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The Real Economy Bulletin is a TIPS reviey
guarterly trends, developments and dain the
real economy, together with a comprehensi
analysis of the main manufacturing industrie
and key data in Excel format*.

GDP growth

{ 2dzi K | FNA Ol @iestibh&ted).586
in the first quarter of 2018 although the
estimated decline maybe overstated for
technical reasons The contraction partially
offsetthe gains in growth experienced in the Ia|
three quarters of 2017.

The first quarter of 2018 saw the econon]
shrink over the previous quarter partially
offsetting the gains in growthxperienced in the
last three quarters of 2017see Graph 1)That
period of growth represented the most stabl
and prolonged period of growthreported since
2014.

GDP estimates have shown negative growth
the first quarter in the past three years, with th
0,5% fall reported in 2018 following falls of 0.2
and 0.4% in the first quarters of 2016 and 20
respectively. This pattern appears to refle

difficulties inmanaging the seasonal adjustment

of the GDP estimates. Together with a ve
unusual petroleum export in late 2017 and th
impact of the drought on harvests in th
Western Cape, that suggests that the decline
the GDP in the first quarter of 2018, andeth
growth in most of 2017, may have be¢g
exaggerated.

*Available atwww.tips.org.za/
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Graphl: GDP growth, quder on quarter in constant 2010 prices (seasonally adjusted
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Source: StatsSBDP quarterly figures. Excel spreadsheet downloaded www.statssa.gov.za in June 2018

At a sectoral levahe strongrecovery in agricultural sector growth in 2017 through the end of
the 2015/16 drought was patrtially offset by &.7%decline inreported growth between the

fourth quarter of 2017 and the first quarter of 2018. This wassumablyattributable to the
drought in the Cape areas, which affed wheat and citrus harvesia the first quarterof
2018.The seasonal variation in the data suggestd tha increased frequency and intensity of
droughts since 2014 have generally made it harder to undertake seasonal adjustments of GDP
estimates.

The manufacturing sector grebwy 0.2%in the year to thefirst quarter of 2018 but shrank
1.6% in the firstquarter of 2018compared to the fourth quarter of 2017The decline in
manufacturing occurred on the back of declining demand and exports in the first quarter of
2018. Mining expandedby 2.8%in the year to the first quarter o2018. Itcontracted some
2.6%in the first quarter of 2018however,mostly due to problems in platinum and the steel
value chain

The construction sector withessed a continued decline of Gmfthe year to the first quarter
of 2018and shrankby 0.5%rom the final quarter of 20170 the first quarter of 2018.

A decline in government services contributed 10% to the reported fall in the GDP in the first
quarter of 2018, reflecting the impact die currentausteritypolicy.
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Graph 2: GDP by sector, year to first quarter
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Note: (a) seasonally adjuste8Hource: StatsSA GDP quarterly figures. Excel spreadsheet downloaded
www.statssa.gov.za in June 2018

The share ofhe real economyin GDFhasremainedat justbelowthe 28% mark over the past
three years, with the relativehares of the each of the real economy sectors remaining almost
the samein that period (see Graph 3)Mining fell from 2011, when the commodity boom
ended, to 2015, and then itshare stabilised at around 8%; manufacturing also stabilised,
although its shre shrank slightly in 2018; and construction continued the decline of recent
years. The recovery in agricultuneas evident fromthe increase in its share in the GDP from
2,4% in 2016 and 2017 to 2.5% in 2018, partially offset by the dedlieeto the Wetern
Cape drought ihe first quarter of 2018.

Graph 3 Share of the real economy sectors in the GDP, year to first quarter
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Source: StatsSA GDP quartéidures. Excedpreadsheet downloaded from www.statssa.gov.za in June
2018
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On the expenditureside of the GDP estimatbpusehold expenditure was the principal driver
of growthin the year to the first quarter of 2018eaching 2.8%see Graph 4)Government
expenditure grew by arelatively low 0.7% over that time perigda significant slowdown
compared to the 1.6% growth experienced in the year prior, indicative of fiscal consolidation.

Expenditure on exportgrew0.2%, reflecting lower growth compared to previous yehrshe
first quarter of 2018, expenditure on exports fell by 1.1%. In the squaeter, the reported
value of exports dropped due to a highly unusual Rilldon export of petroleum in the final
quarter of 2017 As discussed in the briefing nad@ page 6 on the GDP estimates, this once
off exportwasequal in size to around two nmths of petroleum importsand not in line with
{2dziK ! TNRAOI Qa yBExpedditufe oriiifNdor® §rewt By 8% &etIheé past year,
overcoming the 3% decline between 2016 and 2017.

Graph 4 Change in expenditure on the GDyear to firstquarter
and fourth quarter 201 7o first quarter 2018
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Note:(a) seasonally adjustedot annualisedSource: StatsSA GDP quarterly figuEe®el spreadsheet
downloaded from www.statssa.gov.za in June 2018

Production data reveal that agriculturautput declinad in the first quarter of 2018, after a
sustained recovery in 2017 from the 2015/16 drougéee Graph 5)As indicatedthis was
presumablyattributable to lower than expected harvests in the Western Cape.

Manufacturing output also experienced a declinethe first quarterof 2018 after growth in
2017, although it remained higher than a year earligtining continued its fall from its most
recent peak in the third quarter of 2017, falling in the fourth quarter of 2017 and continuing
this decline in thefirst quarter of 2018.The construction sector saw continued declines in
production in the first quarter of 2018 from the fourth quarter of 2016.

e
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Graph 5 Index of volume of quarterly production by sector (2011=100)

130

125

Agriculture
120
Minin
8 115 - 9
" ==Manufacturing
= 110
o
N —e-Construction
5 105 -
-@-Other
100 -

95 4

90

1|2|3|4
2016

1|2|3|4
2015

1|2|3|4
2014

1|2|3|4
2013

1|2|3|4
2012

1|2|3|4 1|2|3|4J1L
2011 2017 201

Source: StatsSA GDP quarterly figukesel spreadsheet downloaded from www.statssa.gov.za in June 2018

Manufacturing sales increased by 1.9% constant 2018 rand) between the first quarterk
2017 and 2018, while experiencing a decline of 1% in the last qu&ten the past year,
growth was sharply divided by sector. Three large industries vpeirecipallyresponsible for
growth: food and beveragesvhich saw sales growth of 7.1%; transport equipment (8.2%);
and metals (1.9%)Smaller industriesncluding machinery and appliances; glassl non
metallic mineral products; and other manufacturing groups saw growth rates of between 1%
and 9.6%. The other manufacturing industriesake, petroleum products and nuclear fuel;
publishing and printing; electrical machinery; clothing and footweaypd and paper; radio

and ICT equipment; and furniture) all saw falling sédes Graph 6

Graph 6 Manufacturing sales in constant (20)8and(a),
first quarter 2010, 2015, 2017, fourth quarter 2017 and first quarter 2018
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Note: (a) Deflated wittCPI rebased to first quarter 2018ource: StatsSA. Manufacturing volume and
sales. Excel spreadsheet. Downloaded in May 2018
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Employment

Employment in the real economy declined by 1.1% between the first quarters of 2017 and
2018 although totalemployment climbed b$.2% Manufacturing employmergxpandedbut
agriculture, construction, utilities saw losses in employment comgarad/ear earlier.

Employment in the real economigxcluding mining which is captured in a different series)
grew by 2% ©0000 jobs) from 4.18 million jobs to 4.27 million jobs between the fourth
quarter of 2017 and the first quarter of 201&mployment in the real economy was
nonetheless 4@00 lower in the first quarter of 2018 than it was in the first quarter of 2017
(see Graph )/

Graph7: Employment by sector, first quarter
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SourceStatsSA. QLFS trends 20@818Q1. Downloaded from www.statssa.gov.za in May 2018

In the last quarter, manufacturing and construction employment each increased by 3%
(58000 jobs inmanufacturing and 4000 in construction). In contrast, agricultural and
utilities employment declined by 0.3% @80 jobs) and 4% @00 jobs), respectively. These
developments appear to be seasonal, with similar patterns in the first quarter of 201m. Fro
quarter one in 2017 to 2018, agriculture declined by 3% (28 000 jobs); manufacturing
increased by 3% (5%00 jobs); utilities declined by 2% @20 jobs); and construction declined

by

5% (75000 jobs).

Manufacturing employment continued to recoveraf hitting a low point in the first quarter
of 2016, as Graph 8 shows. In the two years to the first quarter of 2018 it climbed [§0Q38

jobs, partially reversing the loss of 4000 jobs from 2010 to 2016n the year to first quarter
2018 manufacturig employment increased by 3%, or 59 000 jobs.
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Graph8: Index of manufacturing and other employment
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Source: StatsSA. QLFS trends 2@04.8Q1. Downloaded from www.statssa.gov.za in May 2017

Graph 9 disaggregates employment by manufacturing subsector. In the year to the first
quarter of 2018, the bulk of new employment emerged in machinery and equipment and
clothing, textiles and footwear. Together, these industries generated almo808hetnew

jobs in the year to March 2018, continuing a thwgsar recovery. Metals and metal products
saw a small uptick after years of shrinking employment, while furniture remained in a long
term decline. The other manufacturing industries were essentiadliglst

Graph 9: Manufacturing employment by industry
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Source: StatsSA. QLFS trends. Electronic database. Downloaded from www.statssa.gov.za in May 2018

Mining employment fell for the final six months of 2017 (see Graph 10). It reached a 2017
peak at 471000 jobs in the second quarter, but subsequently declined toG&Bjobs in the

final quarter. For the entire year, this represented a net loss of 11 000 jobs in 2017, or a
decline of 2%.
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Graph10: Mining Employment
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Source Statistics South AfricQuarterly Employment Statistics
International trade

In the first quarter of 2018, South Africa experienced a trade deficit of R18 billion, a change
from the trade surplus in 2017. Agriculture experienced the largest percentage decline in
exports. In manfacturing, notable export growth was seen irperts of metals and metal
products(2%9.

The first quarter of 2018 saw the trade balartcen negative in both rand and dollar terms,
reaching a deficit ofRL8 billion and USH1.5 billion, respectively (see &h 11). That
contrasted with the positivdbalancefor all of 2017. In January the randasat its strongest
since the start of 2015, whidikely drovethe trade deficit.

Graph 11 Exports, imports and balance of trade in constant (2018) rand (a)
and current US dollars
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In the year to the March 2018h¢é strengthening of the ranchore than offset fairly robust
growth in exports in dollar terms. In constant randanufacturing exports declined from
R144billion to R141 billion, for a 2% fall. In contrast, they climbed in dollar terms from
US$10.%illion to US$11.8 billion, for a 13% increagggriculture showed the largest
percentage declinén rand falling11%in rand termsin the year to the first quarter of 2018
(see Graph 2). Agricultural exportsdroppedfrom R18.5billion to R16.4 billionbetween the

first quarters of 20X and 20B. In dollar termshowever, theyincreased fromJS3H..34billion

to US4..37billion dollars growing by 2%ver the same periodMining exportsdroppedfrom
R117.2 bilion to R111.8 billionbetween the first quartes of 2017 and 2018contractingby

5% In dollar terms, mining exporexpanded 10%, risifigom US$8.5 billion to $9.4 billion.

Graph 12 Fourth quarter exports in billions of constant (2018) rand (a)
and current US dollars
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In terms of imports,mining ¢ which for imports consists primarily of petroleughnsaw the
largest growth in both rand and dollar termas global oil prices pressed higlfsee Graph 13)
Between the first quarter of 20lland 208, mining imports grew from R47.6 billion to RB7.
billion, or some21%. In dollar terms, mining imports increased from 8IS®illion to US#.8
billion, for a39%jump. Manufacturing imports increased fron2[k5.3billion to R218.8billion,

a mere 2%.ut in dollar termsthey rose 17%from US$5.6 billion to U$18.3 billion.
Agricultural imports declined in rand terms while increasing in dollar terms. Between the first
quarter of 207 and 20B agricultural importsdropped from R11.6 billion to 10.9 billion,
shrinking by 7%. In dollar termtsey rose fromUS$.84billion to US$.90billion, or 8%.

e
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Graph 13 Fourth quarter imports in billions of constant (2017) rand (a)
and current US dollars
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0

Table 1ldisaggregates exports and imports according to manufacturing subseckbes.
manufacturing export basket isdominated by metals and metal produgtdransport
equipment machinery and appliancesind chemicals, rubber and plastim these major
export indwstries the main changesemerged in metal and metal products, transport
equipment and machinery and applianceExports of metals and metal products incredse
from the first quarter of 2017#o the first quarter of 2018y 2% (R0.81 billiorih constant
(2018) rand termsln contrast, eports of transport equipment and machinery and appliances
declined by 3%or byR0.91billion andR0.84 billion respectivelpver the same period.

Table 1: Trade by manufacturing subsectors

% change from Change in

Industry Value(billions) Q1 2017 billions

USD | Rand | USD | Rand | USD | Rand
Exports
Metals and metal products 2.9 35.2 18% 2% 0.45 0.81
Transport equipment 2.5 29.5 12% -3% 0.26 | -0.91
Machinery and appliances 2.0 23.6 11% -3% 0.20 | -0.84
Chemicals, rubber, plastic 2.0 23.4 15% 0% 0.26 -0.01
Food and beverages 1.0 11.9 22% 6% 0.18 0.66
Clothing and footwear 0.5 5.6 11% -4% 0.05 | -0.23
Paper and publishing 0.4 4.9 4% | -17% | -0.02 | -0.97
Wood products 0.1 1.7 11% -3% 0.01 | -0.06
Glass anghon-metallic mineral
products 0.1 1.4 28% | 11% | 0.03 | 0.14

e
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% change from Change in

Industry Value(billions) Q1 2017 billions

USD | Rand | USD | Rand | USD | Rand
Imports
Machinery and appliances 5.9 70.6 17% 2% 0.87 1.33
Transport equipment 3.8 45.3 7% -71% 0.26 | -3.24
Chemicals, rubber, plastic 3.7 44.7 24% 8% 0.73 3.33
Clothing and footwear 1.3 15.4 20% 4% 0.21 0.55
Metals and metal products 1.2 14.7 10% -4% 0.11 | -0.67
Food and beverages 0.9 10.6 -3% -16% | -0.02 | -1.94
Paper and publishing 0.7 8.0 133% | 102% | 0.38 4.06
Glass and nometallic mineral
products 0.3 3.4 28% 11% | 0.06 0.35
Wood products 0.1 1.4 13% -2% 0.01 | -0.03

Note: (a) Deflated with CPI rebased to fourth quarter 2017 Source: SARS monthly trade data

On the import side, the four largest categories of imports are machinery and appliances
transport equipmentichemicals, rubber and plastiand clothing and footwear. Among these,
imports of transport equipment fell by 7% (R3.24 billion) from the first quarter of 2017
constant (2018) rand termsChemicals, rubber and plastic imports saw the largest increase
amonglarge import categoriesincreasing by 8% (R3.88lion) over the period. Machinery
and appliances and clothing and footwear increased by 2% (Rillid8) and 4%
(RO.55illion) respectively.

Investment and profitability

Investment started declining 2012 with the end of the commodity boom, with an
accelerating decline from 2015. the first quarter of 2018t was 186 lower thansix years
earlier. In the year to March 2018, private investment dropped 2%, public enterprises saw no
change, and general ayernment investment contracted 5%, reflecting the turn toward
austerity.

Investment as a percentage of GDP fell from 19.1% to 18.5% frogethreothe first quarter
of 2017 to theyear tofirst quarter of 2018 see Graph 14 That was down from aroun20%
through 2015. Total investment dropped by 2% the year to March 2018. Overall,
investment fell at 4% a year from the first quarter of 2012 to the first quarter of 28irtce
then it has fallen an average of 2% a year.

e
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Graph 14 Quarterly investmentby type of organisation and investment as percent of GDP
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In the year to March 2018, the sharpest fall occurredyémeral governmeninvestment at

5%, reflecting the shift toward austerity. Fiscal restraint usually leads to sharper falls in capital
spending, which is easier to restrain because it is predjased and often contracted out.
Investment bypublic corporatios remained virtually un@nged. Private investment, which
constitutes the bulk of all investment, fell by 2&the year to March 2018

Graph15: Change innvestment by type of investor
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Note: (a) seasonally adjusteSlource: StatsSA GDP quarterly figures. Excel spreadshedoadedh
from www.statssa.gov.za in June 2018

The latestprofitability data cover2017. Theyshowa 9.7%return on assets in manufacturing
for 2017, slightly lowerthan the 2016 level of 10.1%ut higher than theB.6%figure for2015
(see Graph 16 Returns in mining remained very weak, at 0.2% in 2017 compared to 0.4% in

THE REAL ECONOMY BULLETIN
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2016. Returns on assets in construction continued to decline, falling to 4.6% in 2017 compared
to 7.2% in 2016.

Graph 16 Return on Assets (Year to fourth quarter)
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Source: StatsS®uarterly Financial Statistics

Manufacturing profits increased over the course of 2017, rising from R30 hitlime first
quarter to R52 billionin the last quarterijn constant (Q4 2017) rand. Over the same period,
mining profits declined from R14lldn to R11 billionsee Graph 17)Throughout 2017, the
mining sector saw substantighriabilityin profits, moving from &R14 billiongainin the first
quarter of 2017 to a loss of R10 billion in the second quadad thenrecovering toR11
billion in the final quarter of 2017The construction sector remained profitable in 20With a
profit of R3 billion in the final quarter of 2017, up from R2 billion in the third quarter.

Graph 17 Manufacturing and Mining Profits (Year twurth Quarter)
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Souce Statistics South Africa. Quarterly Financial Statistics.
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Foreign Direct Investment projects

The number of new projects reported in the TIPS Foreign Direct Investment (FDI) Monitor
dropped to four in the first quarter of 2018, down from eight repodggkar earlier.

The TIPS-DI Mnitor tracks major foreigrowned projects, analysing new and updated
investmentson a quarterly basis. New investment projects refer to projects not previously
captured in the database and updatedqpects refer to any substdial change in previously
captured projects

In the first quarter of 2018the Monitor identified four investment projects, two new projects

in mining and two updated projects in renewable energy. This is half the number of projects
identified in the fir$ quarter of 2017. The mining projects are both at exploratory and
pre-feasibility stages while the renewable projects were both completed in 2017. Monitoring
managed toidentify only investment valuedor the two renewable projects, whichave a

total investmentvalue of R16l billion.

The first projetin mining is the Prieska Zif@opper Project being developed Bystralian
based Orion MineralsOrionis undertaking a project aimed at the treatment of sulphide
zinc/copper minera#iation in the Northen Cape 270 km from Kimberly. The Prieskmc
QLIISN t Ne2SOilG KIFa | RSLRaAG NBO2NRSR la 2yS
sulphide deposits. The mine was operated from 1971 to 1991, after which it was closed and
the site rehabilitated. It haa historical production omore than430 000 tonnes of copper

and more than a million tonnes of zinc. With major infrastructure in place, the project is being
fasttracked to feasibility having completed the development of a mineral flow sheet. The
Bankdle Feasibility Sudy (BFS) and Environmental Impact Assessment (EIA) are underway
parallel to resource drilling, underground inspectipasd establising activities There are

two major phases of drilling targeting near surface minsailbn that are expected to be
amenable to open pit mininglhe Deep Sulphite Target below the historinahe is expected
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produce dout 12 000to 15 000tonnesa year of copper concentrate and 20 000 to 25 000
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The second mining project identified this quarter is the Thorny River Diamond Project by
Botswana [amonds, an established Irelafdised damond exploration company with
operations in South Africa and Botswana. The Thorny River Diamond Project is a
consolidation of therrischgewaagtiartbeesfontein and Doornrivier properti@s Limpopo It

g2dd R 068 GKS O02YLI y&Qa ninSeushyARicaSThd orapddy ihds2 y 2 LIS N

started a sixmonth scoping study to determine commercial potentiallowing extensive field
work generating volume and grade estimaté&se project has a modelldgd situgrade range
of 46 carats per hundred tonnes (dpho 74 cpht and a diamond e range of $120/ct to
$220/ct, however, this will be refined by the study.

Projects under the Renewable Energy Independent Power Producer Programme (REIPPP) that
recently commenced commercial operations are the Khobab laetiesfontein wind farms
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and Xina Solar One parabolic trough pldrtie wnd farms were connected to the Eskom grid

by December 2017 andh¢ erergy generated will be sold teskom as part of a 2Qear power
supply agreementThey are owned by a consortiumled by Lekela Power, a joint venture
between Actisbased in Londorand Mainstream Renewable Powean Irelanebased energy
company.Other members include Thebe Investment Corporation; the IDEAS Managed Fund;
Futuregrowth Asset Management; Genesis -Ecergy, in partnership with Lereko Metier
Sustainable Capital; and the Khobab and Loeriesfontein Community Trusts.

The R+billion project is located in the Northern Cape #irce Hantam Municipality. Theind
farms stand adjacent to each other withggneration capacity of 140 megatts each and
comprise a total of 122 winturbine generators, spanning 853 hectaresQllectively the
farms have thecapacityto power an stimated 240 000 South Africaroliseholds.Most of
the 99m turbine towers were ladly manufactured at the Gestamp Wind Turbine Tower
Factory in the Western Cape.

Closng out projects this quarter includéhe Xina Solar One Project in Pofadder in the
Northern Cape.Abengoa, aSpanish energy compangwns 40% of the projectand was
developer on the project The Industrial Development Corporation (IDC), the Public
Investment Corporation (PIC) and the KaXu Community dmassthe balance The project is
one of three renewable projects developed B\bengoa in Sdh Africa and is valuk at
R94 billion. The solar power plantsesparabolic trough technology with thermal energy
storage sy®m using molten salts. It is expected to power bout 95000 households,
preventing 348000 tonnes per yeanf carbonemissionsThe project is repded to form the
largest solar complex in Ada witha total installed capacity of 100 megawatts.

More than 40% of the investmentin the Abengoa projectomprisedlocal content with
equipment and materialsised in the construction of the plastuch as jpes, pumps, vaks,
mirrors, steel structures anthechanical assembliedl sourced locally. According @ominic
D2y Ol t @#Sazx IpreskighBdrbsinesddev@iBpmerthe company views South
Africa asa key marketwvith great businesspportunities because of growing populations and
the need to increase power generatio.is the only projecthat reported employment with
1300 jobscreated at the peak of constructiorfalling to 80 permanentjobs during the
operation phasehat has now commenced.
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Briefing Note:Challenges around the GDP data for first
quarter 2018

The recent data on the GDP appear to overstate the economic slowdown, as shown among
others by a comparison with longéerm trends and employment datd he datashow that

the econony contracted by just over half a percent (although the release only provides
annualised data, showing a 2,2% fall, which is effectively four times the actually decline).

The dataapparentlyoverstate the slowdown for threeeasons.

1 There wasan extraordnary and unexplaine®10billion exportof crude petroleum in the
fourth quarter of 2017 South Africadoes notexport substantial amounts of petroleum,
and instead imports around R5 billion a moniftis sale of petroleum in October and
November 2017ed to a onceoff spike in exports ithe fourth quarter of 2017, followed
necessarily by decline when exports normalised in the first quarter of 2018.

T It appears that the seasonally adjusted figures for agricultural output did not adequately
take into accout the effects of the drought in the Western Cape. The result was a large
correction in the first quarter of 201&s the harvest data came in for the affected region

1 Generally, the seasonal adjustment of the GDP data has apparently become less consisten
since 2014. As a result, the first quarter has become much more likely to show a growth
slowdown than the other quarterg precisely the effect that seasonal adjustment should
avoid.

These findings dmot mean that the economy did not slow down in thiesf quarter, but
rather that the data overstate the slowdown. Ttealconcerns arising from the GDP data are:

1 The longterm slowdown in the GDP since the end of the commodity boom in 2011, with
South Africa falling substantially behind peer economiestferfirst time since 1994;

I Thedecline in investment acrogke private and public sectors; and

1 Continued volatility in the mining value chain, with a crisis affecting the steel industry and
a decline in platinum.

TheTIPS Policy Briéfhallenges around the GDP data for first quar@dl8assesses the GDP
trends and why the latest quarter appears out of step; then revievesftittors that might
lead to an overstatement of the slowdown; and finally outlines the areas of concern
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http://www.tips.org.za/policy-briefs/item/3474-challenges-around-the-gdp-data-for-first-quarter-2018




