
 

  

  

Economic growth note: upside improves substanƟally as probability of a stronger outlook 
jumps  
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•    South Africa conƟnues to work towards removing the impediments to a stronger 
economic growth environment, most tangibly so far is the halt in loadshedding, but 
key is that the change in government has liŌed the potenƟal for a stronger outlook. 

•  In addiƟon, the downside risk has meaningfully reduced as fiscal consolidaƟon is a 
fundamental tenet of the newly established Government of NaƟonal Unity (GNU) in 
South Africa, with the risk of a shiŌ to the leŌ and fiscal deterioraƟon avoided. 

•  Finance Minister Godongwana highlighted this month a very firm stance on fiscal 
restraint and consolidaƟon. The bond market saw substanƟal gains (see Bond note, 
25th July) on the poliƟcal developments, along with lower SARB inflaƟon projecƟons. 

•  The MPC’s recent lowering of its inflaƟon forecast substanƟally towards our much 
lower view (see Interest Rate Outlook, 19th July) has come as the feared inflaƟonary 
effects of a leŌist government have been avoided by the formaƟon of the GNU. 

•  The risk of an ANC/EFF coaliƟon to govern the country worried markets ahead of the 
elecƟon, creaƟng a marked poliƟcal risk premium which was suppressing the rand, the 
bond markets and the JSE, with business confidence in depressed territory too. 

•  The likelihood has now fallen for the downside: of weakening economic acƟvity, fiscal 
deterioraƟon, rising bond yields and inflaƟon, substanƟal rand weakness, weakening 
investment growth, persistent load shedding and other structural constraints. 

•  In the economic scenarios, the down case (lite and severe down cases combined) has 
reduced in probability to 36%, from 51% before the elecƟon, as South Africa has seen 
the likelihood of centrist economic policy outcomes substanƟally strengthened. 

•  That is, the ANC has joined with centrist poliƟcal parƟes in the main in the GNU, and 
as such, in itself has seen the potenƟal for centrist policy making and implementaƟon 
increased, liŌing the expected case probability to 50% from 45%.  

•  Consequently, the upside (which consists of the up and extreme up cases) now has the 
potenƟal of a 14% outcome, up from a 3% likelihood, as the possibility of stronger 
economic growth outcomes has increased substanƟally. 
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•    Strengthening infrastructure investment is an underpin to a marked improvement on 
the economic outlook (see Fixed Investment Outlook, 18th July) as electricity and 
logisƟc capacity rises so will business senƟment and economic growth. 

•  In the 2000s, which the up and extreme up cases are benchmarked against, good 
governance saw the highest consistent growth rate for South Africa in thirty five years 
and substanƟal fiscal consolidaƟon yielded credit raƟng upgrades.  

•  The business confidence and the investor climate was boosted to the extent where 
the later years of the period of 2004 to 2008 saw an extreme up case (average growth 
5.2% y/y). The ease of doing business in the country also improved. 



•  Minister Godongwana recently noted its key to "unencumber infrastructure financing 
from the tradiƟonal mechanisms used to fund the budget" with a process similar to 
the Independent Power Producers (IPP) Office’s renewable energy procurement.  

•  And addiƟonally, "(w)e want to have a similar structure for mega projects… In the case 
of the IPP Office, the Department of Energy cannot sit and adjudicate bids. It can only 
prescribe the criteria." This would make a marked improvement to economic growth. 

•  “(W)hat other reforms will be necessary? For instance, the ease of doing business is a 
criƟcal issue. Just registering a company is a nightmare.” Here reducing red tape and 
lowering the high compliance cost for small business. 

•  Both President Ramaphosa and Minister Godongwana are key proponents of 
OperaƟon Vulindlela's (OV) which has seen substanƟal work on the energy sector so 
far as menƟoned, with freight logisƟcs and water infrastructure. 

•  OperaƟon Vulindlela also focuses on planned reform for local government "ensuring 
that the insƟtuƟonal structure and funding model for local government is fit-for-
purpose and that municipaliƟes are financially and operaƟonally sustainable". 

•  The free and fair elecƟons, establishment of the GNU and it successful working 
partnership has allowed a stronger economic growth outlook, around 3.0% y/y by the 
end of the medium-term, and has improved investor senƟment substanƟally. 

 

  

   



 

 

  

 

 


