The KZNDEDT Economic Overview and Statistics in Brief Quarterly Publication 2009

2nd Quarter 2009

Produced by the: KZNDEDT Economic Planning Programme

Department of Economic Development and Tourism
Umnyango Wezokuthuthukiswa Komnotho Nezokuvakasha
KWAZULU-NATAL



TABLE OF CONTENTS

L. INTRODUGTION ...ttt ettt ettt ettt bttt e bbbt e e h e e be e o2 bt e bt e 4R bt e be e e e bt e eb et e ab e e e bb e e nbeenbbeenbeeanneeteas 3
0 [ oo (U T i o o PSP P PP TP OPR 3
1.2 Global Economic Developments (2nd Quarter 2009) ..........uuiiieiiiiiiiiieeiiiiiee et 3

2. DOMESTIC ECONOMIC DEVELOPMENTS

2.1 Economic Performance in South Africa .................
2.2 Growth Trends in KwaZulu-Natal ............cccceeiiiiiiiiiiniiiiecees
2.3 Growth Trends in KwaZulu-Natal and Other Provinces
2.4 Major SeCtOral GrOWEN DIIVEIS ........oiiiiiii ittt e e s i e
3. LABOUR MARKET TRENDS. ...ttt ettt ettt e ettt e e et e e st e e et e e e st e e anseeeeanbeeeanteeeeneeeeanneeeas
3.1 Labour Market Indicators .............cccccneee.
3.2 Provincial Unemployment Rates
3.3 EMPIOYMENt ..o
3.4 SECIOT PEITOIMMANCE ....eeiiiiiitiii ettt ettt e e e e ettt e e e e s nsbb et e e e e e tbeeeeaeaannsaeeaeeaannenneeeeaanne
4. OTHER ECONOMIC INDICATORS ...ttt ettt e e e e e e e e e e ettt ettt et teeeaeaeaeeeeeasasasaaaannannes 9
4.1 Companies and Close Corporations LiQUIdAtION ..........ccueeiiiiieiiiieiiiieeriie e 9
4.2 KwaZulu-Natal: Value (R Millions) Of Completed BUIldINGS.........ccoeiiiiiiiiaiiiiee e 9
v A = TV Y1 o [T gL B = = g RO PP 10
4.3 Manufacturing Production and Sales: SOUth AfTICa..........cooiiiiiiiiiii e 11
4.4 Motor Trade SalesS: SOULN ATTICA. .. ..ciueiiiiiie it e et snae e s nnaee s 11
4.5 REtAI TrAOE SAIES......iiiiiiie ittt ettt e e e oot e e e e ettt e e e e e s st b eeee e e et b eeteeeeaassebaeeeeanntbeaeaeenanes 12
4.5.1 Contribution of each type Of retailer ..o 13

4.5.2 Change in total retail trade sales at constant (2008) prices



LIST OF TABLES

Table 1: Trends in Annualized percentage change (%) in seasonally adjusted real GDP .............ccccoocveennnee. 4
Table 2: KZN-Annualised % change in the quarterly GDP by industry-EStimates .........cc.cccevvveveiiieeiiineenne, 5
Table 3: Annualised Regional Growth Rates (%) per Quarter (2007-2009) ........cocuvieiiieeinirieiieee e 6
Table 4: Labour Market indicators in KwaZulu-Natal and Comparative RegiONS...........ccocvvveiiiereiiiieeiiine e 7
Table 5: Unemployment rate€s Per PrOVINCE (J0) .....eeoiriiiiieieiiiie ettt ettt ettt 8
Table 6: Employment By ProvinCe (000S) ......c.uviiiirieiiiieaiie ittt e et nneeeennnee e 8
Table 7: KwaZulu-Natal Employment by SECtor (000S) .......ccourieiirieiiiieeiiieeaiiee st e st e e 9
Table 8: KwaZulu-Natal Value of Completed BUildiNgS...........cueeiiiiiiiiiiiiiie e 10
Table 9: Recorded Building Plans Passed Per PrOVINCE...........uuoiiiiiiiiiieiiiie et 10
Table 10: Contribution of each type of activity to change in motor trade sales ...........ccccooevvviieiieiiiiene e 11
Table 11: Contribution of each type of retailer to the percentage change in retail trade sales at constant

(401012 ) o1 Tot =T T OO PR PPRPP 13
Table 12: Change in total retail trade sales at constant (2008) PriCeS (%0)....ccvvrerrrreirrreeiiiieeniiiesiieee s 13
Table 13: Utilisation of production capacity by large enterprises in the manufacturing industry for

MAY 2009.........eeeeeeeeeeeeeeeeeeeee e et e e st se et n ettt ettt en e 14
Table 14: Utilisation of production capacity by large enterprises in the manufacturing industry .................. 15
Table 15: Contribution of each product to the CPI basket..........ccuuiiiiiiiiiiiii e 16
Table 16: Geographical Headline Inflation (%) (January 2009 -April 2009) ........ccccoviiiiiiiriiieeiiie e 17
Table 17: Mid-year population estimates by province, 2009 ...........ooiiiiiiiiirieeiiiiie e e 19
TabBIE 18: HIV PIrEVAIENCE .....ce ittt ettt e e et e e e e ettt e e e e e e a bt et e e e e e sae et e e e e e snbbeeeeeeaantaaaeeeeeasneees 19

LIST OF FIGURES

Figure 1: KZN GDP Growth Rates per Quarter (2007-2009)-EStIMAtes.........cccouiuiiiiieiiiiiiiieee e 5
Figure 2: Contribution to KZN GDP per sector (2000-2008) ........ccuiuuiriiaiiiiiiiieeee it e et ee e 6
Figure 3: Total number of insolvencies and liquidations in the second quarter 2009 ..........ccccocvveiieiiiiiiieeeenn. 9
Figure 4: Motor Trade Sales from January 2005 t0 JUNE 2009 ..........ooiiiiiiiiiiieiiiieiea e 12
Figure 5: Trend cycle of retail trade sales at constant (2008) PriCES ........cuuveiieriiiiiiieeiiiiii e 12
Figure 6: Consumer and Producer INFIAtION ............cooiuiiiiiioii et 16
FIQUIE 7 INTEIEST RALES. ... .eeeiieiiiiee ettt ettt ookttt e o4 et b et e e e e e e bbbt e e e e e e snbb et e e e e abbeeeeeeeanes 18
FIQUre 8: EXCRANGE RALES ......ocoiiiiiiiiiiiiiiiiii ettt ettt e ettt e e e e e bbb e e e e e e nbb et e e e s enbeeeeeeaanes 18



1. INTRODUCTION

1.1 Introduction

The Economic Overview and Statistics in Brief is a quarterly publication by the Economic Planning Programme
of the KwaZulu-Natal Department of Economic Development and Tourism (KZNDEDT). The publication aims
to present economic trends and statistical issues in the second quarter of 2009 to stakeholders and policy
makers. Notably, the publication provides detailed statistics on Gross Domestic Product (GDP), employment,
inflation and international trade. Furthermore, the publication highlights developments in the South African
and the provincial economies with emphasis on priority sectors in KZN Province.

The main data sources used are Statistics South Africa (Stats SA) and Reserve Bank (SARB). Other data
sources used in this report are Quantec and Department of Trade and Industry.

The Economic Overview and Statistics in brief, is an initiative by the Economic Planning Programme of the
Department of Economic Development and Tourism (DEDT). The purpose of the Economic Planning
Programme is four-fold. Firstly, it provides economic and investment opportunity information, leadership and
guidance to inform the development of provincial economic policies and strategies. Secondly, it continually
monitors the implementation of such policies and strategies, and periodically evaluates them with a view to
determining their impact and effectiveness. Thirdly, the programme disseminates provincial economic and
investment information to potential investors so that they make informed decisions as well as attracting them
to invest in the province. Lastly, Economic Planning programme assists in focusing on evidence-based
decision making by using accurate and reliable data, for measurement of both economic and social progress
in the province. Through this function, the Economic Planning Programme enables the KZNDEDT to be an
authoritative voice on the provincial economy and to ensure that an economic and solid quantitative base
underscores the Department’s policy analysis.

1.2 Global Economic Developments (2nd Quarter 2009)

There are encouraging signs that the global recession may have reached its lower turning point, although
the speed and extent of the recovery are still subject to a high degree of uncertainty. Global demand, however,
remains subdued implying that economic growth prospects in export-depended emerging markets will remain
lacklustre. There has not been any change in terms of global economic growth outlook since IMF published
the July 2009, Global Financial Report.

The US economy’s long decline levelled off significantly in the second quarter of 2009, crystallizing expectations
of a turnaround in the second half of the year. The US output shrank at an annual pace of 1 percent in the
second quarter, after contracting at a rate of 6.4 percent in the first quarter. The major driver of this growth
upturn is the disbursement of government's US$787 billion stimulus package which accounted for
20 percent of the country’s output.

Signs of recovery have also been witnessed in the UK. Gross Domestic Product (GDP) decreased by 0.8
percent in the second quarter of 2009, compared with a decrease of 2.4 percent in the first quarter. The
decline in output was due to decreases in all sectors of the economy.

Japan’s economy registered its first growth since March 2008, with its real Gross Domestic Product (GDP)
expanding 0.9 percent in the second quarter following a contraction of 4.0 percent in the first quarter.
Economists and politicians, however, remain cautious, noting that the main driver of growth was export and
that domestic consumer spending remained fragile amid plunging incomes and rising unemployment.
Gross domestic product in the Euro Zonel contracted at a reduced rate of 0.1 percent in the second quarter
following a contraction of 2.5 percent in the previous quarter. On the other hand, growth in the EU272 shrank
by 3 percent during the second quarter of 2009 following a surprise contraction of 2.4 percent in the first
quarter. The major drivers of this recovery in economic activity in the Euro Zone are the positive growths
registered in Europe’s two biggest economies, France and Germany, which registered a growth of 0.3 percent
each from the previous quarter. Though the Euro Zone drop was the fifth straight quarterly decline, it was a
marked improvement on the evidence 2.5 percent fall recorded in the first quarter and was even better than
the 0.3 percent quarterly decline recorded in the U.S., the world's single largest economy.

China's annualised GDP growth slowed to 6.1 percent in the first quarter of this year but picked up to 7.9
percent in the second quarter, ending seven consecutive quarters of deceleration, as government support
measures and loose monetary policy buttress economic activity. Chinese economy is expected to grow at
8.1 percent this year and GDP expansion will accelerate to 9.5 percent in 2010. Russia's GDP increased
7.5 percent quarter-on-quarter in the second quarter, but contracted 10.9 percent year-onyear.

1 The Euro zone (EA16) consists of Belgium, Germany, Ireland, Greece, Spain, France, Italy, Cyprus, Luxembourg, Malta, the
Netherlands, Austria, Portugal, Slovenia, Slovakia and Finland.

2 The EU27 includes Belgium (BE), Bulgaria (BG), the Czech Republic (CZ), Denmark (DK), Germany (DE), Estonia (EE), Ireland
(IE), Greece (EL), Spain (ES), France (FR), Italy (IT), Cyprus (CY), Latvia (LV), Lithuania (LT), Luxembourg (LU), Hungary (HU),
Malta (MT), the Netherlands (NL), Austria (AT), Poland (PL), Portugal (PT), Romania (RO), Slovenia (SI), Slovakia (SK), Finland
(F1), Sweden (SE) and the United Kingdom (UK).
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2. DOMESTIC ECONOMIC DEVELOPMENTS

2.1 Economic Performance in South Africa

GDP contracted by an annualised 3.0 percent quarter-to-quarter in the second quarter following a steeper
contraction of -6.4 percent in the first quarter. From an annual perspective, the quarterly contraction sets the
economy back by 2.8 percent year-on-year in the second quarter, far weaker than the -1.2 percent year-on-
year (revised up from -1.3 percent) in the first quarter.

The sectors that sharply detracted from growth in the second quarter were manufacturing and the interest
rate-sensitive sectors (retail trade & accommodation and finance & business services), which collectively
accounted for -2.7 percent of the 3 percent decline in GDP. The largest contraction in gross value added was
reported by the agricultural sector, which fell by a steeper-than-expected 17.1 percent (contributing -0.5
percent to the decline), followed by the wholesale and trade sector’s decline of 4.5 percent, and the wider
financial sector’s decline of 2.4 percent (see Table 1). The broader utilities sector posted a decline of 1.4
percent, which is against the general market expectations for a rebound owing to an improvement in electricity
production and consumption. Be that as it may, sectors that contributed favourably are the mining, construction,
government and personal services sectors. The 9 percent decline in taxes less subsidies on products highlights
the constrained position of government fiscal balances. Already, SARS predicts a massive R60 billion shortfall
in government revenue for the current fiscal year. This component alone accounted for -0.8 percent of the
decline in GDP in the second quarter.

Table 1: Trends in Annualized percentage change (%) in seasonally adjusted real GDP

Source: Stats SA

2.2 Growth Trends in KwaZulu-Natal

The KZN regional economy contracted from -3.7 percent in the second quarter of 2009 after shrinking at -6.7
percent in the first quarter of 2009. The sectors that sharply detracted from growth in the second quarter
were manufacturing which recorded -16.8 percent and retail trade & accommodation (-3.8 percent) and
electricity & water (-1 percent) and finance & business services (-0.4 percent) (See Table 2). On the
other hand, Agriculture and Mining recovered somewhat in the second quarter posting growths of 2.6 percent
and 5.7 percent respectively following steep declines in the first quarter.



Table 2: KZN-Annualised % change in the quarterly GDP by industry-Estimates

Source: Quantec

The quarterly growth trends in KwaZulu-Natal are depicted in Figure 1 below. It is evident that the greatest
recession impact on GDP in KwaZulu-Natal has been felt in the first quarter of 2009. The second quarter
economic performance shows an improvement in growth whose sustainability is not yet guaranteed.

Figure 1: KZN GDP Growth Rates per Quarter (2007-2009)-Estimates

Source: Stats SA and Quantec

The manufacturing sector is the backbone of the KZN economy and contributes an average of 24 percent
of the KZN GDP. A decline of 16.8 percent in the second quarter has massive consequences to the KZN
economy in terms of employment and poverty. Other important sectors which contribute significantly to KZN'’s
GDP include finance & business services, Retail & accommodation, Community services and transport &
communication. Figure 2 below summarises the contribution of each sector to the provincial GDP:



Figure 2: Contribution to KZN GDP per sector (2000-2008)

Source: Stats SA and Quantec
2.3 Growth Trends in KwaZulu-Natal and Other Provinces

Table 3 depicts the recession trajectories for South Africa and the regional economies since the fourth quarter
of 2008. Most of the regional economies are still in the negative growth territory in the second quarter of
2009 except Free State and Northern Cape. However, there are signs of economic recovery in most of the
regional economies in the second quarter of 2009.

Although recession continued in second quarter, it is important to note that the KZN economy recovered by
3 percent from -6.7 percent in the first quarter of 2009 to -3.7 percent in the second quarter of 2009.

Table 3: Annualised Regional Growth Rates (%) per Quarter (2007-2009)

Source: Stats SA and Quantec
2.4 Major Sectoral Growth Drivers

The steep 17.1 percent decline in agriculture at national level is largely ascribed to deterioration in the value
added contribution of the livestock industry. The positive growth momentum in the mining sector is attributed
to improvement in production of non-gold minerals, largely platinum as global commodity prices rebound.
The outlook in the sector is unpredictable given foreign exchange related risks. The sector may continue to
find reprieve from the global revival in car production (Brazil, Mexico, China and the US), which has been
boosted by government fiscal stimulus packages. Moreover, the sector should gain support from stronger-
than-expected Asian demand as countries such as China are beginning to witness signs of recovery. Asia
(China and Japan) has overtaken Europe as South Africa’s largest mining export destination.

Furthermore, even though the recession in the manufacturing sector is losing impetus, weak demand for
petroleum and chemical products, basic iron and steel, and automotive equipment and vehicles is expected
to keep the sector in recession for the rest of the year. As the pace of contraction in these energy-intensive
sectors slow, the pressure on the electricity, gas and water industry is likely to slow. Similarly, the decline in
the transport and communications sector should eventually ease, as recent weakness has been exacerbated
by the fall in road freight volumes. The sector remains weighed up by, among other factors, weak demand,
overcapacity and heavy discounting in the trucking industry.
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Positive growth trajectory in the construction industry is expected throughout the year, bolstered largely by
construction works of government-related projects. Statistics South Africa (Stats SA) also revised first quarter
growth upwards to 14.7 percent from an initial 9.4 percent. The second quarter growth was 12.2 percent
underscoring the importance of this sector in the economy.

3. LABOUR MARKET TRENDS

3.1 Labour Market Indicators

During the second quarter of 2009, South Africa’s unemployment rate increased by 0.1 percent from 23.5
percent in the first quarter of 2009 to 23.6 percent. It is important to note that although unemployment
increased during the second quarter of 2009, the rate of increase declined from 1.6 percent in the first quarter
to the 0.1 percent in the second quarter. Although there was a marginal change in unemployment, South
Africa’s employment shrank by 267 000, implying that the economy lost more jobs as compared to 208 000
jobs in the first quarter. Most of the job losses were recorded in the private households (105 000) followed
by Trade (59 000) and transport sector (30 000). It is also puzzling to note that if one compares the change
in the number of unemployed persons between the two quarters the results show a decline in total
unemployment. The explanation given by STATS SA for this paradox is the large number of discouraged
work seekers amounting to 302 000 which are not counted in the definition of unemployment. Astoundingly,
there was a significant increase in the number of people not economically active (and hence not included
in the unemployment numbers). This number increased by 302 000 from 1,215 million to 1,517 million and
had it been added to the total unemployment, it would have resulted in an unemployment rate of 32.2 percent
(compared to 28.4 percent in first quarter 2009).

Table 4 shows the results of the Quarterly Labour Force Survey for KwaZulu-Natal and comparative provinces
of Gauteng and Western Cape. Although the unemployment rate marginally increased by 0.1 percent for
South Africa, the results show a similar trend in most of the provinces with the exception of KwaZulu-Natal
where the rate declined from 22.6 percent in the first quarter to 19.3 percent in the second quarter. Accordingly,
the number of unemployed persons declined from 733 000 in the first quarter to 586 000 in the second
quarter 2009 (See Table 4).

Table 4: Labour Market indicators in KwaZulu-Natal and Comparative Regions

Source: Stats SA

3.2 Provincial Unemployment Rates

Table 5 shows unemployment rates by province. Between Q1:2009 and Q2:2009, there was a general
decrease in most provinces with KZN recording the lowest unemployment rate of 19.3 percent. Provinces
which recorded increase in employment were Western Cape, Free State, Gauteng and Mpumalanga. The
forces behind the abrupt decline in unemployment for KwaZulu-Natal are not clearly defined given that KZN
used to be the province with the highest unemployment. According to Stats SA, the decline in unemployment
rates is attributed to an increase in the number of discouraged work seekers, which increased from
271 000 to 448 000. If this number is added back to the number of unemployed persons, it would have
resulted in an unemployment rate of 34 percent (compared to 28.4 percent in first quarter 2009). This
analysis shows that the declining trend in the unemployment rate is not a result of increased employment
opportunities and is not sustainable. KwaZulu-Natal has the highest number of discouraged work seekers
followed by Eastern Cape with 302 000.



Table 5: Unemployment rates per Province (%)

Source: Stats SA

3.3 Employment

Table 6 shows employment by province. In the second quarter, KwaZulu-Natal lost 57 000 jobs and was the
third hardest hit province after Gauteng and Western Cape which lost 77 000 and 67 000 jobs respectively.
As a result, total employment in KwaZulu-Natal declined from 2,514 million in the first quarter to 2,457 million
in the second quarter. Employment in most provinces declined except in Eastern Cape, Northern Cape and
Limpopo where it increased by 42 000, 5 000, and 1 000 respectively.

Table 6: Employment by Province (000s)

Source: Stats SA
3.4 Sector Performance

The main drivers of the 57 000 employment decline in KwaZulu-Natal were job losses in Private households
(38000), Agriculture (31000) and Community & Social services (25000). However, irrespective of these
massive job cuts, sectors such as manufacturing, mining, construction, and trade recorded increased
employment during the period under review (See Table 7). Encouragingly, manufacturing (the largest sector
in KwaZulu-Natal both in terms of contribution to GDP and employment) recorded the highest employment
growth of 26000 during the period under review.



Table 7: KwaZulu-Natal Employment by Sector (000s)

Source: Stats SA
4, OTHER ECONOMIC INDICATORS

4.1 Companies and Close Corporations Liquidation

The number of liquidations and insolvencies registered for companies increased from 109 in May to 147 in
June 2009, while liquidations and insolvencies eased further from 174 in May to 164 in June 2009 for Close
Corporations (See Figure 3).

Although the number of liquidations and insolvencies is still significant, it is important to note that the available
data indicates an improvement in the number of companies that are surviving as a result of government
support. This amount has been exacerbated by voluntary liquidations explained by the number of companies
that have a deficiency in the requisite business skills and sufficient capital to enable these entities to survive.

Figure 3: Total number of insolvencies and liquidations in the second quarter 2009

Source: Stats SA

4.2 KwaZulu-Natal: Value (R Millions) Of Completed Buildings

Table 8 below shows the value of completed building projects in KwaZulu-Natal between May 2008 and May
2009. The figures released by Stats SA indicate increased activity in the construction sector in KwaZulu-Natal
between May 2008 and May 2009. The value of total number of building projects increased substantially
from R326.87 million in May 2008 to R822.4 million in May 2009. Furthermore, between January 2009
and May 2009 the total value of building completed was R3.8 billion as compared to R2.87 billion during
the same period last year. The following trends have also been noted:

3 The total is not 57 000 due to rounding off
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® The value of residential buildings completed increased by 137.5 percent between May 2008 and May 2009;

e The value of non-residential buildings completed increased from R51.2 million in May 2008 to R269.4
million in May 2009.

® Between April 2009 and May 2009, the value of Non residential buildings completed declined by 13.0 percent.
Table 8: KwazZulu-Natal Value of Completed Buildings

Source: Stats SA

Although most of the sectors in KwaZulu-Natal are currently in recession, as evidenced in the first quarter
of 2009, the construction sector is one of the sectors that have remained vibrant. There has been substantial
capital injection in the construction sector by the government in line with its 2010 programmes. These
government interventions have remarkably buttressed the construction sector.

4.2.1 Building Plans

While the statistics on the value of recorded building projects completed show improved performance in the
construction sector, the value of approved building projects presents contrasting results. A general decline
of the value of building plans passed is observed both at national and provincial level. The value of
approved building plans in South Africa plummeted from 35 million in May 2005 to 26.5 million in May 2009.
This trend is also depicted at provincial level where most provinces recorded a substantial decline in the
value of approved building plans (See Table 9). Free State is the only province were the value of approved
building plans increased by 7.5 percent during the period under review. In KwaZulu-Natal the value of
approved projects declined from R6.9 million in May 2008 to R4.4 million in May 2009. Building activities
are concentrated in Gauteng (42.7 percent) followed by Western Cape (21 percent) and KwaZulu-Natal (19.6
percent).

Table 9: Recorded Building Plans Passed per Province

Source: Stats SA
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These statistics clearly shows that although the construction sector in KwaZulu-Natal and South Africa at
large have remained vibrant against the current recessionary environment it has not been entirely spared.
The general decline in the value of building plans passed shows the impact of recession on investment
decisions. This further indicates a decline in the number of new building projects as recession accelerates,
which also show declining investment in the construction sector. One major reason which may explain this
trend is the tight credit conditions characterizing the financial markets.

4.3 Manufacturing Production and Sales: South Africa

The estimated manufacturing production for June 2009 decreased by 17.1 percent compared with the same
period last year. This decline was mainly due to lower production in the basic iron and steel, non-ferrous
metal products, metal products and machinery division (-24.3 percent and contributing -5.4 percent), followed
by motor vehicles, parts and accessories and other transport equipment (-32.8 percent and contributing -3.5
percent) and the petroleum, chemical products, rubber and plastic products division (-14.7 percent and
contributing -3.5 percent). The major reason for low manufacturing production is the constrained global
demand.

The seasonally adjusted manufacturing production for the second quarter of 2009 decreased by 3.0 percent
compared with the first quarter 2009. Lower production levels were reported by eight of the ten manufacturing
divisions during the second quarter. The decrease was driven primarily by lower production in the petroleum,
chemical products, rubber and plastic products division (contributing -0.9 percent), the wood and wood
products, paper, publishing and printing division (contributing - 0.7 percent), the textiles, clothing, leather and
footwear division, the glass and nonmetallic mineral products division and the basic iron and steel, non-
ferrous metal products, metal products and machinery division (each contributing -0.3 percent). The only
division with a positive growth rate during this period was the food and beverages division.

4.4 Motor Trade Sales: South Africa

Motor trade sales for the second quarter of 2009 decreased by 15.6 percent compared with the second
quarter of 2008. The major contributors to the decrease of 15.6 percent were new vehicle sales (which
declined by 37.7 percent and contributing -11 percent) and fuel sales (-16.7 percent and contributing -4.4
percent). The income from sales of accessories category recorded positive growth of 8.2 percent between
the second quarter of 2008 and second quarter of 2009. (See Table 10)

Motor trade sales for June 2009 decreased by 10.2 percent compared with June 2008.
Table 10: Contribution of each type of activity to change in motor trade sales

Source: Stats SA
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Seasonally adjusted motor trade sales for the second quarter of 2009 decreased by 0.2 percent compared
with the first quarter of 2009. This indicates some slight improvement being experienced in the sector. Figure
4 below traces the trend of the motor trade sales from 2005 to June 2009.

Figure 4: Motor Trade Sales from January 2005 to June 2009

Source: Stats SA

4.5 Retail Trade Sales

Retail trade sales4, at constant (2008) prices, for the second quarter (April to June 2009) reflected a decrease
of 6 percent compared to the second quarter of 2008. Retail trade sales, at constant (2008) prices, for June
2009 decreased by 6.7 percent compared with June 2008. This could be as a result of reduced disposable
household income arising from unemployment and the global economic crisis.

The retall trade sales started to show signs of decline in October 2007 with some slight recoveries in February
2008. From April 2008 to June 2009, the retail trade sale figures have been on the decline. (See Figure 5)

Figure 5: Trend cycle of retail trade sales at constant (2008) prices

Source: Stats SA
4 Retail trade includes the resale (sale without transformation) of new and used goods and products to the general public for household use.
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4.5.1 Contribution of each type of retailer

The major contributors to the decrease of 6.0 percent in retail trade sales, at constant (2008) prices, for the
second quarter of 2009 compared with the second quarter of 2008 were general dealers which declined by
4.4 percent (and contributing -1.8 percent to the fall in total retail sales); retailers in hardware, paint and glass
declined by 23.1 percent (and contributed to -1.7 percent decline in the total retail sales). (See Table 11)

Table 11: Contribution of each type of retailer to the percentage change in retail trade sales at constant
(2008) prices

Source: Stats SA

Though the retailers in hardware, paint and glass declined by 23.1 percent between second quarter of 2008
and second quarter of 2009, its contribution to the total retail output is very minimal (7.5 percent) because
of limited players in that sub-sector. This implies that policy makers should not place much emphasis on this
sub-sector as compared to the general dealers where the decline was only 4.4 percent but it has a weight
of 40.3 percent within the industry.

4.5.2 Change in total retail trade sales at constant (2008) prices

The retail sales figures have been showing some positive growth since 2000 (on an annual basis as well
as month on month basis). Negative month-on-month growth of -2.5 percent were experienced in May 2008.
This was in line with increases in the repo rate and prime lending rate which was 11.5 percent and 15 percent
respectively in May 2008. This trend continued for the greater part of 2008. (See Table 12)

In 2009, the only month that recorded some positive growth was January which registered 1.2 percent. From
February 2009 to June 2009, the negative growth was accelerating as a result of the more pronounced
recessionary pressures despite a fall in inflation and interest rates.

Table 12: Change in total retail trade sales at constant (2008) prices (%)

Source: Stats SA
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Though the retail data is produced at a national level, the regional economy usually follows the trend at the
national level. The declining inflation and reduction in the repo rate experienced at beginning of the year is
likely going to improve the July 2009 retail trade sales data. Consumer spending (disposable income) is likely
going to increase due to easy access to finance.

Possible factors for the continued decline in consumer spending include:
® |ncreased Unemployment;

e High Consumer debt levels;

e Declining consumer confidence;

The decline entails that the general economic environment is not favourable for a revival of activity in the
retail sector. Clearly, in an economy contracting by as much as the South African economy and with increasing
levels of unemployment, retail sales cannot thrive. Concerns about job security, comparatively high levels
of household debt and debt servicing costs, still high inflation in selected items and low levels of business
and consumer confidence are seen as factors likely to impact negatively on growth for most of 2009. Obviously,
in an environment where households are cutting back on expenditure and reducing debt levels, retail sales
will struggle, but preference for cash spending will be maintained.

Retail sales are expected to be stimulated taking into account the lagged impact of declining interest rates

and lower inflation. Underlying drivers, such as employment, disposable income, debt levels and consumer
confidence, will have to change positively before a sustainable recovery can be expected in this sector.

4.6 Manufacturing: Utilisation of production capacity by large enterprises

The utilisation of production capacity by large manufacturers was 78.0 percent in May 2009, compared to
84.4 percent in May 2008. This represents a decline of 6.4 percent year on year. The difference in under-
utilisation of 6.4 percent for May 2009 compared to May 2008 can be mainly attributed to insufficient demand
which increased by 7.4 percent for the period under review. This can be attributed to the decline global
demand as a result of global recession. As demand falls, companies have to respond by cutting down
production especially in light of declining global demand and uncertainty about the future.

Shortage of labour increased marginally by 0.2 percent between May 2008 and May 2009. The labour
shortage was experienced in skills intensive sub-sectors. Though unemployment is significantly high in South
Africa, skilled manpower is still in shortage. (See Table 13)

Table 13: Utilisation of production capacity by large enterprises in the manufacturing industry for May 2009

Source: Stats SA

As a result of insufficient demand, the supply of raw materials has not been a very significant factor contributing
of under-utilisation between May 2008 and May 2009. Raw material shortage contributes 2 percent in May
2009 as compared to May 2008.

5 Other - downtime due to maintenance, lower productivity and seasonal factors
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4.6.1 Capacity Utilisation by Manufacturing Division
Table 14: Utilisation of production capacity by large enterprises in the manufacturing industry

Source: Stats SA

Table 14 above indicates that nine of the ten manufacturing divisions showed decreases in utilisation of
production capacity for May 2009 compared to May 2008. The biggest decrease was reported in the motor
vehicles, parts, accessories and other transport equipment division which dropped by 13.6 percent, followed
by the basic iron and steel, non-ferrous metal, metal products and machinery division (-12.1 percent), the
furniture and ‘other’ manufacturing division (-9.1 percent).

Electrical machinery is the only division that recorded an increase in the production capacity (1.2 percent).
This could be due to massive infrastructure projects geared for 2010 World Cup, rural electrification initiatives,
increase in residential and commercial properties as well as increase in regional exports.

Though the manufacturing production capacity data is produced at a national level, the regional economy
usually follows the trend at the national level. Given that KZN’s economy is largely driven by the manufacturing
sector, the decline in capacity by 6.4 percent between May 2008 and May 2009 significantly affects Gross
Domestic Product and employment levels in the regional economy.

Motor vehicles, parts and accessories and other transport equipment division which declined by 13.6 percent
is an important sector in KZN as it is labour intensive. Following this trend is the textiles, clothing, leather
and footwear division which declined by 5 percent. These sub-sectors are all labour intensive and highly
responsive to any exogenous shocks in the economy. This might partly explain the high unemployment
figures recorded in the second quarter of 2009, though overall unemployment rate declined to 19.3 percent
on the backdrop of increasing discouraged work seekers.

5. INFLATION

5.1 Inflation Trends in South Africa

The headline CPI annual inflation rate for June 2009 was 6.9 percent. This rate was 1.1 percent lower than
the corresponding annual rate of 8.0 percent recorded in May 2009. During the second quarter of 2009,
inflation declined by 1.5 percent from 8.4 percent in April 2009 to 6.9 percent in June 2009. Food and non-
alcoholic beverages continue to contribute significantly to the CPI (+1.6 percent for June 2009 against
+1.9 percent for May 2009) as shown in the table below. The food and non-alcoholic beverages index
decreased by 0.3 percent between May 2009 and June 2009. Most importantly, most of the product categories’
contribution to the CPI remain unchanged for the period May and June 2009, for example, alcoholic beverages
and tobacco (+0.6 percent); clothing and footwear (+0.2 percent); health (+0.2 percent)
and education (+0.2 percent). (See Table 15)
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Table 15: Contribution of each product to the CPI basket

Source: Stats SA

Producer prices declined at a year-on-year rate of 4.1 percent in June, compared with a decline of 3.0 percent
in May. Prices of mining and chemical products were the main contributors to this trend, but there was also
further moderation in food price inflation. Prices of agricultural products declined at a year-on-year rate of

1.7 percent while prices of manufactured food products increased at a rate of 3.7 percent, compared with a
rate of 6.2 percent in the previous month.

Figure 6: Consumer and Producer Inflation

Source: Stats SA

CPl inflation is still expected to continue its moderate downward trend and to enter the target range during the
second quarter of 2010, and to remain within the target range for the rest of the forecast period ending 2011.

These projections are broadly in line with the Reuters consensus survey of private sector analysts. The most
recent survey for July indicates that analysts expect inflation to decline to within the inflation target range
during the second quarter of 2010, and to average 5.8 percent and 5.6 percent in 2010 and 2011 respectively.
Expectations derived from the yield differential between conventional government bonds and inflation linked
bonds have remained within the inflation target range over the shortto medium-term maturities.
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The main upside risks to the inflation outlook emanate from cost-push pressures. The international oil price
has continued its stronger upward trend, as the outlook for the global economy improves. The price of North
Sea Brent crude oil has remained above US$70 per barrel for most of the second quarter. Although domestic
petrol prices were reduced by 21 cents per litre in July, the current under-recovery indicates that a further
petrol price increase is likely in August.

Other adverse cost pressures include administered price increases, particularly electricity prices, and wage
increases which have generally been in excess of inflation. According to Andrew Levy Employment publications,
wage settlements in the first six months of 2009 averaged 9.7 percent. In the first quarter of 2009, the increase
in unit labour cost over four quarters amounted to 11.2 percent.

5.2 Geographical Inflation
Table 16: Geographical Headline Inflation (%) (January 2009 -April 2009)

Source: Stats SA

In June 2009, Gauteng was the only province with the lowest annual inflation rate compared to the national
inflation rate of 6.9 percent. Mpumalanga had one of the highest inflation rates (8.1 percent) followed by
Eastern Cape (7.7 percent). KwaZulu-Natal which previously had the highest inflation rates in the country
had been replaced by Mpumalanga. The KZN CPI fell from 10 percent in April 2009 to 7.6 percent in June
2009 as indicated in the table above.

6. INTEREST RATES

The South African Reserve Bank reduced the repurchase rate by an additional 50 basis points in August
2009, bringing the repo rate to 7 percent per annum. In light of this development, the prime lending rate has
also been reduced by 50 basis points to 10.5 percent per annum effective 14 August 2009. The motivation
for the Monetary Policy Committee (MPC) to cut the repo rate despite upside risks in inflation was to try to
encourage production output within the economy.

The Reserve Bank expects CPI inflation to average 5.4 percent by the fourth quarter of 2010. CPI inflation
is expected to average 8.3 percent in 2009 moderating to 8 percent in 2010. The short-term outlook has
deteriorated slightly due to higher anticipated electri
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Figure 7: Interest Rates

Source: South African Reserve Bank

7. INTERNATIONAL TRADE

7.1 Exchange Rates

Lower prices of gold and platinum caused significant pressure on the Rand against major currencies in the
first half of July 2009. Against the US dollar, the Rand lost ground from the strong position last seen in early
September 2008. From a level of R7.71 on 1 July, the currency weakened to R8.32 within two weeks.

The Rand also slipped from its strongest position against the Euro since January 2008, depreciating from
R10.84 at the beginning of July, to R11.61 by 13 July. The performance of the domestic currency against
the British pound was no different. From levels last seen in mid-June 2006, the Rand fell sharply to R13.47
by mid-July, from the R12.65 level it resumed the month on. Metal prices recovered over the fortnight between
13 July and 27 July, and the strength of the Rand followed suit. It returned to the R7.70 level against the US
dollar by 24 July, and its strength against the Euro and British pound led the Rand to sub-R11 and sub-R13
territory respectively. Also contributing to these gains were the rumours of a possible MTNBharti Airtel deal,
fuelling optimism for a significant capital inflow to South Africa. However, lower metal prices in the final week
of July wore off some of the Rand’s strength. The Rand closed the month at R7.81 to the US dollar, R11.01
to the Euro and R12.91 to the British pound.

Figure 8: Exchange Rates

Source: South African Reserve Bank
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8. DEMOGRAPHY

8.1 Mid-year population estimates by province in 2009

Table 17 reflects the estimated percentage share of the total population residing in each of the provinces of
South Africa in 2009. The provincial estimates show that Gauteng had the largest share of the population,
followed by KwaZulu-Natal and the Eastern Cape. Approximately 10.53 and 10.45 million people live in
Gauteng and KwaZulu-Natal respectively. Nearly 11 percent of the population live in Western Cape. The
Northern Cape has the smallest population. Free State has the second smallest share of the South African
population, with approximately 6 percent of the population.

Table 17: Mid-year population estimates by province, 2009

Source: Stats SA
8.2 HIV prevalence

The prevalence estimates and the total number of people living with HIV from 2001 to 2009 are presented
in Table 18. The survey results show that the total number of persons living with HIV in South Africa increased
from an estimated 4.1 million in 2001 to 5.2 million by 2009. However, an estimated 10.6 percent of the total
population is HIV positive in 2009.

According to Stats SA, approximately one-fifth of South African women in their reproductive ages are HIV
positive. The total number of new HIV infections for 2009 is estimated at 413000. Of these, an estimated
59000 will be among children.

Life expectancy at birth is estimated at 53.5 years for males and 57.2 years for females. The infant mortality
rate is estimated at 45.7 per 1000 live births. Besides, 1.5 million people aged 15 and older and approximately
106000 children would be in need of Antiretroviral Therapy (ART).

Table 18: HIV prevalence

Source: Stats SA
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9. NOTES ON DATA

9.1 Employment data

The South African Reserve Bank publishes time series information from Statistics South Africa on employment
in the non-agricultural sectors of the South African economy. From the first quarter of 1998 the basic data
is obtained from Statistics South Africa’s Survey of Employment and Earnings in South Africa, which is not
directly comparable with earlier data, which was obtained from Labour Surveys that used a different sample.
From the third quarters of 2002 Statistics South Africa implemented a new expanded Survey of Employment
and earnings, which is strictly not comparable with the information before the third quarter of 2002.

9.2 Revision of Inflation numbers in 2003

In the release of the April 2003 consumer price index (CPI) numbers, Statistics South Africa revised the CPI
numbers back from January 2002-March 2003. This was due to a change in the methodology used to calculate
the change in rent of houses, townhouses and flats. Historically this component of the overall CPl was
calculated using different annual surveys, but since 2001 the information needed to compile this CPI component
was absent from formal surveys. Consequently, the last available growth rates in residential rents were used
as an input into the CPI. This led to an overstatement of the true inflation picture in the country and necessitated
a revision of the CPI numbers. Over the short-term, Statistics South Africa said that they would use data from
external sources to update this component of the CPI on a quarterly basis, but in the medium term the
relevant question needed to measure this component of the CPI would be included in the General Household
Survey and Labour Force Surveys.

9.3 Detailed retail and wholesale trade sales data dropped from Statistics SA publication

Statistics South Africa (Stats SA) released revised retail and wholesale trade statistics based on a new survey,
which ran parallel with the old survey since the start of 2003. In contrast to the earlier release, which contained
information on data collected from a number of different retail and wholesale trade enterprises and on different
merchandise categories, the new survey contains top-level information on total retail and wholesale trade
sales only. This means that Stats SA now only publishes total retail and wholesale trade sales at constant
2000 prices and total retail and wholesale trade sales at current prices. At this stage it is unclear whether
more detail information will be available in future.

9.4 Statistics SA revises retail trade sales again

In June 2003, Stats SA released revised retail trade statistics based on a new survey, which ran parallel with
the old survey since the start of 2003. This new survey is based on a sample of businesses drawn from a
new business register. In the new survey a seasonal pattern had only been available for a period of 12 months
and Statistics SA was hesitant to introduce this new pattern into the old series. It was decided to rather use
the January 2003 difference between the old and new series to back cast the previous series. However, this
led to a number of unfavourable user comments arising from this back casting methodology, resulting in
Statistics SA reconsidering its position. In August 2004 a revised retail trade series was published, where the
old series took the seasonal pattern established by the new retail trade sales series into account - this despite
the fact that at that stage there were only 17 data points available. This change resulted in the revised series
now exhibiting the same year-on-year movements as the old series, but at a higher level. The month-on-
month change in the revised series now reflects the seasonal pattern exhibited by the new retail trade series.

9.5 Manufacturing volume of production and sales statistics

Stats SA published revised manufacturing volume of production and sales statistics on May 18, 2004. These
statistics are based on surveys constructed from a fresh sample of businesses drawn from a new business
register. The new surveys were run parallel to the old surveys since the beginning of 2003 in an attempt to
provide users with a comparability bridge between the old and new surveys, and to ensure that estimates
could be constructed for the overlapping period. Stats SA provides backcasts for the manufacturing volume
and sales statistics from 1998-2002, where these backcasts are based on movements in the old manufacturing
volume and sales series. The level for January 2003 is the end point for the backcast series. The new statistics
provide information on only 10 Standard Industrial Classification (SIC) divisions compared with the previous
more-than-30 SIC sub-groups.

9.6 Consumer Price Index

During 2008 Stats SA collected data for two different CPI baskets. The first, which has been in operation
since 2002, formed the basis for the published CPI figures during the course of the year. The second is based
on a new CPI basket and its weights. The indices based on these prices will form the basis for the 2009 year-
on-year rates of change in the CPI. These indices were released for the first time on 3 February 2009.
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