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ECONOMIC REVIEW
Global activity gathered steam throughout 2017.

Higher commodity prices – the result of the uptick

The global economy ended the year expanding at its fastest

in global economic growth – have boosted headline

pace since 2010, with the upturn becoming increasingly

inflation in the major economies, but underlying inflation

synchronised across countries. Annualised global economic

pressures remain modest. Commodity prices, including

growth averaged nearly 3.5% in the 18 months to the end

energy, metals and non-agricultural food commodities, have

of 2017, supported by a rebound in industrial production,

risen by just over 4% in the 18 months since mid-2016. Oil

investment appetite, global trade, and a government-

prices have increased by more than 90% since their early

led construction spree in China. Business and consumer

2016 lows, supported by the agreement of Organization of

confidence supported this growth by recovering to levels

the Petroleum Exporting Countries (OPEC) members in late

above pre-crisis norms in numerous economies.

South Africa’s economy stubbornly lags the revival in

is not generating the kind of price pressures that would

global growth. Our economic growth was more or less on

prompt the major central banks to aggressively tighten

par with the world average just before the global recession,

monetary policy and, by doing so, curtail that recovery.

but the gap has gradually widened ever since (Table 1).

Stronger economic activity in our trading partners is likely

Our real GDP per person has grown by 4% overall over the

to boost our exports.

last 10 years, compared with growth of 20% over the
previous 10 years.

In addition, the decline in South Africa’s inflation
rate to below 5% over the past year has created

South Africa’s growth trajectory of the past few

some breathing space for the consumer, allowing

years does not display the traditional characteristics

certain gains in real disposable income despite net job

of a recession. It was more a case of a ‘slow grind to a

losses. Equally, the decline in our current account deficit

2016 to restrict near-term production levels.

halt’, driven by long-term supply factors rather than interim

(the gap between imports and exports) to closer to 2% of

demand factors. The key to this absence of notable growth

GDP, from as high as 5.9% of GDP in 2013, together with

This positive growth trend is expected to continue,

Global inflation is projected to edge up slowly as

resides in a self-reinforcing negative feedback loop of policy

an elevated global investor appetite for higher-yielding

with global gross domestic product (GDP) growth forecasted

economic slack declines in advanced economies over the

uncertainties, low private-sector confidence, subdued

government debt, is helping to shelter domestic financial

to average at just over 3.5% in 2018. One of the most

next 18 months. Inflation is projected to be around 2.2%

investment in productive assets by the private sector, and

markets from external or local shocks. Net non-resident

promising tailwinds (events that support growth) is the

in late 2018 in the United States, where economic recovery

our poor competitive performance.

purchases of South African debt instruments totalled

uptick in world trade, which is good news to export-reliant

is relatively advanced, but to remain at 1% in Japan

countries such as South Africa (Chart 1). World trade

and just over 1.5% in the euro area. Inflation in leading

struggled to recover after 2008; average annual real demand

emerging markets is also likely to remain unthreatening.

growth in South Africa’s export markets amounted to only

This generally subdued inflation environment should allow

3% in the last five years, compared with 8.6% in the five

monetary policymakers to remain quite accommodative

years leading up to the global recession. Trade growth is

throughout 2018.

projected to average around 4% for 2018, which remains

US$4.9 billion in the first 10 months of 2017, up from
Things do, however, look slightly better for the next

US$1.9 billion in 2016. This explains, in part, why the rand

year or two. The external economic environment, as

and domestic bonds have not shown a strong or durable

mentioned earlier, has improved. This recovery is relatively

reaction to adverse policy news and sovereign ratings

broad-based, both geographically and across sectors, and

downgrades over the last 12 months. (Global emerging

Table 1 - World Economic Growth

Employment growth in major economies has recovered

modest by pre-crisis standards.

relatively well in recent years. The unemployment rate is

Chart 1 - Global Trade Intensity*

now close to, or even below, estimated long-run sustainable
rates in some of the dominant economies, including the
United States, Japan and Germany. Labour remuneration,
however, continues to lag the pace of economic activity
and employment. Workers are up against fundamental
headwinds. For the typical worker, rising productivity or
tight labour markets may no longer be sufficient to raise real
wages. The experience of the past two decades suggests
that workers’ bargaining power has been weakened by
rapid technological change, the automation of certain tasks,
increasing global production integration and, in particular,
the offshoring of low-skill, labour-intensive tasks.
Monetary policy is set to remain accommodative in
the major economies in 2018 and 2019, and fiscal
policy easing will offer more support to general demand
in the economy than in the three years prior to 2017. A
comprehensive and collective policy response is, however,
Source: OECD

*World trade volumes for goods plus services; global GDP at
constant prices and market exchange rates. Period averages are
the ratio of average annual world trade growth to average annual
GDP growth in the period shown.

needed to address this global low-wage-growth trap,
manage the associated risks, and help ensure that the
benefits of technological progress and globalisation are more
broadly shared.
Source: IMF World Economic Outlook, October 2017
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market investors measure South African interest rates

while still well below the neutral 50 mark, rose off eight-year

against those of other emerging markets, which have their

lows in the second half of the year.

own ratings demons to battle.)
Higher investment spending should support growth
In recent months, some domestic high-frequency

in the next two years, assuming that business confidence

data have shown signs of improvement in domestic

increases further and policy uncertainty fades after political

sentiment and activity. Following a downward trend

leadership changes at the end of 2017. Economic growth is

lasting more than three years, new vehicle sales, expressed

expected to be just above 1% in 2018 and closer to 2% in

in seasonally adjusted terms, rose strongly towards the end

2019. As the Reserve Bank remains vigilant in pushing down

of 2017, from an April low. Manufacturing production, which

on any potential underlying inflation pressures, it would

had stagnated over the last five years, increased steadily

be prudent to prepare for moderate interest rate increases

during the third quarter of 2017 to its highest levels in more

in the next year. This conservative interest rate policy and

than a year. The rebound in the mining sector has been even

an uptick in commodity prices may well see the rand being

more pronounced. The RMB/BER Business Confidence Index,

stronger in the next 12 months than generally anticipated.
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