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Foreword 
 
From the first State of the Nation address by President Nelson Mandela, and the first Budget speech 
delivered in a democratic South Africa, we have made it abundantly clear that budgets are not about 
markets, bonds or statistics. 
 
Budgets are about people. 
 
This is a timely reminder, because we have just lived through one of the most turbulent months in 
modern economic history. When a trader presses a button in New York it has an effect on the lives of 
millions of our people. It is government’s responsibility to ensure that what happens in the world 
economy, and how it happens, is communicated clearly to South Africans. And we must ensure that in 
periods of global volatility, we have the tools to protect our people – in particular the poor.  
 
The 2008 Medium Term Budget Policy Statement is about how we respond in the face of an 
international storm. The policy statement provides the framework on which the 2009 Budget will be 
constructed. It is not a budget, nor is it a mini-budget. The statement provides government’s assessment 
of the state of the economy, the fiscal framework, the budget priorities and the division of revenue 
between national, provincial and local government. And it balances competing claims on the public 
finances – the need to address immediate priorities with the longer-term requirements of our economy. 
 
Over the past 14 years government has taken some tough decisions on the budget, on spending, on 
taxation, on exchange controls, on banking regulation and on inflation targeting. So today, as the world 
faces its sternest economic test in decades, we are prepared. The benefits of taking such difficult 
decisions early on are reflected in a positive growth forecast, in our low levels of debt and in many 
other economic indicators.   
 
Liduduma lidlule! The thunder will pass! Storms come and go. Some are more ferocious than others. 
We must look beyond the storm.  
 
Our challenges are to eliminate poverty, to raise employment, to broaden opportunity and to improve 
the lives of all, particularly the most disadvantaged among us. We will remain focused on meeting 
these challenges during the present storm and beyond.   
 
The budget framework presented here gives meaning to these commitments – to strive for faster 
economic growth, higher levels of investment, rising employment and reduced levels of poverty. Over 
the next three years we are prioritising education, health care, fighting crime, rural development and 
extending access to housing, water, sanitation, electricity and public transport.  
 
We reaffirm the commitment of this government to put people first. We will continue to adopt policies 
that support growth and development, and that ensure more inclusive growth. And most importantly, 
we will continue to invest in a better life for all.  
 
The thunder will pass!  
 
 

 

 

Trevor A Manuel, MP 
Minister of Finance 
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 Higher and more labour-intensive growth 

South Africa and the international economy 

Early decisions on macroeconomic policy, banking regulation, the 
gradual approach to exchange control liberalisation, the introduction 
of inflation targeting and our counter-cyclical approach to fiscal 
policy have enabled South Africa to benefit from the global 
environment, while providing a degree of protection from the worst 
effects of financial contagion.  

Commodity prices have been exceptionally volatile. Oil and food 
price spikes have increased hardship for the world’s poor and driven 
inflation higher internationally. In recent months, the commodity price 
trend has reversed as growth prospects have slowed, contributing to 
downward pressure on global inflation.  

South Africa is well placed to adapt to the changed international 
environment because our financial system is not reliant on foreign 
banks, but an improved domestic savings performance is needed. 
Strong investment will continue to drive growth.   

The Commission on Growth and Development published its findings 
earlier this year.1 It showed that since 1945, those countries that 
succeeded in sustaining rapid growth and significantly reducing 
poverty within a generation pursued strategies that leveraged 
resources from the global economy. However, openness to global 
trade and finance has to be complemented by institutions that can 
provide protection during periods of heightened global risk. The fiscal 
and monetary policies pursued over the past 14 years have been 
designed to provide such protection, while enabling South Africa to 
benefit from global markets through trade and financial capital flows. 

In recent months there has been exceptional volatility in the global 
financial system. Several major financial institutions have collapsed or 
required large bailouts, and there has been a general loss of confidence 
between institutions in the banking system. While these developments 
have important domestic implications, South African financial 
institutions do not have significant direct exposures to the US housing 
market or failed banking and credit institutions. As Figure 1.1 shows 
below, there is a high degree of confidence in South Africa’s banking 
system. Nevertheless, the international credit crisis and the slowing 
global economy will raise the cost of accessing external finance and 
limit the growth of trade opportunities.  

In countries where the banking crisis is most acute, the first round of 
policy responses included injecting liquidity and providing guarantees. 
When these steps failed to inspire confidence, a number of 
governments also undertook to purchase direct shares in their large 
banks. It appears that the latest measures are working to good effect, 
though there remains considerable uncertainty.  

 

                                                        
1 The Growth Report – Strategies for Sustained Growth and Inclusive 
Development, Commission on Growth and Development, 2008. 
(www.growthcommission.org) 
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Figure 1.1  Soundness of banks (country ranking in brackets)2 
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Soundness is measured between 1 (insolvent and may require a government 
bailout) and 7 (generally healthy with sound balance sheets). 

Given the strength of the domestic banking system, its lack of direct 
exposure to global deleveraging and the continued efficiency of our 
interbank market, South Africa has not had to take any such measures. 
Nevertheless, government is monitoring the banking and financial 
sector and will take appropriate steps as the need arises.  

Domestic economic policy considerations 

The South African economy has grown by an average of 5 per cent a 
year for the past six years. During this period investment increased 
from about 15 per cent of GDP to more than 22 per cent. The 
unemployment rate declined from about 29.3 per cent in 2003 to 
23 per cent today. Nearly 2 million net jobs were created during this 
period. Nevertheless, unemployment is unacceptably high, and a 
critical objective of economic policy over the next five years is to 
create work opportunities. Rising job creation depends on sustained 
growth, but also on making growth more labour-intensive. 
Government’s economic policies must tackle these twin challenges.  

During the period ahead, government will work to sustain economic 
growth by continuing to invest in areas that will boost South Africa’s 
global competitiveness. Improving long-term growth prospects 
depends on rising investment in productive capacity, moderation of 
consumption expenditure and improved trade performance.  

It is also important to recognise the causes and consequences of South 
Africa’s aging physical infrastructure and poor skills base. Decades of 
underinvestment in physical infrastructure, from electricity generation 
to water supply, roads and rail have constrained the economy’s ability 
to grow more rapidly.  

Since 2001, both public and private investment have gathered 
momentum. Public investment in electricity generation, port 
operations, rail, airports, roads and public transport will support job 
creation in the short term and add much-needed capacity for higher 

                                                        
2 Source: The Global Competitiveness Report 2008 – 2009, World Economic 
Forum, Executive Opinion Survey 2007, 2008.  
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growth in the medium to longer term. Similarly, private investment in 
mining, manufacturing, telecommunications and tourism has increased 
the productive capacity of the economy. 

One of the most critical challenges is to finance investment in a much 
tougher international financial environment. The budget will continue 
to support public spending on infrastructure. The large capital 
programmes of the state-owned enterprises are generally financed 
through operating surpluses and borrowing on the capital markets. 
Given more difficult credit conditions, government will support these 
enterprises in three ways: by continuing to align prices with long-run 
average costs to provide a suitable rate of return, by strengthening the 
development finance institutions to support larger infrastructure 
projects and by providing selective guarantees to the state-owned 
enterprises to cover their higher borrowing requirements.  

South Africa’s financial sector and deep capital markets have been 
key strengths in the country’s economic development. The banking 
sector is well regulated and the gradual approach to exchange control 
liberalisation has enabled an orderly diversification of portfolios.  

Earlier this year, the International Monetary Fund released its 
Financial System Stability Assessment Report for South Africa. The 
report notes that “South Africa’s financial system is fundamentally 
sound and well-capitalised.” It observes that the financial system is 
“diversified and spans a broad range of activities that are supported by 
an elaborate legal and financial infrastructure and a generally effective 
regulatory framework”. The report also states that the country’s major 
banks are compliant with the Basel II accord – an agreement updating 
international banking standards, including minimum capital adequacy 
requirements. Alongside sound financial institutions, however, 
economic progress requires investment in social and infrastructure 
development.  

Generations of apartheid education and limited progress in improving 
the quality of post-1994 education have reinforced skills shortages 
that inhibit higher growth. The emigration of skilled workers has 
exacerbated these shortages. South Africa is investing more resources 
in education and skills development and the 2009 Budget will add 
further resources in this area. It is important that these resources, and 
monies raised from the Skills Development Levy, be used more 
effectively.  

A more inclusive growth trajectory has to be more labour absorbing. 
The 2009 Budget will see further resources allocated to employment-
intensive programmes in the public sector, as well as incentives for 
private employers and non-governmental organisations to use more 
labour-intensive methods. In addition, rising investment in agricultural 
services and higher food production are likely to be positive for both 
employment and rural incomes.   

Globally, the carbon trading market is maturing and beginning to have 
the desired effect of moving resources from energy-inefficient 
producers to more efficient ones. South Africa is exploring the use of 
similar market-based mechanisms to encourage companies to produce 
more efficiently. The proposed budget framework contributes to 
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the role of development 
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reducing electricity demand by promoting energy efficiency and 
investment in renewable energy sources, which also helps to limit CO2 
emissions. The proposed electricity levy, delayed until next year, will 
be broadened to cover other large carbon-producing enterprises.  

In the context of heightened uncertainty globally, the key pillars of 
South Africa’s macroeconomic policy provide a stable platform on 
which to foster more inclusive growth. Inflation targeting will remain 
the anchor for monetary policy, and fiscal policy will continue to be 
focused on raising domestic investment and addressing the service and 
infrastructure backlogs that prevent a more inclusive growth path, 
within a sustainable framework.  

At the same time, South Africa has to raise domestic savings and 
develop a more export-oriented economy that can take advantage of 
global opportunities. This requires a series of microeconomic reforms, 
particularly in areas relating to trade and industrial policy, competition 
policy and the functioning of the labour market. A more effective and 
capable state is required to improve the quality of education and 
health care; to broaden opportunities for the poor by providing access 
to housing, water, electricity and transport; and to reduce violent 
crime.  

 Budget reform 
Over the past 14 years the budget process has been substantially 
improved. The National Treasury has deepened engagement with 
Parliament, government departments and civil society, and enhanced 
the quality of published information. Earlier this year, the Estimates of 
National Expenditure included explicit performance measures for 
each department and, in several cases, for programmes within 
departments. Efforts to improve the quality of the performance 
indicators used in the budget process and the data produced in relation 
to these indicators continue.  

What is the Medium Term Budget Policy Statement? 

The Medium Term Budget Policy Statement is a policy statement 
issued by the executive that defines the parameters for the following 
year’s budget. It is not a budget, nor is it a “mini-budget”. The 
purpose of the statement is to set out the policy context and direction 
so that departments, provinces and municipalities can prepare their 
budget plans for the next three years.  

The policy statement sets out the economic context in which the 
budget is prepared, provides the country with government’s official 
economic forecasts for a three-year period and, based on these factors, 
outlines the proposed fiscal stance. It sets out the budget priorities 
over the medium term and provides a division of revenue to finance 
services provided by national, provincial and local government.  

Assessing public finances and accountability  

Earlier this year the National Treasury, in partnership with the 
European Union, conducted a public expenditure and financial 
accountability assessment. The assessment scores a country on its 
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Policy statement defines the 
parameters for next year’s 
budget 



CHAPTER 1: LIDUDUMA LIDLULE! THE THUNDER WILL PASS! 

 7

financial management, budget process, procurement system, quality of 
published data and the audit process. This assessment is generally 
done in developing countries and is used by donor countries to assess 
the capacity of a country to absorb and manage donor aid. In the case 
of South Africa, where donor aid is a minor part of the budget, the 
assessment focused on public financial management.  

South Africa received 15 “A” rankings out of a total 28 indicators – 
the highest number received by any country that has been assessed, 
including some developed countries such as Norway. The report also 
identified room for improvement in the procurement system and 
reporting on donor aid.  

Enhancing parliamentary oversight of the budget 

South Africa’s Parliament has evolved from a Westminster tradition, 
where the legislature played little or no role in the budget process. 
Today, Parliament engages extensively with the process and receives 
comprehensive information on the finances and performance of 
departments. Parliament also receives quarterly data on departmental 
and provincial spending trends.  

The Constitution empowers Parliament to establish procedures to 
amend money bills as part of its role in overseeing the work of the 
executive. Parliament is presently debating proposals for such a 
procedure. The executive would still be responsible for drafting and 
tabling budgets, but Parliament would be empowered to consider and 
enact amendments to specific provisions of appropriation and revenue 
bills. In draft legislation, the procedure to amend money bills includes 
provisions requiring Parliament to take account of government’s fiscal 
responsibilities and the short-, medium- and long-term implications of 
any changes.  

It is expected that this reform will come into effect in the middle of 
2009. It will require Parliament to build up expertise to be able to 
analyse money bills in greater detail. These reforms are welcomed as 
they will enhance Parliament’s oversight of departmental performance 
and deepen the quality of engagement on the budget process.  

 Overview of the policy statement 

Economic policy and outlook 

Chapter 2 discusses the macroeconomic outlook and provides a 
perspective on the microeconomic policy changes required for higher 
growth and employment in the context of global financial market 
turmoil. In addition, the chapter includes a discussion of forthcoming 
changes to the consumer price index.  

South Africa seeks to grow faster through increasing investment in 
productive capacity and to promote a more inclusive growth path 
through expanding employment. Achieving these objectives in a 
slowing global economy will be more difficult. Nevertheless, South 
Africa has the policy, institutional and regulatory frameworks to 
ensure continued economic growth and investment. It is important to 
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further strengthen these frameworks and focus on microeconomic 
reforms.  

The reforms needed to achieve higher and more inclusive growth lie 
in the areas of trade policy, industrial policy, labour market policy, 
competition policy and the performance of the state in the areas of 
education, health, and safety and security. Furthermore, the country 
needs even higher levels of investment in infrastructure, ranging from 
power generation to roads and ports.  

The performance of the global economy is a key determinant of South 
Africa’s economic performance. Growth in the seven most advanced 
economies is now projected to be close to zero, with some of these 
countries dipping into recession. Similarly, measures to curb rising 
inflation in India and China, as well as slowdowns in their major 
export markets, mean that growth in these two large trading 
economies is likely to cool down. Commodity prices have already 
fallen sharply on expectations of lower Asian demand.  

Growth prospects in Southern Africa and Africa in general remain 
robust, with average growth of over 6 per cent projected for 2009 due 
to rising investment in mining, petrochemicals, tourism and transport 
infrastructure. South Africa is one of the largest investors on the 
continent and benefits from growing intra-African trade.  

A period of slower consumption growth is needed to enable domestic 
saving to contribute more substantially to meeting the financing 
requirements of continued investment growth. Following several years 
of robust household spending, consumption expenditure growth is 
expected to slow from 2.8 per cent in 2008 to 1.6 per cent in 2009. 
However, the continued buoyancy of the construction sector in 
response to rising investments will be supportive of growth going 
forward. GDP growth is projected to slow from 5.1 per cent in 2007 to 
3.7 per cent in 2008 and 3.0 per cent next year. As the global economy 
recovers and as the benefits of higher investment start to come 
through, growth prospects strengthen for 2010 and beyond.  

Consumer price inflation increased rapidly during 2008, driven by 
rising food and fuel prices. The inflation outlook is more promising, 
with oil prices falling and food prices moderating. With the 
introduction of a new basket of consumer prices based on updated 
consumption trends, the consumer price index will become the 
targeted measure of inflation. Chapter 2 describes this change in more 
detail.  

Table 1.1  Macroeconomic projections, 2007 – 2011
2007 2008 2009 2010 2011

Calendar year Estimate Forecast
Percentage change unless otherwise indicated

Final household consumption 7.0             2.8             1.6             3.2             3.7             

Gross fixed capital formation 14.8           12.6           8.7             8.8             9.3             

Real GDP growth 5.1             3.7             3.0             4.0             4.3             

GDP at current prices (R billion) 1 996.9      2 303.6      2 538.4      2 802.4      3 098.2      

CPI1 6.5             11.6           6.2             5.3             4.7             

Current account balance (% of GDP)  -7.3  -7.6  -7.8  -8.9  -8.8

1.   CPIX in 2007 and 2008.  
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Fiscal policy and revenue trends 

Chapter 3 discusses fiscal policy and Chapter 4 reviews tax trends. 
The economic environment has changed radically since the February 
2008 Budget. However, sound fiscal policy enables government to 
adjust the fiscal framework without undue disruption. Fiscal policy 
will continue to balance mitigating global risks with support for higher 
investment, better public services and rising employment.  

Given the fact that revenue growth is slowing, and in particular that 
corporate tax revenue is likely to fall next year, it is anticipated that 
the budget balance will revert from a moderate surplus in 2007/08 to a 
deficit in 2009/10. This budget framework adds R170.8 billion to 
spending plans for the next three years. A deficit of 1.6 per cent of 
GDP is expected in 2009/10.   

Revenue growth averaged 17 per cent a year over the past four years, 
but it has slowed in the first six months of 2008/09, despite higher 
inflation levels. While tax collection is expected to be close to the 
budgeted figure, revenue as a share of GDP will be lower than 
expected. The budget framework takes into account that revenue 
growth is likely to moderate over the next two years in line with 
corporate profitability.  

Public spending growth will continue to support investment in 
physical infrastructure, as well as higher investment in education and 
health. The budget includes R60 billion in loan financing to support 
capital investment by Eskom. Gross fixed capital formation by general 
government and public enterprises will continue to rise strongly, by 
14.2 per cent a year in real terms. The public sector borrowing 
requirement increases to 3 per cent of GDP next year, reflecting strong 
public-sector investment plans. Government will support the 
investment programmes of its state-owned enterprises by 
strengthening the role of development finance institutions in financing 
large infrastructure projects and through targeted loan guarantees. In 
addition, government recognises that utility prices have to be adjusted 
to reflect the economic costs of delivering public amenities, while 
ensuring subsidised support for poor households.  

Although a budget deficit is anticipated for the period ahead, 
government will continue to contribute positively to national savings, 
as growth in capital spending continues to exceed growth in recurrent 
expenditure.   

Table 1.2  Consolidated national government, 2007/08 – 2011/12
2007/08 2008/09 2009/10 2010/11 2011/12

R billion Outcome Estimate Medium-term estimates
Revenue 584.6          653.5          712.8          783.5          869.2          

 Percentage of GDP 28.4% 27.6% 27.4% 27.3% 27.4%

Expenditure 558.0          650.3          754.3          814.5          868.6          

 Percentage of GDP 27.1% 27.5% 29.0% 28.4% 27.4%

Budget balance1 26.6            3.2               -41.5  -31.0 0.6              

 Percentage of GDP 1.3% 0.1% -1.6% -1.1% 0.0%

Gross domestic product 2 061.9      2 366.7      2 598.6      2 870.2      3 170.3      
1.   A positive number reflects a surplus.  
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will continue to work to reduce short-term risks to the economy, while 
making investments that can raise future growth rates and improve the 
lives of all South Africans.  

The present banking and credit crisis, which began in the United 
States and spread rapidly to Europe and beyond, will have far-
reaching repercussions that will play havoc with long-term economic 
forecasts for all countries. The most recent forecast by the 
International Monetary Fund (IMF) projects a significant deterioration 
in global growth to 3.0 per cent in 2009, down from 5.0 per cent in 
2007.  

How the financial crisis is managed – and the implications for trade 
and commodity prices – will affect the trajectory of the South African 
economy.   

A possible scenario is that a deep recession and lingering financial 
uncertainty in the developed economies will result in a reduction in 
international trade, with a concomitant decline in economic growth in 
emerging markets and continuing financial volatility. In such an 
environment, South Africa could expect a prolonged period of much 
slower growth. Our monetary and fiscal policy framework, strong 
financial position and appropriate economic policy responses might 
allow output and employment growth to be maintained, but real 
income and corporate profits would come under pressure. 

In a second and more hopeful scenario, greater international policy 
coordination and improved regulatory capacity to intervene in poorly 
performing markets will result in a period of global economic 
adjustments over the medium term, followed by more balanced 
growth. While South Africa’s fiscal stance and budget proposals are 
framed to allow for a wide range of possible global trajectories, our 
current economic forecast reflects this more benign set of 
assumptions.  

GDP forecast and current trends 

Taking into account South Africa’s policy frameworks and the 
relatively diversified character of the domestic economy, GDP is 
projected to grow by about 3.7 per cent in 2008 and 3.0 per cent in 
2009, before rising to 4.0 per cent in 2010 and 4.3 per cent in 2011. 
This forecast factors in trends that have emerged during the robust 
economic performance of recent years, in particular the strong capital 
expenditure plans of the public sector and private-sector investment 
momentum.  

Since 2004, South Africa has benefited from a stable financial 
environment and much-improved terms of trade in an expanding 
world economy. GDP growth averaged 5.1 per cent a year between 
2004 and 2007, up from 3.2 per cent in the previous three years.  

Domestic expenditure in recent years has been robust, but some 
rebalancing is now taking place. Household consumption has slowed 
considerably in response to higher interest rates and inflation has 
eroded consumer purchasing power. Disruptions to electricity supply 
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in the first quarter of 2008 also cut mining and manufacturing output 
temporarily, dampening GDP growth.  

Strong investment will continue to underpin growth over the next few 
years. Investment has risen from about 15 per cent of GDP in 2002 to 
22 per cent in the first half of 2008. Real growth in fixed investment is 
expected to remain high, averaging about 9 per cent a year over the 
medium term, well in excess of overall GDP growth. Household 
consumption is expected to grow at a slower pace of 1.6 per cent in 
2009 before rising to 3.7 per cent in 2011.  

Fiscal policy has aimed to reduce South Africa’s exposure to negative 
international developments by decreasing government debt and 
increasing foreign exchange reserves. Over the medium term, the 
fiscal stance will help to moderate the slowdown in GDP growth by 
maintaining strong growth in public investment and social spending. 
A small budget deficit is projected over the next few years. 

Rapid growth in domestic expenditure has contributed to an expansion 
of the current account deficit, which increased from 4.0 per cent of 
GDP in 2005 to a projected 7.6 per cent of GDP in 2008. This deficit 
is expected to remain relatively high over the medium term as a result 
of the projected performance of the economy and lower commodity 
prices.   

Table 2.1  Macroeconomic projections
Calendar year 2005 2006 2007 2008 2009 2010 2011

Actual Estimate Forecast
Percentage change unless otherwise indicated

Final household consumption 6.9         8.2         7.0         2.8            1.6         3.2         3.7         

Final government consumption 4.8         5.2         5.0         4.5            4.0         4.0         4.0         

Gross fixed capital formation 8.9         13.8       14.8       12.6          8.7         8.8         9.3         

Gross domestic expenditure 5.7         9.2         6.0         3.6            3.0         5.5         5.2         

Exports 8.0         5.6         8.3         2.6            2.9         4.4         6.0         

Imports 10.3       18.8       10.4       2.6            3.2         8.9         8.2         

Real GDP growth 5.0         5.4         5.1         3.7            3.0         4.0         4.3         

GDP inflation 5.2         7.2         9.1         11.3          7.0         6.2         6.0         

GDP at current prices (R billion) 1 541.1 1 741.1 1 996.9 2 303.6 2 538.4 2 802.4 3 098.2

CPIX inflation 3.9         4.6         6.5         11.6          –            –            –            

Headline CPI inflation –            –            –            –               6.2         5.3         4.7         

Current account balance
(percentage of GDP)

 -4.0  -6.5  -7.3  -7.6  -7.8  -8.9  -8.8

Fiscal year 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
Actual Estimate Forecast

GDP at current prices (R billion) 1 584.7  1 808.3  2 061.9  2 366.7     2 598.6  2 870.2  3 170.3  

Real GDP growth 4.8         5.6         4.7         3.5            3.0         4.2         4.3         

GDP deflator 5.9         8.0         9.0         10.9          6.6         6.0         5.9         

CPI inflation (Metropolitan & urban) 3.5         5.2         8.1         11.6          5.2         5.2         4.7          

CPIX inflation rose strongly in the first half of 2008, reaching 
13.6 per cent in August 2008, raising inflation expectations and 
putting upward pressure on wage settlements. Exchange rate volatility 
may result in higher inflation in the short term, but falling oil prices 
and lower food costs will help to bring inflation back towards the  
3-6 per cent target range. Slower GDP growth will also exert a 
moderating effect on inflation and the current account deficit.  

Strong investment supports 
continued growth over 
medium term 

Decreasing debt, rising 
foreign exchange reserves 
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Table 2.2  Key labour market indicators, 2003 – 2008 
Thousands Mar-03* Mar-07 Mar-08 Jun-08

Employed 11 666 13 326 13 623 13 729
Unemployed 4 843 4 119 4 191 4 114

Total economically active 16 509 17 445 17 814 17 844

Not economically active 11 819 12 763 12 794 12 861
Total aged 15-64 years 28 327 30 208 30 608 30 705

Unemployment rate 1 29.3 23.6 23.5 23.1

Labour force participation rate 1 58.3 57.7 58.2 58.1

Labour absorption rate 1 41.2 44.1 44.5 44.7
1. Unit is per cent.
* Revised series to make the LFS estimate comparable with the Quarterly Labour Force
  Survey (QLFS) Q1 data starting 2008  

In the recent period most new jobs have been created in the 
construction, retail and financial services sectors. In contrast, 
employment growth in mining, manufacturing and agriculture has 
been slow.  

Figure 2.1  Sectoral drivers of GDP growth, 2000 – 2008 
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Data for 2008 is for the first half of the year. 

Strong investment in machinery, transport equipment and construction 
should continue to raise productive capacity and long-term potential 
growth. Real growth in gross fixed capital formation has averaged 
11.1 per cent a year since 2003, driven by capacity expansion in 
manufacturing, electricity and transport. The financial sector invested 
heavily in information technology expansion. By the end of the 
second quarter, fixed investment accounted for 22.4 per cent of GDP, 
the highest level since 1985. 

Investment growth in 2008 has been strongest in the public sector, 
with the share of investment by public corporations rising to 
15.3 per cent in the first half of the year from 11.3 per cent in 2003. 
The private sector accounted for about 72 per cent of total investment 
in the first half of 2008.  

Job creation has been 
strongest in construction, 
retail and financial services 

Robust investment will raise 
productive capacity and 
long-term potential growth 
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Figure 2.2  Gross fixed capital formation, 2000 – 2008  
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Data for 2008 is for the first half of the year. 

The mining sector has faced a number of difficulties in expanding 
production in 2008, including a period of sharply lower output due to 
electricity shortages and concerns over mine safety. Some recovery 
was seen in the second quarter, but total production was still 
8.8 per cent lower in the first eight months compared with the same 
period in 2007. Mining export volumes stagnated in the first half of 
the year, but export earnings between January and August were 
33.7 per cent higher compared with 2007 due to higher commodity 
prices.  

Figure 2.3  Mining production by commodity, 1995 – 2008  

40

60

80

100

120

140

160

180

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

In
de

x 
20

00
 =

 1
00

 

Gold production
PGM production
Coal production

 
Data for 2008 is for the first half of the year. 

The agricultural sector benefited from a bumper crop and rising food 
prices during the first half of 2008. Favourable weather conditions and 
increased plantings raised production of summer crops by at least 
47 per cent in 2008. Maize production is likely to be 69 per cent 
higher in 2008 than in 2007.  

Manufacturing output is an important driver of GDP, exports and 
employment, but the sector’s contribution to growth remains uneven. 
Manufacturing gross value added lagged behind overall GDP growth 

Mining exports have 
stagnated but high prices 
boosted earnings 

Agricultural production has 
responded positively to 
higher prices 
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in the first two quarters of 2008, expanding at an average rate of 
3 per cent compared with 2007. Electricity failures in the first quarter 
of the year constrained output in some subsectors, but the slowdown 
in global demand has been a more prominent factor in recent months.  

Table 2.3  Composition of manufacturing sector growth
Weights* Per cent 

growth 
Growth contribution 

(Ave Jan-Aug) Percentage points Per cent
Petrochemicals 22.5% 10.5               2.4                        71.9        
Basic iron and steel 22.4%  -1.4  -0.3  -9.7
Food and beverages 16.4% 3.0                 0.5                        14.8        
Wood and paper 11.0% 1.0                 0.1                        3.5          
Motor vehicles and accessories 8.6%  -1.6  -0.1  -4.1
Furniture 5.8% 4.2                 0.2                        7.4          
Textiles, clothing, leather and footwear 5.4% 1.8                 0.1                        2.9          
Glass and non-metallic mineral products 3.9% 1.1                 0.0                        1.3          
Electrical machinery 2.7% 13.3               0.4                        10.9        
Radio and TV 1.3% 2.5                 0.0                        1.0          
Total** 100.0% 3.1                 3.1                        100.0      
* Weights are based on the large sample manufacturing survey of 2001 
**Columns may not add up due to rounding  

A more competitive real exchange rate will make South African goods 
cheaper in international markets, although these gains may be offset 
by weaker global demand and rising production costs. About 
36 per cent of South Africa’s manufactured goods exports are sold to 
the Group of Seven (G7) industrialised countries. In contrast, only 
about 5 per cent of such exports go to Brazil, Russia, India and China. 
This export imbalance leaves producers sharply exposed to a 
reduction in developed-country demand.  

 The global economic environment  

Trends in the world economy 

The world economy is slowing rapidly and many developed countries 
– including the United States, United Kingdom and Eurozone member 
states – face a downturn. Global growth is forecast at 3.9 per cent in 
2008 and 3 per cent in 2009, down considerably from 5 per cent in 
2007.  

The deflation of the US housing market bubble, which began in 
August 2007 in the subprime mortgage market, has developed into a 
full-blown global crisis, severely undermining confidence in the 
banking systems of many developed economies and precipitating 
massive losses in financial markets. The erosion of bank balance 
sheets due to falling asset prices, combined with reduced market 
liquidity, has led to a number of high-profile bank failures in the US 
and Europe, with an associated loss of confidence and a drying up of 
credit.  

 

Export imbalance leaves 
South Africa exposed to 
developed-country demand 

Financial crisis is likely to 
impact on real growth in 
most developed countries 




























































































































