currencies this year – which essentially means 

that there is little scope for an imminent turnaround in oil prices. This should help provide some 

favourable offset to domestic fuel prices (despite the weaker currency) for at least the first half 

of 2016, particularly in light of the stark pressure the rand is under at present. Though we see 

domestic fuel price CPI exiting deflationary territory in Q1 2016, we see scope for deflationary 

conditions in this component of the CPI to return in both Q2 and Q3 this year. 

As such, we see inflation averaging 6.0% in 2016 and 6.1% in 2017, in line with the SARB’s 

6.0% estimate for this year but higher than its 5.8% forecast for 2017. We continue to see a 

breach of the bank’s upper 6% inflation target in both Q1 and Q4 and, unlike the SARB, believe 

that a more sustained breach of its inflation target will culminate from early 2017. 

Chart 7: More rate hikes as inflation troubles escalate in 2016 
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Source: Stats South Africa, SARB, BNP Paribas Securities South Africa 
 

Naturally, our expectation for the rand to remain at historically weak levels through much of 

2016 means that core inflation is unlikely to slow much further from November’s level of 5.1%. 

We are broadly in line with the SARB in forecasting core CPI inflation to average 5.4% in both 

2016 and 2017. Lacklustre consumer demand – as is to be expected in an economy running a 

large negative output gap – therefore suggests that the bulk of inflation pressures in the 

economy are likely to remain exogenous in nature over the medium term. 

The question, therefore, is whether the bank is willing to look through these cost-push 

pressures, given that it has already delivered significantly more monetary tightening relative to 

many of its EM peers. We think the answer is no. This is supported by the bank’s decision to 

raise policy rates in November, despite having made further downward adjustments to growth 

forecasts while acknowledging that demand-driven price pressures remain contained and in fact 

lowering its near-term CPI inflation trajectory (albeit only slightly).  

Instead, we believe that the bank’s worries over financial-market stability and capital outflows to 

fund the country’s still sizable current-account deficit, along with still uncomfortably high inflation 

expectations (Q4 2015 average inflation expectations rose to 6.2% for both 2016 and 2017, 

according to the latest BER survey), will prompt it to continue along its path of monetary 

tightening.  

Of course, last year’s finance-ministry bungle has not done the SARB any favours. All eyes are 

now firmly fixed on key policymaking centres as investors look for reassurance that it remains 

business as usual for the previously untarnished ‘centres of excellence’ in South Africa’s 

monetary and fiscal policy circles. 

We had previously seen scope only for another 25bp rate hike in March 2016 and a further 

25bp hike in Q4 this year, as the bank looked to balance the upside risks to inflation with an 

CPI to average 6.0% in 
2016 and 6.1% in 2017 

SARB will continue to 
raise rates in 2016 … 

… thanks to ZAR and high 
inflation expectations 

We see a cumulative 75bp 
in hikes in 2016 

Weak ZAR means core 
inflation will remain sticky 
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increasingly lacklustre growth environment. However, the odds have tilted in favour of the SARB 

hiking later this month (28 January), thanks to the sharply weaker moves in the currency since 

the November monetary policy committee meeting, further concerns over worsening drought 

conditions (and the impact on domestic food prices) and further deterioration in inflation 

expectations. We now see scope for two 25bp hikes in both January and March and a further 

25bp hike in Q4. This would take the total cumulative rate hikes since January 2014 to 200bp, a 

stance the bank is still likely to view as relatively ‘accommodative’ if one considers the spread 

between real GDP growth and real policy rates.  

We also do not discount the fact that the recent sharp moves weaker in the currency could also 

prompt a more aggressive move from the central bank where it could opt to raise the policy rate 

by a more sizable 50bp later this month – although the bank would have to show a significant 

deterioration in its own inflation estimates to justify such a decision. In our view, a 50bp hike is 

unlikely to do much to quell the current deterioration in the ZAR, but it would be much more 

damaging to the economy from a consumption standpoint. 

Market pricing as per forward rate agreements (FRAs) currently indicate about 40bp in hikes by 

end-January, 75bp in hikes by end-Q1 and around 165bp in cumulative rate hikes over the next 

12 months – the latter in particular, we believe, remains overzealous in light of the weakening 

domestic growth outlook.  

Chart 8: Market pricing in strong rate hikes over the next 12 months on ZAR concerns   
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Source: Bloomberg, BNP Paribas Securities South Africa 
 

Little reprieve for the ZAR 

It seems there is also to be little solace for the rand. After ending 2015 as the third-worst-

performing emerging-market currency (−25.2% against the USD), behind the Brazilian real 

(−32.9%) and Argentine peso (−34.55), the rand continues to hit record lows against the dollar. Its 

performance in the first few weeks of 2016 has been less than ideal, with the currency already 

having shed 7.0% in value against the USD; it is the world’s worst-performing currency in the year 

to date. Currently, we estimate that the ZAR is more than three standard deviations below its long-

term mean against the USD and about 2.5 standard deviations below its historical average on a 

real effective (trade-weighted) basis. 

A combination of jitters in the aftermath of December’s finance ministry shake-up, growing 

speculation over an imminent sub-investment-grade rating for South Africa, concerns over a 

larger-than-expected Chinese economy slowdown and a relentlessly firm USD are all factors at 

play in pushing the ZAR weaker. 

Sadly, the near- to medium-term outlook for the rand looks bleak: the US Federal Reserve seems 

intent on raising policy rates ‘gradually’ throughout 2016, Chinese policymakers already this year 

have again significantly lowered the yuan’s reference rate to weaken its currency (it already burnt 

through another USD 120bn in reserves in December to keep its currency from depreciating 

further) and the macro picture domestically, and in EM more generally, is deteriorating. 

 FRAs remain overzealous 
in rate hike expectations 

Near-to-medium term 
outlook for ZAR is bleak 

Weak China, firm USD and 
politics push ZAR lower 

50bp rate hike in January 
remains a possibility  
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Chart 9: ZAR historically weak against USD and in trade-weighted terms 
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Source: Bloomberg, BNP Paribas Securities South Africa 

 

Although by historical standards the rand looks to be significantly ‘undervalued’, the fundamental 

picture for the currency indicates otherwise. We are not expecting much deterioration in the 

current-account deficit this year, as low oil prices and weak domestic demand should help to keep 

a lid on the trade deficit amid falling commodity export receipts and weakening terms of trade. 

However, South Africa’s current-account deficit is likely to remain structurally high at about 4.3% of 

GDP in 2016 after an estimated 4.1% shortfall in 2015. The external financing requirement is 

therefore not negligible and, in the face of already weak foreign direct investment (FDI) inflows and 

record FDI outflows (as alluded to earlier), much of the financing of this deficit will rely on portfolio 

investment. 

The significant sell-off in local fixed-income markets in the first half of December following the 

surprise removal of the finance minister saw about ZAR 9bn in net foreign outflows from the local 

bond market and about ZAR 4bn from equities. 10-year bond yields also climbed by as much as 

155bp after the announcement and the ZAR weakened accordingly. Nevertheless, total net 

portfolio flows into South Africa for the year as a whole still managed to end the year in the 

positive, at ZAR 7.4bn from just ZAR 300mn in 2014. The outlook for 2016 looks as precarious as 

ever: equities have come under renewed selling pressure, in light of China-related concerns, and 

investors remain extremely hesitant to climb back into South African fixed-income assets, because 

of both uncertain global and domestic economic and political considerations. 

One ‘silver lining’ for the currency this year, however, could be some forced repatriation of offshore 

investments/monies owing to regulations that domestic financial institutions can hold only up to a 

maximum of 40% of their assets offshore. Undoubtedly, the severe weakness observed in the 

rand since the latter part of last year will mean that some of these limits would already have been 

breached. We will thus be keeping a close eye on the income account in the balance-of-payments 

numbers for both Q4 2015 and Q1 2016 to see how this plays out over the coming months. 

Indeed, the SARB’s latest quarterly international investment position (IIP) statistics for Q3 2015 

already reveal that the volatility and decline in domestic and global equities, as well as the 

significant deterioration in the ZAR, resulted in the country’s first positive net IIP since 1956. 

The combination of clear dichotomies being felt in global monetary policies and the ‘China effect’ – 

a weakening yuan, lower Chinese purchasing power for commodities and a stronger USD – is 

likely to crimp global risk appetite and keep the more vulnerable EM currencies such as the ZAR 

volatile and on the back foot through 2016. We think the ZAR is currently in ‘overshooting mode’ 

and will find some stability come mid-Q1 once some of the dust settles surrounding the Treasury 

debacle, when liquidity improves and when rate hikes begin to kick in again. We see the USDZAR 

averaging 16.55 in 2016 and ending the year at 16.70. 

Weak terms of trade to 
keep C/A deficit elevated 

Portfolio outflows are also 
feeling the pinch 

 Offshore allowance rules 
could help ZAR 

Crimped risk appetite to 
keep ZAR on the backfoot 
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Chart 10: Strong USD, weak commodity prices and higher bond yields to keep ZAR weak 
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Source: Bloomberg, BNP Paribas Securities South Africa 
 

Fiscal: Picking up the pieces 

As far as fiscal policy is concerned, picking up the pieces in the aftermath of December’s 

finance-ministry fiasco would probably be the country’s biggest feat in 2016. 

All eyes will immediately be on the February national budget where the ‘new’ finance minister, 

Pravin Gordhan, will have his work cut out quelling fears of increased political meddling within 

the country’s fiscal framework. 

The previous finance minister, Nhlanhla Nene, presented a slightly worse budget-deficit 

consolidation profile in his October medium-term budget policy statement than he had back in 

February. This came on the back of significant downgrades to Treasury’s macro assumptions. 

Its latest forecasts assume GDP growth of 1.5% in 2015, 1.7% in 2016 and 2.6% in 2017 – all of 

which we still deem to be far too optimistic. Nevertheless, the Treasury affirmed its commitment 

to expenditure ceilings, showed much more hostility to public-sector wage rises, stuck to its 

guns on the ‘deficit neutral’ financing of state-owned enterprises and maintained its stance of 

narrowing its primary budget deficit to near-neutral territory over the medium term. We expect 

Mr Gordhan to affirm these commitments strongly next month. 

Chart 11: Debt-service costs to remain fastest-growing expenditure item 
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Tackling the consistent deterioration in government debt metrics will most likely prove to be Mr 

Gordhan’s toughest challenge, given that the fastest-growing line item within the government’s 

expenditure framework over the medium term is government debt-servicing costs. Bond yields, 

which are now about 100bp higher than observed in early December, coupled with the strong 

likelihood that Treasury will have to make yet more downgrades to its GDP growth estimates by 

February will only add to this daunting task. 

Minister Gordhan’s appointment raises the likelihood of a VAT increase 

The spotlight will therefore be firmly on Mr Gordhan to prove that the Treasury can maintain a 

strong sense of independence, is free from political meddling, and remains resolute in its 

commitment to deficit consolidation. The Treasury’s latest revenue estimates leave little room 

for manoeuvre, however – particularly in light of our view that growth will far undershoot what 

the Treasury put forward in October last year.  

In our view, Minister Gordhan’s only way around this is by raising taxes again in February. 

Throughout 2015, the Davis Tax Commission (DTC) produced various interim reports on VAT, 

estate duty, mining and carbon taxes. Its report and recommendations on VAT are particularly 

pertinent going into this year’s national budget, considering the grave need for the country to 

broaden its tax base. The conclusions and recommendations drawn from the DTC report are 

summarised as follows. 

 An increase in the present standard rate of VAT (14%) would be somewhat inflationary in the 

short run, while an increase in personal or corporate income tax rates would be less 

inflationary. 

 While there would be a negative impact on real GDP and employment (particularly in the short 

run), the impact of a VAT increase would be far less severe than that of a rise in personal 

income tax or corporate tax. However, an increase in VAT would have a greater negative 

impact on inequality than an increase in income or corporate taxes. 

 More generally, an increase in VAT is “less distortionary” than an increase in direct taxes. 

 “Should it be necessary to increase the standard rate of VAT, it would be important for the 

fiscal authorities to think carefully about compensatory mechanisms for the poor who will be 

adversely affected by the increase”. These could be in the form of increased social grants or 

the strengthening of the school nutrition programme. 

 For ‘illustrative’ purposes, the DTC found that a 3% rise in the VAT rate would generate an 

additional ZAR 45bn in revenue a year. In order for income tax and corporate tax to generate 

the same level of revenue, their tax rates would have to be raised by 6.1pp and 5.2pp 

respectively. 

We have said before that a VAT increase would probably be the most efficient and effective 

mechanism to generate a broader tax base for the country. Nevertheless, we previously 

deemed a VAT hike unlikely in the 2016/17 financial year, given the already evident pressure on 

consumers, a weakening economy and our view that a VAT increase would be deeply 

unpalatable in a local-government election year. Things are a little different now when it comes 

to the ‘politics’ of the up-coming budget.  

We do not believe Minister Gordhan would have agreed to retake the top job in the finance 

ministry without a clear promise of autonomy in setting fiscal and tax policy. Mr Gordhan took a 

hard line when he was finance minister previously (May 2009 to May 2014), so we are 

expecting the minister to come out even more doggedly in pursuit of sustainable fiscal policy in 

next month’s budget. For this reason, we now think that a modest increase in VAT (probably by 

1pp to 15% for the moment) is more likely than not, next month. This would help to slowly 

broaden the government’s revenue base, generating an estimated ZAR 15bn a year in 

additional tax revenue. At the same time, it should have a relatively limited impact on an already 

weak economy and uncomfortable inflation picture.  

Table 3 highlights the macroeconomic impact of an increase in VAT compared with similar 

increases in personal and corporate income taxes as per the DTC findings. Though inequality 

A VAT increase now 
seems likely in 2016 .. 

… in spite of how 
politically unpalatable 

Negative impact of VAT 
less pronounced … 

Tackling debt metrics will 
be a big challenge 
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increases marginally with a VAT increase, the negative economic implications for GDP are far 

less pronounced, in fact showing that some sectors (mining and services) actually stand to 

benefit in contrast to equivalent increases in income tax and corporate tax. 

Table 3: Macro and fiscal impact of an increase in VAT vs similar increases in PIT & CIT 

% deviation from baseline VAT PIT CIT 

Fiscal impacts    

Total direct tax revenue -0.91 8.83 8.29 

Total indirect tax revenue 11.56 -1.32 -1.25 

Total tax revenue 4.28 4.32 4.05 

Macroeconomic impacts    

Real GDP -0.65 -1.44 -2.64 

Agriculture -2.0 -3.2 -2.7 

Mining 1.1 -1.8 -6.8 

Manufacturing -3.3 -4.2 -6.7 

Other industry* -2.5 -4.1 -11.9 

Services 0.06 -0.12 0.03 

Welfare    

Household expenditure -1.83 -5.80 -3.13 

Inequality** 0.013 -0.145 -0.022 

Source: Davis Tax Commission first interim report on VAT- December 2014, BNP Paribas Securities South Africa 

*Includes electricity, water and construction; **The ratio of expenditure of the richest 10 versus the poorest 40 percent 

As recommended by the DTC, however, any increase in VAT will most likely be supplemented 

with modest increases in social grants and/or ‘social upliftment’ programmes. In the event of a 

VAT increase, we would also not be surprised to start hearing more about accelerated 

implementation of a national minimum wage. 

Tax buoyancy ratios (the ratio of growth of a revenue stream to the growth of its underlying tax 

base) are undoubtedly factors that the National Treasury would have to consider before 

implementing such a far-reaching tax change. In its 2015 medium-term budget, the Treasury 

indicated that it expected VAT revenue buoyancy to remain stable from a FY15/16 estimated 

level of 1.10% over the medium term. According to the Treasury, VAT currently has the second-

highest buoyancy ratio after personal income tax (1.30%) and is significantly higher than the 

depressed buoyancy ratio for corporation tax (0.34%). With corporate tax-revenue collections 

already under a great deal of pressure and rises in income tax announced in last year’s budget, 

we think the implementation of a modest VAT hike is the next logical (and necessary) step to 

generate a more sustainable revenue source for government coffers. 

Chart 12: South Africa’s tax buoyancy history and forecasts by revenue source 
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Unfortunately for Minister Gordhan, February’s budget is going to be a case of ‘damned if I do 

and damned if I don’t’. The Treasury indicated in the 2015 February budget that policymakers 

have been considering this for quite some time: “since VAT is directed at consumption, it is 

regarded as more efficient than other taxes with a less damaging impact on long-term economic 

growth”. Regardless of the political pain a VAT hike might inflict on the ANC in a municipal 

election year, we think the Treasury will consider it a bitter pill that the country has to swallow. 

A downgrade into ‘junk’ still more likely than not in 2016 

A rise in the VAT rate and an unequivocal promise to keep a tight rein on state finances will go 

a long way to allay ratings agencies’ concerns about South Africa’s fiscal sustainability, but we 

still think that there is a better-than-evens chance that the country will be downgraded into ‘junk’ 

bond status by at least one rating agency by December this year. The market seems to agree, 

with our model of five-year sovereign CDS deviation from an estimated implied spread (based 

on current average ratings given by Moody’s, S&P and Fitch) indicating that South Africa is the 

next country after Brazil looking likely to meet sub-investment-grade credit. 

Government bond yields, which seem hesitant to move back to ‘Nene-gate’ levels, will mean 

that at current yields, government debt-servicing costs have already risen by more than 

ZAR 1.5bn a year and, as speculation of a downgrade to sub-investment grade builds, will move 

higher in the months to come. Couple this with our view that the National Treasury still has 

excessively optimistic macro estimates (and hence tax-buoyancy assumptions, particularly for 

income tax and corporate tax), and we see South Africa debt levels continuing to deteriorate to 

beyond 50% of GDP by 2017. 

Add in the government’s contingent liabilities – in particular, its still sizable government 

guarantees available to a number of state-owned enterprises – and its debt metrics move closer 

to 60% of GDP. Worries over South African Airways as a viable going concern are already 

flaring up again, with its credit facilities having recently been cut and the airline undoubtedly 

needing to apply for further government support in 2016.  

As we have previously discussed (South Africa MTBPS: Frugality falling short, 21 October 

2015), South Africa’s rising debt challenges clearly stand out among its EM peers.  

Therefore, the damage has already been done, in our view. Amid a backdrop of a deteriorating 

economy, we see little way out of South Africa’s ‘debt trap’. We expect S&P to downgrade 

South Africa’s long-term foreign-currency rating to BB+ at its 2 December review, a position it 

last held in 1995. 
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Chart 13: South Africa next in line for ‘junk’ bond status  Chart 14: Below investment grade by year-end? 
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Table 4: South African economic and financial forecasts 

 Year 2015 2016 

 13 14 15(1) 16(1) 17(1) Q1  Q2  Q3 Q4(1) Q1(1) Q2(1) Q3(1) Q4(1) 

Components of growth              

GDP 2.2 1.5 1.3 0.9 1.6 2.2 1.3 1.0 0.5 0.4 0.9 1.1 1.1 
Private consumption 2.9 1.4 1.5 1.1 1.5 1.6 1.7 1.5 1.4 1.1 1.0 1.1 1.2 
Fixed investment 7.6 -0.3 1.0 1.1 1.5 -0.2 1.3 1.7 1.1 0.9 1.0 1.2 1.2 
Exports 4.6 2.6 9.7 2.6 3.0 6.2 14.0 11.2 7.4 5.2 2.0 1.5 1.6 
Imports 1.8 -0.4 4.9 1.6 2.1 5.0 6.8 4.4 3.4 0.3 2.3 1.7 2.0 
Inflation              

CPI 5.8 6.1 4.6 6.0 6.1 4.1 4.6 4.7 4.9 6.1 5.5 5.9 6.5 
CPI(2) 5.4 5.3 5.1 6.4 5.6 4.0 4.7 4.6 5.1 6.1 5.4 6.3 6.6 
Core CPI(2) 5.3 5.7 5.2 5.4 5.5 5.7 5.5 5.3 5.2 5.3 5.3 5.4 5.4 
External trade              

Trade balance (USD bn) -7.1 -6.4 -1.9 -4.6 -4.6 -1.4 0.3 -0.3 -0.5 -1.1 -1.1 -1.1 -1.2 
Current account (USD bn) -21.1 -19.1 -13.1 -13.0 -13.8 -3.9 -2.6 -3.2 -3.4 -3.1 -3.2 -3.2 -3.5 
Current account (% of GDP) -5.8 -5.4 -4.1 -4.3 -4.5 -4.7 -3.1 -4.1 -4.5 -4.0 -4.3 -4.2 -4.5 
Financial variables              

General govt budget (% of GDP) -4.4 -4.4 -4.3 -4.2 -4.0 - - - - - - - - 

Primary budget (% of GDP) -1.6 -1.4 -1.3 -0.8 -0.6 - - - - - - - - 

General govt debt (% of GDP) 43.9 46.8 49.4 49.5 50.6 - - - - - - - - 

Interest rates and bonds(2) 13 14 15(1) 16(1) 17(1) Q1  Q2  Q3 Q4(1) Q1(1) Q2(1) Q3(1) Q4(1) 

Policy rate (%) 5.00 5.75 6.25 7.00 7.00 5.75 5.75 6.00 6.25 6.75 6.75 6.75 7.00 
3-month rate (%)  5.22 6.13 6.63 7.40 7.40 6.10 6.14 6.31 6.63 7.15 7.20 7.20 7.40 
5-year bond (%) 7.18 7.43 9.41 9.80 10.00 7.30 7.93 8.07 9.41 9.20 9.30 9.50 9.80 
10-year bond (%) 8.24 7.96 9.76 10.15 10.35 7.80 8.27 8.44 9.76 9.50 9.65 9.85 10.15 
FX rates(2)              

USDZAR 10.47 11.57 13.70 16.70 16.40 12.13 12.17 13.85 15.47 16.50 16.50 16.50 16.70 

Source: Stats South Africa, National Treasury, SARB, BNP Paribas Securities estimates;  (1) forecast (2) end period; figures are y/y % changes unless otherwise 

indicated 
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Political outlook: Crash and … burn or bounce? 

Backdrop 

A collision between political and economic cycles and trends creates a South African 

investment environment as negative as anything we have seen since 1994. The underlying 

tension is between, on the one hand, growing popular demands for redress and/or government 

assistance and, on the other, the government’s diminishing ability to meet these demands while 

sticking to its fiscal commitments – and being tempted towards populism. 

The government is, in our view, caught between the hammer of negative global impacts and the 

anvil of its own mistakes and misdemeanours. The degree of risk has led us to conclude that 

2016 is likely to be the most risky and negative period for investing in South Africa since 1994. 

The Nene firing 

Within five days in December 2015, President Jacob Zuma fired Nhlanhla Nene as finance 

minister, appointed the little-known David (Des) van Rooyen to replace him and then, following 

market disruption, axed Mr van Rooyen and reappointed Pravin Gordhan to the post. Our 

reading of the affair was that the government wanted to hold the purse strings more directly 

rather than have the budgetary process controlled by a strong, independent and disciplinarian 

National Treasury. The ANC perhaps felt it needed to move control of the Treasury to the centre 

of government if it was to be able to direct state spending to its political priorities more 

effectively. Mr Nene had, we believe, caused irritations by standing in the way of President 

Zuma’s pet projects and his relationships with his clients inside and outside the state. 

South Africa has built, stone by stone, an edifice of macro-economic stability and respectability 

in a world that was not always generous with the trust it was prepared to grant to the new 

‘liberation’ government of the ANC after 1994. That carefully built and shepherded reputation 

was shattered on 10 December. The appointment of Pravin Gordhan to the post just four days 

later will go only part way to reclaiming some of that reputation. Much depends on his actions 

and stance in the year ahead – in particular, we await what will probably be a markedly austere 

February budget, including tax increases. Mr Gordhan will need to fight to fend off the probable 

ratings downgrades arising from Mr Nene’s firing in the first place, as well as from the objective 

economic pressures the country is under. 

In defences of his actions, President Zuma and his allies have expressed dismay at the brutal 

market response to the Nene axing. Some suggested that the selloff of the ZAR and bank 

stocks and the spike in bond yields were due to a lack of support for the president from ‘big 

business’. Mr Zuma has consistently seemed to be ignorant of how financial markets operate. 

There is a significant portion of government – apparently evident in the president’s thinking – 

that has explicitly rejected or refused to acknowledge the disciplines of global capital markets. 

Behind this, we suspect, is the growing popularity of the idea that, unlike when liberation 

occurred in 1994, the global monetary system has shifted towards China and the yuan – and 

that China would be a supportive lender if South Africa runs into trouble. The centrality of this 

idea to the ANC-led government is the most serious single political risk we identify for 2016. 

Radical phase of transition: economic emancipation and populist pressures 

In our view, the attempt to ‘get hold’ of the Treasury was also an attempt to hold up spending 

levels on social assistance and public employment and thereby hold off the growing attack from 

‘the left’ or the ‘radical populists’ – most obviously represented by the Economic Freedom 

Fighters (EFF). This is in the context of the local-government elections to be held across the 

country between May and August this year. 

We expect Finance Minister Gordhan to hold the line on the budget, with the more populist 

stance that the opposition has forced on the ANC likely to be pursued through more vigorous 

industrial policy, more demanding ‘transformation’ targets (namely, continuing the shift from 

apartheid-era minority dominance of government and business), more serious consequences 

for enterprises that miss such targets, tougher application of tools to force compliance 
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(licencing, frequency allocation, labour law and other regulatory requirements) and more vague 

consideration of nationalisation as a potential strategy to ‘spread the love’. 

Among the policy shifts that are indicative of this thrust is a national minimum wage, which will 

be implemented this year, with the levels yet to be decided. There is also widespread talk of 

moving more decisively to implement a national health-insurance scheme, although there is no 

clear view of how this will be funded. In addition, university education is likely to be at least 

more heavily subsidised by government and/or private spending in future. What cannot be 

funded from the public purse will probably be extracted from the private sector using the myriad 

mechanisms the ANC government has at its disposal. The costs to economic growth are 

obvious. 

But will this be enough to appease the demand for redress? 

The short answer is ‘no’. The ANC is beset on all sides by popular demands and grievances – 

and continues to suffer powerfully fragmentary internal forces. Perhaps the most debilitating 

feature affecting the arsenal at the disposal of the ANC for public redress and service delivery is 

the epidemic of corruption and the ubiquity of patronage networks throughout the state, 

government, state-owned enterprises and ruling party. 

Clear dominance via patrimonialism, clientalist networks, the exchange of the opportunity to 

extract rent, or actually to loot state and parastatal budgets, creates a powerful and stable 

political centre, with strong internal loyalties and bonds. This is essentially what has held the 

dominant faction in the ANC so powerfully in place since the rise of Jacob Zuma from late 2007.  

It is also what has contributed to the gradual deterioration of social and economic infrastructure, 

the ineffectiveness of state spending, poor service delivery and growing dissatisfaction of 

various layers of groups and individuals – some members of the ruling alliance and provinces of 

the ANC, the opposition parties, a defecting middle class, the new intelligentsia and the poorest 

and most marginalised citizens.  

Governance or economic policy formulation are unlikely to be improved in an environment of a 

stable (ossified) central ANC faction in control, with fragmentation in all the provinces of the 

party and among its alliance partners and an increasingly unstable country. Widespread unrest 

would be likely to scare off investors. 

Municipal elections – ANC wake-up call or hike in hostilities 

These elections are the landmark feature of the year, a huge undertaking, involving eight 

metropolitan areas, 44 district municipalities, 226 local municipalities, thousands of candidates, 

about 40 political parties and about 14 million voters. 

For the first time, the probity and independence of the electoral authority has been brought into 

question. There have been several interlocking scandals and the appointment of a chief 

electoral officer with an uncomfortably close relationship with President Zuma. There are no 

greater predictors of generalised unrest or instability than a public loss of faith in the electoral 

authority and a belief that the result might be compromised by cheating. 

Even low political office has too often become associated with economic advantage, especially 

as far as council budgets are concerned. As a result, the process to select council candidates to 

hold office at the local level can become intense and even violent. We believe all parties will 

experience some of these difficulties, but the ANC has flagged them as major risks. 

The ruling ANC is facing its most significant challenge since 1994. It is uncertain how the party, 

its supporters and members might respond. South Africa has not yet had to deal with an ANC 

that feels beleaguered from all sides, losing political support in an environment where economic 

growth and revenues are under pressure. Would the party leave office without a fuss in the 

increased number of councils we expect it to lose? 

We think – on available information – that the EFF is more likely to align with the Democratic 

Alliance (DA) against the ANC than the other way around. We do not see the EFF aligning with 

the ANC while Mr Zuma remains party president. Because coalitions will probably feature more 

strongly in this election than previously, this specific question is important. 
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Elections are inherently times of raised political risk. South Africa, however, does not have any 

opposition political parties with whole sets of new policies waiting to replace the party of 

government. This is partly because this is a ‘local government’ not a ‘national government’ 

election, but it is also because there is a seam of stability in South African politics that exists 

because of the comfortable (if falling) majority the ANC enjoys. The real risk lies in the ANC 

panicking if it believes the electorate is slipping away to the left. Such panic could lead to 

radically populist policies deeply hostile to economic growth. 

Would a poor result for the ANC set things right and cause renewal in the party? 

There is an idea that a significantly poor result for the ANC in the municipal elections – say 54% 

or so – would scare the ANC into reconsidering its policies and leadership, causing Mr Zuma to 

be quietly pushed aside, perhaps into early retirement, and the party to tackle corruption and 

delivery performance. This might be brought about by those who banded together and forced 

Zuma to withdraw from his decision to replace Mr Nene with Mr van Rooyen. 

However, the Zuma faction is well entrenched. A strong and well-stated view argues the reverse 

of such assumptions or hopes (see Rand Daily Mail, 1 December): essentially, it argues that Mr 

Zuma is likely to seek a third term as ANC president at the national elective conference in 2017, 

something the ANC conference allows him to do even if tradition is less supportive. From this 

position, the argument continues, Mr Zuma and his backers, having undermined key oversight 

mechanisms (Public Protector) and the criminal justice system itself (the National Prosecuting 

Authority) would be able to control a weak presidency of his ex-wife Nkosazana Dlamini-Zuma 

from 2019. The motivation suggested in such a scenario is that Mr Zuma is seeking to avoid 

legal action over alleged graft and to perpetuate his circle’s access to state tenders and other 

financial benefits. 

The uncertain upside risk that the ANC responds well to electoral setbacks would be likely to be 

the more market-friendly scenario. The downside risk that the ANC improves its performance or 

shrugs off any declines and strengthens and extends the incumbent faction’s hold on the party 

would be likely to be characterised by increased macro-economic uncertainty, more likely rating 

downgrades and an escalation of risk. 

Growing urban black middle-class versus ‘traditional leaders’ in rural areas 

The ANC’s political dominance makes it important to follow its complicated internal politics. 

Much of the major social debate and political contestation takes place within the ANC rather 

than between the ANC and other parties. Even this contestation appears to be limited by the 

ANC ‘chasing’ the EFF’s constituency by becoming more populist. 

Two major trends are conflicting within the party. Essentially, President Zuma’s circle appears to 

be increasingly reliant on support from traditional leaders and traditional rural society as a 

bolster against loss of political support from urban areas. ‘Traditional leadership’ includes 

vestiges of Apartheid structures set up by the National Party that attempted to recruit existing 

‘real cultural and historical processes’ as so-called Homeland or Bantustan bureaucracies to 

justify an argument that Africans were politically represented in the pseudo-states.  

An almost opposite process is happening in the country’s urban industrial heartland of Gauteng, 

where the rapidly growing African middle class is becoming a major political force and is 

showing significant signs of defecting from Mr Zuma’s traditionalist version of the ANC owing to 

perceptions of patronage networks, ‘big man’ politics and tendency to corruption. 

These divisions help pit various provinces of the ANC against each other and are likely to 

deepen as the demographics shift. 

The black middle class is a powerful potentially modernising force on South African politics, as 

well as having a myriad other social impacts. Our basic contention is that the black middle class 

and the on-going processes of urbanisation will, in the long run, promote moderate forces within 

the ANC – the forces that forced Mr Zuma to back down in December’s market-disrupting 

events at the National Treasury. We do not expect the positive impacts from demographics to 

play themselves out during the forecast period, however. 
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