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  Graph 1 - Foreign direct investment in South Africa

South Africans are celebrating what they hope is the 

dawn of a new era after the election of the fifth post-

apartheid president, Cyril Ramaphosa.

President Ramaphosa served as the deputy president 

of South Africa from 2014 to 2018. He was elected 

president of the African National Congress (ANC) 

in December 2017. Up until his appointment as 

president of the country he was also the Chairperson 

of the National Planning Commission, which is 

responsible for strategic planning for the future of 

South Africa, with the goal of rallying the nation 

around a common set of objectives and priorities to 

drive development over the longer term.

Our new president has been called a skilful 

negotiator and strategist, and acted as the ANC’s 

chief negotiator during South Africa’s transition to 

democracy. He and Roelf Meyer, of the National Party, 

played a crucial role in negotiations to bring about 

a peaceful end to apartheid and steer the country 

towards its first fully democratic elections in April 

1994. He was instrumental in creating the biggest 

and most powerful trade union in South Africa, the 

National Union of Mineworkers (NUM), more than 30 

years ago.

President Ramaphosa holds a law degree and 

was Nelson Mandela’s choice for future president. 

Before his return to politics, he was well known as 

a businessman. Currently, his estimated net worth 

is over R6.4 billion. A collector of cars, prize cattle 

and vintage wine, he epitomises the rise of black 

capitalism in modern South Africa. He is South 

Africa’s first Venda president. 

The president’s first state of the nation address, in 

February 2018, went off without a hint of disruption 

or notable disagreements. He outlined a basic plan 

- albeit at a short notice - for the country’s future, 

and underlined the importance of national unity in 

solving our problems. Solutions mentioned in his 

address include poverty relief, improved primary 

education, the resurrection of sound management 

at state-owned enterprises, and stamping out 

corruption on all fronts. The first national budget 

under his authority, and cabinet reshuffle days after 

his inauguration, were well received by most critics.  

The question pondered by most South Africans is 

what the immediate economic spinoffs of the Zuma-

to-Ramaphosa transition could entail. Our view is 

that there’ll be no instant miracles. The economy is 

a complicated system, with many moving parts and 

a diverse collection of interest groups and decision 

makers. It is difficult to turn the direction of such 

a large ship overnight. The biggest immediate 

economic gift we can hope for is a revival in 

confidence. Optimism has a powerful effect on the 

economy. 

A first potential ‘confidence dividend’ may be an 

improvement in foreign perceptions. South Africa is 

a very ‘open’ economy.  The value of the country’s 

annual foreign trade represents around 60% of 

GDP, compared with Australia’s 40% and the USA’s 

27%. Our globally integrated trade pattern and 

easy market access extend to capital markets. This 

composition of our economy implies that we are more 

vulnerable to the effects of foreign perceptions than 

many other countries.

Foreign investment sentiment is influenced in a 

significant way by the assessment of leading rating 

agencies. After a series of downgrades in recent 

years, ratings agency S&P Global downgraded South 

Africa’s credit rating to full junk status by the end 

of 2017, while its counterpart Moody’s has placed 

the country on review for downgrade.  A third major 

ratings agency, Fitch, affirmed South Africa’s rating 

at sub-investment status. All agencies cited policy 

uncertainty and concerns about the management 

and finances at state-owned companies as reasons 

for their ratings.

This negative ratings trend may have come to 

an end due to political change in South Africa. 

The major rating agencies responded positively 

to President Ramaphosa’s election and his first 

statements – as well as decisions taken – in South 

Africa’s budget speech, a week after the political 

change in guard, to narrow the fiscal deficit and 

curb debt. However, the agencies stressed that this 

good start needs to be followed by urgency in the 

implementation of fiscal and structural reforms.

Short-term capital is not our problem; South Africa 

had never really experienced a drought in foreign 

portfolio investments.  These are investments under 

which foreign institutions such as banks, insurance 

companies, companies managing mutual funds 

and pension funds purchase stocks and bonds.  

Our investment markets are sophisticated and 

the yields we offered during our political impasse 

were attractive enough to counter the negative 

assessment of the country. 

What the country needs much more is foreign 

direct investment (FDI): capital commitments 

by foreign entities in the construction of new 

physical production capacity in South Africa or 

the expansion of existing operations. This form 

of inbound investment by foreign businesses has 

special advantages, such as technology transfers, 

development of local skills, social development 

contributions, avoiding the evils of overnight exits, 

re-investment of profits, and infrastructure spin-offs.

The question behind the decision to ‘set up shop’ 

in South Africa is simple: Will I earn acceptable 

returns, at acceptable levels of risk, over the 

medium to long term, compared to other foreign 

countries in which I can invest? Developing countries 

are in quite a frantic competition for a piece of the 

foreign direct investment pie.

FDI in South Africa currently fluctuates 

around 1% of GDP, compared to a 10-year 

average of around 1.5%.  The world annual 

average per country ran at around 3% of GDP 

over the last 15 years (Graph 1).

A second bonus may come in the form of 

corporate South Africa taking a longer view of 

the future.  By this, we imply an increase in 

fixed investment spending by South African 

companies.  Fixed investment in economics 

refers to new investment in production 

capacity or the replacement of depreciated fixed 

capital. Fixed investment spending in South Africa, 

by government and the private sector, amounted 

to an estimated 19.5% of GDP in 2017 (Graph 2). 

While this is relatively unchanged compared with 

the preceding seven to eight years, since the global 

financial market crisis, it is far too low given the 

country’s high and sustained level of unemployment.  

Ideally, South Africa should be spending a minimum 

of 25% of GDP each year on fixed investment 

activity, and then maintaining that level of 

investment for at least a decade. The target of the 

National Development Plan is 30%. These are the 

THE RAMAPHOSA IMPETUS
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  Graph 4 - SA consumer confidence 
 

targets outlined by both the Growth, Employment  

and Redistribution (GEAR) document in 1996 

and the National Development Plan in 2011. This 

would suggest that South Africa is experiencing a 

fixed investment shortfall of somewhere between        

R250 billion and R450 billion a year. This amount 

is equivalent to building between four and eight 

shopping centres the size of the Mall of Africa every 

month for the next ten years.

A breakdown of South Africa’s current level of fixed 

investment activity reveals that the public sector 

(government and public corporations) accounts for 

40% of the total, while the private sector represents 

the remaining 60%. The current rate of 60% for 

private sector fixed investment is the 

lowest since 1994. At its peak, in 2006, the 

private sector was responsible for almost 

75% of all fixed investment activity in the 

country, averaging 73% from 2004 to 2007. 

Unsurprisingly, during this same four-year 

period, South Africa achieved an average 

annual GDP growth rate of 5.2%, creating 

around 

1.5 million jobs.

It is encouraging to see that the government 

has been able to improve its level of 

investment spending in recent quarters, 

especially at a time when most public 

corporations are reducing their investment 

spending given the recent deterioration 

in their financial position. The increase in 

government investment has more than offset 

the most recent slowdown in investment 

activity by public corporations.

There is a long-established relationship 

between private sector fixed investment 

spending and business confidence, both 

locally and internationally. This relationship 

means that a sustained decline in business 

confidence leads to a sustained drop-off in 

business investment and vice versa (Graph 3).

A turnaround in business confidence may trigger a 

notable flow of investment in the next two years. 

Most of the private business sector, specifically larger 

corporates, remains, in reasonably good financial 

shape with relatively low gearing. In fact, local 

businesses have been accumulating trillions in cash 

reserves in recent years instead of re-investing in 

the economy, or have preferred to expand offshore.  

Estimates show that the JSE’s 50 largest companies 

sit on cash reserves of around R1.5 trillion, compared 

to R242 billion in 2005.  There are 350 other listed 

companies and many large unlisted enterprises that 

are also desperately clinging on to cash, the sum of 

which could easily be in the same region. 

A revival in confidence may be just the catalyst to 

alter return expectations in corporate boardrooms 

and unlock some of this idle cash.

A final immediate advantage from our political 

change of gears may be a recovery in consumer 

sentiment. Consumer confidence reflects the outlook 

of consumers on their ability to find and retain good 

jobs, according to their perception of the current 

state of the economy and their personal financial 

situation.  If consumers develop more confidence in 

the future, they tend to up their spending – by saving 

less and borrowing more.  Such a confidence shift 

has a real impact on economic growth, as household 

final consumption expenditure makes up nearly 60% 

of GDP in South Africa.

The FNB/Bureau of Economic Research (BER) 

Consumer Confidence Index has been in ‘negative 

territory’ for most of the last ten years (Graph 4), 

pronouncedly so in the last three years. This lack of 

confidence had the longest uninterrupted negative 

streak since the survey started in 1982. This wait-

and-see attitude by consumers was echoed by a 

subdued level of credit demand. In January 2018 

South Africa’s private sector credit rose by 

5.5% from the previous year (just about in 

line with the country’s inflation rate), the 

weakest increase in private sector credit 

since October 2016.  

Besides a ‘feel-good’ injection, consumers 

may well be prodded to spend more because 

of lower inflation and a possible leniency in 

interest rate policy in coming months.  We 

may have the seen the lower turning point in 

consumer sentiment for the time being.

All in all, confidence feeds into more 

confidence. If we build on the optimism of 

recent months, we may well be surprised by the 

upside in economic numbers in the year to come. 

This may lay the foundation for a cheerful 2019. 

Capitalise on it!

TECHNOLOGY POINTERS

Bucking the tech trend…smartphones are 
getting more expensive
Last November, Apple became the first mass-market 

manufacturer to release a phone that broke the 

$1,000 barrier, with the launch of the iPhone X. 

The growth of more expensive mobiles means the 

average selling price of a smartphone, which has 

been in decline for years as sales have boomed in 

emerging markets, will begin to increase again. 

Average prices fell to a low point of $305 in 2015, 

but rose to $324 in 2017 and are predicted to hit 

$350 in 2023. The news will come as a welcome 

boost to smartphone makers who have seen their 

market saturate in recent years, amid claims that 

the technology in phones has plateaued as technical 

advances become more difficult to introduce.

Another G
This year, developers and engineers are getting ready 

to make a new generation of internet possible. By 

  Graph 3 -Business confidence and investment spending -   
  closely correlated

 Graph 2 - SA domestic fixed investment spending  
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the end of 2018, 5G networks and phones with 5G 

will start to appear. 5G internet has the potential to 

be almost 10 times faster than 4G, making it even 

better than most home internet services. But experts 

have warned that, in the early days, 5G may not be 

so amazing or life-changing right away (similar to 

the 4G transition). The first generation (and early 

adopters) of 5G phones and services will have a lot 

of issues to work out, from strenuous infrastructure 

demands and spotty coverage to lacklustre battery 

life.

Amazon moving into another retail space
Amazon is in talks to create a checking-account-

like product to attract younger consumers, mainly 

those without bank accounts. Such a product would 

also allow Amazon to cut down on fees it currently 

pays to banks for handling credit and debit card 

transactions. The initiative would not see the online 

retailer become a bank; instead, it would partner 

with financial institutions. The e-commerce giant has 

been contemplating getting into the finance sector for 

years. 

Turning into a real business
Twitter has recorded its first profit, more than a 

decade after it was founded, of $91.1 million for the 

fourth quarter of 2017. This is despite the company 

failing to sign up more users, with the number of 

people using Twitter at a flat 330 million a month, as 

well as slower growth in the number of people using 

it every day. Its losses since it was founded in 2006 

had, until now, totalled more than $2.6 billion. In the 

meantime, the service continues to struggle to shake 

off its reputation for being a toxic environment.

Listening on repeat
Although streaming services are the primary driver in 

music revenue growth, artists themselves can require 

hundreds of thousands of streams to generate 

substantial revenue. For a signed artist to earn the 

average minimum wage in the USA ($1,472 pm) from 

streaming services, they would need to be streamed 

more than 200,000 times on Apple Music, more than 

230,000 times on Deezer or over 2.1 million times on 

YouTube, every month.

Prepare for the next revolution.
The World Economic Forum estimates that 65% of 

children entering primary school will find themselves 

in occupations that today do not exist. It is estimated 

that over 35% of current jobs in South Africa will 

change and others will disappear completely with 

the arrival of the digital revolution: a fusion of 

technologies that is blurring the lines between the 

physical, digital, and biological spheres. A recent 

study by Citi and the Oxford Martin School at the 

University of Oxford showed that two-thirds of jobs in 

South Africa are at risk of being replaced by robots.

Watching your every move
South African shops may soon start tracking you

in-store. Retail in South Africa is expected to undergo 

a massive boom in digital and mobile technology in 

the next two years, which analysts say will reshape 

customer behaviour and their relationships with 

brands. Once such tool will be bluetooth beacons 

in-store, that will pick up the shopper’s cellphone, 

allowing the store to identify and communicate with 

the shopper. Retailers are also looking to employ 

facial recognition cameras so that if a customer is 

returning to the store, they know who the customer 

is and their behaviour and preferences. Getting rid of 

queues will most likely follow next – sales assistants 

will service customers with tablets linked to a point-

of-sale system, which means transactions can take 

place on the floor and shoppers can avoid standing in 

queues.

Tuned in
According to the Establishment Survey 2017, 

DStv has a 46% penetration of the local market, 

while Netflix, Multichoice’s Showmax and Apple TV 

combined reach 0.05%. During the week, an average 

of 94% of South African adults (aged 15+) watch 

TV, 84% listen to the radio, half access the internet, 

and one-third read a newspaper.

Spotlight on the business model
Music streaming service Spotify recently announced 

its plan to go public. Spotify is the global leader in 

the industry, with 71 million paying subscribers and 

more than 159 million monthly active listeners as of 

December 2017. It is available in 61 countries and 

its closest competitor, Apple Music, is far behind at  

36 million subscribers. The company reported 

revenue of $2.37 billion in 2015, $3.6 billion in 2016 

and $4.99 billion in 2017. It said paid subscribers 

are growing at a rate of 46% year-on-year, while 

monthly users are increasing at 29% year-on-year. 

The company, however, faces significant challenges 

to its business model, including risk from fluctuating 

and unpredictable royalty rates it pays to music 

labels, publishers, and songwriters. It had an 

operating loss of $461.3 million in 2017, and 

$425.9 million in 2016.

Not so much fun anymore
People are spending millions of hours less on 

Facebook. The social network has revealed that time 

spent on Facebook has fallen by 50 million hours a 

day, or two minutes per user – a 5% decline.  Its 

growth in daily users – a key indicator – declined 

to 14% year-on-year. Facebook also reported its 

first ever decline in daily users in North America, 

from 185 million to 184 million, a potential sign that 

some users in its traditionally strong markets are 

turning off the social network.  

A window on (and into) your life
Your smartphone probably knows more about 

you than you do.  Security researchers are seeing 

a shift in cyberattacks, with attackers targeting 

smartphones rather than computers. For attackers, 

a smartphone is a digital passport to accessing 

everything they would need to know about a person 

and the company they work for. It knows where you 

are at all times, every person you talk to, and what 

you’ve said to them. It has your photos, documents, 

your passwords and more.

Igniting quantum computing
Conventional computer chip designs are running out 

of steam, with dwindling performance improvements 

and increasing difficulty when it comes to delivering 

next-generation designs. Quantum computing is 

one ray of hope for the industry.  It relies on the 

hard-to-grasp physics rules that prevail at very 

small scales. One phenomenon, called superposition, 

means that a single qubit can simultaneously be 

in two states, one and zero, and that groups of 

linked qubits can quickly outpace conventional 

computing bits. Research scientists are optimistic 

that quantum computing will be good for physics 

and chemistry simulations impossible with classical 

computers, and useful for developing new drugs, 

solar panels and other materials. Financial services 

companies, too, will be able to use it to manage 

investment portfolios. It will also be beneficial to 

artificial intelligence chores like self-driving cars and 

optimising warehouse operations.

Your doctor will see you now
In the US, Uber has partnered with hospitals, rehab 

centres, senior care facilities, physical therapy 

centres and more to create Uber Health. When you 

schedule an appointment, a health care associate 

will be able to book a ride for you too, sending you 

the details and then reminding you again when the 

driver is on the way to pick you up. Uber said that 

over 100 health care organisations are already using 

its service as part of a beta programme. The ride-

sharing service cited that 3.6 million Americans miss 

medical appointments each year due to a lack of 

reliable transportation.
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Becoming part of the service
MoviePass, the all-you-can-eat movie subscription 

service in the US that that lets you watch a movie 

per day in cinemas (for $9.99 per month), may 

have overplayed its hand when its CEO was recently 

overheard bragging that their app ‘watches how 

you drive from home to the movies and where 

you go afterwards.’ For now, the company insists 

that it won’t sell the data. Instead, it will use the 

information to market other services and deals to 

its userbase, such as transportation discounts or 

restaurant coupons. The company expects to reach 5 

million subscribers by 2019.

Out of sight, out of mind
Researchers at the McCombs School of Business 

asked 800 participants to take a series of 

concentration-intense computer-based tests.  The 

participants were randomly asked to either place 

their silenced phones facedown on the desk, in their 

pocket or in another room. The study found that 

people with their phones in another room significantly 

outperformed those who had their phones on the 

desk, and did slightly better than those who had their 

phones in a pocket. The researchers noted that the 

mere presence of one’s smartphone reduces available 

cognitive capacity, even though you feel like you’re 

giving your full attention and focus to the task at 

hand. Your conscious mind may not be thinking about 

the smartphone, but just the process of requiring 

yourself to not think about something reduces your 

cognitive function.

Accounting systems need to cater 
simultaneously for two different VAT rates
To ensure that a company can make a seamless 

transition to the new VAT rate, business and 

accounting systems will have to accommodate two 

different rates, simultaneously, for at least the 

next five years. Many accounting systems were 

not designed to accommodate the complexities of 

changing VAT rates and will need to be updated to 

handle the various implications. 

For the first time in 25 years, South Africa will see 

the VAT rate increase, by one percentage point to 

15%, effective from 1 April 2018. This means that 

transactions taking place before 1 April 2018 will 

attract the old VAT rate of 14% and transactions 

made on or after 1 April 2018 will attract the new 

VAT rate of 15% 

Accounting systems will need to keep track of the 

VAT rate per transaction to be able to accommodate 

some important financial items such as credit notes, 

debit notes and debts written off at the same VAT 

rate as the original transaction. If a credit note is 

issued after 1 April 2018, the new VAT rate would 

apply if the original transaction was concluded on or 

after 1 April 2018; conversely, the old VAT rate would 

apply if the original transaction was concluded before 

1 April 2018. Business owners should take note that, 

failing to accommodate the two rates simultaneously 

personnel may have to keep track of complex VAT 

calculations in spreadsheets outside of the system, a 

solution which is error-prone and cumbersome.

Bitcoin ‘miners’ metabolises electricity into 
money 

Specially designed computer processors are used to 

secure the virtual currency with strong cryptography 

and to approve and verify every transaction, and in 

the process new Bitcoins are created and awarded 

as payment to the Bitcoin ‘miners’, effectively 

metabolising electricity into money.

The average energy consumption per unique Bitcoin 

transaction currently amounts to 786 KWh, enough 

to power one average suburban household in 

Johannesburg for almost an entire month - and the 

price continues to rise. According to one estimate, 

processing a Bitcoin transaction consumes more than 

450,000 times as much energy as using a Visa credit 

card.

According to Bitcoin analysis site Digiconomist, the 

Bitcoin network now uses more than 

53.8 terawatt hours (TWh) every year and if this 

rate of growth continues, by this time next year 

the Bitcoin network will consume 130 TWh - half of 

South Africa’s estimated total electricity generation 

for 2018.

 

One upside of Bitcoin’s spectacular (albeit 

unsustainable) growth is the slingshot effect it’s 

had on computer processing technology. If all the 

computations required on the Bitcoin network today 

were done with the processors available when 

Bitcoin was launched in 2009, it would require 

more power than is generated on the entire planet. 

Today’s state-of-the-art mining processors are 

100 million times faster and use one-millionth of the 

energy of the 2009 model processors - a one-billion 

times improvement in just nine years!

Are auditing and automation mutually 
exclusive?
The question was put to the test recently with the 

migration of accounting systems to the cloud and 

the incorporation of business processes into an 

enterprise resource planning (ERP) system of sorts.

 

The automation and integration of transaction 

and data processing systems have far-reaching 

effects on accounting and auditing functions. Why? 

Large corporations tend to make use of traditional 

ERP systems, constructed from well-documented 

business processes, which automate accounting 

and enforce control procedures. Medium-sized 

companies, with limited budgets, will resort to 

automation and integration with custom developed 

software. This leads to highly efficient processing 

and accounting, but presents a challenge to the 

assurance function. Auditing relies on a thorough 

understanding of the business processes and 

internal control environment, which now occurs in a 

fully automated system. 

All of a sudden, the gathering, collating 

and formatting of data into formats that 

are useful from an auditing perspective, 

presents a significant challenge. It 

becomes worse if the custom software does 

not include proper financial or exception 

reports, or if the business processes are 

not well documented, which is often the 

case due to budget constraints. Without 

the necessary understanding of database 

entries and automated control procedures, 

data analytics could either take up 

significant time, not mitigate the audit risk, 

or both.

 

In September 2016, the International 

Auditing and Assurance Standards 

Board (IAASB) took notice of the impact 

technology has on the auditing profession 

and requested stakeholders to respond with 

suggestions on how the focus on data analytics 

should change in the growing use of technology in 

 Graph 5 - Bitcoin Price vs Electricity 



the audit.

 

In addition, the American Institute of Certified Public 

Accountants (AICPA) has published a set of Audit 

Data Standards (ADS) that describes the process 

and format of financial data extraction from software 

systems.

It is expected that many ERP systems will have to 

implement these standards.  Going forward, custom 

software projects should prioritise financial reporting 

and possibly the implementation of ADS to ensure 

that the auditing of the financial statements can 

be performed with a high level of automation and 

certainty. 
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