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Key Points

  •   Weekly theme: Labor Crisis in South Africa’s Mining Sector 

  •   Major equity indices rose on the back of prospects of further U.S. monetary easing.

  •   Commodity prices increased on better outlook for the U.S. economy.

Labour Crisis in South Africa’s Mining Sector
South Africa has been suffering from a series of wildcat strikes in the country’s strategic mining sector since 
2012. This sharply affected the country’s economic growth in 2012. Due to unrest and union strikes in the 
mining sector, South Africa’s GDP growth fell to 2.5% in 2012 from 3.5% in 20111. Recently, as a new wave of 
strikes hit the country, some analysts began questioning how the economy can withstand these events over 
the long term. With the unemployment rate as high as 25% and growing income inequalities, a new round of 
labor unrest may further lead to a deterioration of the situation and jeopardize GDP growth.

Gold and platinum production has been affected the most since 2012 (see figure 1 below). Gold and platinum 
are, respectively, the first and third largest contributors to South Africa’s export revenues. The mining strikes 
began at Lonmin’s platinum mines in August 2012 before spreading to other mines including those of Anglo 
American Platinum, AngloGold Ashanti, Gold Fields and Harmony Gold Mining. During the six-week strikes 
in the Lonmin mines, the country was hit by the deadly clashes which caused 46 deaths, 34 of which were 
allegedly caused by the police. More recently, labor strikes spread to most economic sectors including transport 
and textiles.

Impact of the mining sector’s crisis on South Africa’s economy
South African mining strikes are having a significant impact on an economy already struggling to cope with 
the euro area debt crisis and the decline in global commodity prices. The mining crisis is weakening investor 
sentiment and confidence in the South African economy. This, in turn, affects the economy in general and more 
particularly the mining sector.

Impact on the mining sector: According to the National Treasury, more than USD500 million of platinum and 
gold mining production was lost between August and September 2012 due to labor unrest2. Major mining 
companies, which are facing lower global prices of commodity and narrow margins, are experiencing a decline 
in profits. The fact that unions are asking for a 60% increase in wages will further add pressure on the mine 
owners who are already selling at prices only slightly higher than production costs. Amplats, the world’s largest 
platinum producer, recorded substantial losses following the events of 2012. Mining companies reacted 
severely to wildcat strikes by firing thousands of workers who participated in what were termed “illegal” strikes. 

1. AfDB, OECD, UNDP and UNECA (2013): African Economic Outlook 2013
2. Wild, F. and Cohen, M. (2012): South African mine strikes have significant impact. Article available on the website of Bloomberg

Figure 1: South Africa’s Gold and Platinum Production Index (2005: base 100) 

Source:  The CEIC Data (2012). Available on the website http://blog.securities.com             
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Stock Markets
Global Markets

Major global equity indices rose during the week following the bullish comments made by the Chairman of the U.S. Federal Reserve. 
During a press conference held on 10 July,  the chairman  Ben Bernanke surprised the financial markets by emphasizing the need for a 
continued and highly accommodative monetary policy by the Fed over the foreseeable future. Stock markets were also watching the 
beginning of the Q2 earnings season and the strong quarterly results released by Alcoa, the world’s largest aluminum producer, boosted 
prospects for U.S. corporate profits in the second quarter. Other market drivers of the week included comments by a member of the 
European Central Bank’s governing council underscoring the Bank’s commitment to low interest rates in order to boost the economy. 
Consequently, the DJIA rose by 2.2% and in Europe, the FTSE, CAC40 and DAX30 increased by 2.7%, 2.7% and 5.2%, respectively.

African Markets

The South African All Share index climbed by 4% as for most other emerging equity markets as stimulus prospects in the U.S. boosted 
investor confidence that high levels of liquidity will continue flowing in global financial markets. In Egypt, the stock exchange’s main 
index, EGX30, fell by 1.1% after rallying sharply by 13.9% during the past week. This decline was explained by growing tensions as the 
supporters of the ousted president maintained pressure on the military through massive demonstrations. The Nigerian stock market 
rose by 1.2% on the back of significant gains recorded by some specific stocks including IHS (+18.6%), CAP Plc (+14.2%) and Lafarge 
Wapco (+11.6%).

Impact on investor sentiment: Continued and wildcat labor strikes in a strategic national sector may dampen the confidence of local 
and global investors in the capacity of the South African economy to recover in the future. Capital outflows have increased in recent 
months indicating a loss of confidence3. These capital outflows caused the rand to be one of the worst performers against the U.S. 
dollar among major emerging currencies as foreign investors hold about 35% of rand-denominated South African sovereign bonds. For 
instance, the rand reached its three-year low against the greenback by the end of 2012 due mainly to foreign capital flight.

Deterioration of the economic outlook: The mining sector accounts for 18% of South Africa’s GDP and 60% of the country’s export 
revenues4. In 2010, direct mining employment reached a total of more than 500,000 while indirect employment attributable to mining 
was more than 800,000. According to the South African Reserve Bank, the economic situation of the country has been deteriorating 
rapidly since the beginning of the wave of strikes in August 2012. The ongoing strikes have caused GDP growth to fall from 2.1% in the 
last quarter of 2012 to 0.9% in the first quarter of 2013. The decrease of investors’ confidence is expected to lead to lower investment 
and a fall in job creation. In addition, lower foreign investment will raise the cost of borrowing by the government, thus widening 
the fiscal deficit. Such was the adverse pressure on the fiscal balance of the country that the latest Budget Review by the National 
Treasury revised the South Africa’s fiscal deficit for 2012/13 from 4.6% to 5.2% of GDP. Major global rating agencies such as Moody’s and 
Standard and Poor’s recently downgraded the country’s sovereign rating, citing the impact of mining strikes and the inability of policy 
makers to deal with serious economic, social and political challenges facing the country. 

Actions to Counter Labour Unrest

In order to overcome the labor unrest, all stakeholders should be actively involved in order to reach a compromise and achieve viable, 
long-term solutions. Mining companies should take the necessary actions to modernize the sector, to improve safety and reduce the 
working week5. Though the profitability of the sector is declining, companies should take into consideration the aspirations of workers 
toward improving their living conditions and to equitably share benefits with other stakeholders of the mining sector. South African 
policy makers should have an overriding role in solving the crisis and to boost the country’s struggling economy by restoring investor 
confidence and combating unemployment and inequalities. Establishing long-term strategies and actions in coordination with main 
stakeholders including mining companies and unions should be a key priority for the South African authorities in the short term.

3. Institute of International Finance (2013): Capital flows to emerging market economies
4. Chamber of mines of South Africa (2012): Putting South Africa first: Mining’s contribution to South Africa
5. Kinch, D. (2013): South African strikes stoke investor fears. Available on the website of Wall Street Journal at blogs.wsj.com
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Commodity Markets

Crude (Brent): Brent crude prices jumped by 7.1%, reaching their highest level in 15 months to settle at USD109.4 
per barrel. The last FOMC meeting of the U.S. Federal Reserve’s indicated the commitment of the Fed to continue 
its monetary easing for the foreseeable future until the recovery of the U.S. job market. This was a signal for oil 
investors that the U.S. economy will be supported by the Fed’s actions and that demand for oil will be high in the 
world’s largest economy.

Gold & Silver:  Gold and silver prices finished the week on significant gains as they added 7.4% and 4.2%, respectively. 
Demand for precious metals, especially gold, increased as an inflation hedge as the commitment of U.S. Fed to 
further accommodate its monetary policy fuelled global inflationary concerns. In the second quarter of 2013, gold 
fell by as much as 23% with the decline accelerating after the Fed Chairman said in June that the stimulus plan 
could slow if the economy improves.

Cotton: Cotton prices fell by 0.6% and the fiber was the only major commodity to retreat during the week. This 
was mainly attributed to indications of oversupply. According to data released by the commodities exchange, 
ICE Futures, cotton inventories at warehouses monitored by ICE were close to their highest level in three years at 
606,222 bales.

Coffee:  Robusta coffee price climbed by 6.7% recording its biggest weekly advance in 10 months as excessive rains 
delayed the harvest in Indonesia, the world’s third largest producer of the variety. According to the U.S. based MDA 
Weather Services, rains have been persistently above average over the last several weeks in Java, the main Robusta 
growing region in Indonesia. Taking cue from developments in Robusta markets, prices of Arabica rose by 1.8% in 
a technical move as there were no solid fundamentals to explain the move.

Cocoa: Cocoa prices finished the week 3.7% higher to close at USD2282.6 per tonne on forecasts of the International 
Cocoa Organization (ICCO) that output in Indonesia will be lower than previously forecasted. In fact, Indonesia’s 
2012/2013 cocoa output may decline by 5% to 450,000 tonnes, according to estimates by the ICCO.

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Weekly price changes (%)

Source : Bloomberg (2013)

Source : Bloomberg (2013)

Figure 4: Price of Cotton                                                                   Figure 5:  Agricultural commodities 
Weekly price changes (%)
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Updates on the Sahel Crisis
A recent report by the Danish Refugee Council (DRC) highlighted its response to the humanitarian crisis in northern 
Mali following armed conflict in the region. The DRC has concentrated its humanitarian actions in the north east 
of Mali in the regions of Mopti, Gao and Tombouctu.  The main tasks of the DRC teams included gathering relevant 
information on protection risks in order to elaborate adequate responses by humanitarian actors such as the 
United Nations. 

Sovereign Debt Issues in Africa

Nigerian 10-year yield spreads fell by 0.4% indicating an 
improvement in the Nigerian bond market following 
the decision of the African Development Bank to raise 
USD1.5 billion worth of local bonds in Nigeria. The 
proceeds will be used to finance infrastructure projects 
in the country. In Egypt, sovereign yield spreads 
declined by 3.6% as Gulf countries announced plans 
to inject more than USD10 billion in the struggling 
Egyptian economy in the forms of grants, zero-interest 
loans and interest-free deposits in the central bank. 

Currency Markets

The U.S. dollar weakened against major currencies following the FOMC statement indicating that 
it would be appropriate to continue purchasing agency mortgages and long-term U.S. treasuries 
in the context of quantitative easing. The greenback retreated by 0.8% against both the euro and 
the Japanese yen. The yen also benefitted from the decision of the Bank of Japan to maintain 
unchanged its interest rates.

The South African rand strengthened by 1.2% vis-à-vis the U.S. dollar as FOMC statement and 
comments by Fed’s Chairman signaled that the Fed will sustain global liquidity. In Kenya, the 
shilling hit a five-month low against the greenback and retreated by 1.5% during the week as 
steel manufacturing were net buyers of U.S. dollar anticipating an intervention by the central 
bank to support the local currency.
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : Bloomberg (2013)

Developments Partnerships
Zambia: The African Development Bank announced it will be involved in the funding of the project aimed at 
expanding the Mpulungu harbor in Zambia. The financial resources provided by the Bank will also serve the 
expansion of other ports in the Great Lakes region including Kigoma in Tanzania, Uvira in Democratic Republic 
of Congo and Bujumbura in Burundi. This project will improve transport infrastructure in the region and assist 
landlocked Zambia in fostering trade ties with East African countries.
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Countries in Focus

Kenya: The Kenyan government announced that it will form a state-owned firm to take stakes in the country’s mines 
and to set up a sovereign wealth fund aimed at managing revenues from the industry. The National Mining Corp. will be 
established in November and will hold at least 10% in each mining project in Kenya. The previous legislation required 
the Kenyan government to hold at least 35% of any mining company operating the country.

Mauritius: According to a recent report jointly published by Cornell University, INSEAD and the World Intellectual 
Property Organization, Mauritius ranked first among Sub-Saharan African countries in the Global Innovation Index 
2013. The performance of Mauritius was mainly due to high quality of its institutions, increased markets sophistication 
and creative production processes. Other top performers in Sub-Saharan Africa included Botswana, Ghana, Kenya, 
Senegal, South Africa and Uganda.
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Updates on African Economic Indicators

Ghana: Year-on-year inflation rate in Ghana rose to 11.4% in June from 11.1% recorded the previous month on the back 
of increased prices of both food and non-food items, according to a government’s statistician officer. Major contributors 
to the rise in prices in June included housing, power, gas and water. This is slightly higher than the central bank’s range 
of 7% to 11%.

Nigeria: Month-on-month foreign currency reserves in Nigeria fell by 2.8% to reach USD47.1 billion by the end of the 
second week of July compared with USD48.5 billion one month earlier. This was mainly attributed to the intervention 
of the Nigerian central bank on financial markets by selling hard currencies in order to support the naira.

South Africa: The International Monetary Fund revised its previous forecast for South Africa GDP growth in 2013 from 
2.8% to 2% and from 3.3% to 2.9% in 2014. This downward revision was mainly attributed to domestic factors including 
strikes in the mining sector and decrease in global commodity prices. As challenges to global growth remain, the South 
African economy will be affected by global uncertainties mainly in the euro area. Also, weaknesses of the Chinese 
economy will have a significant impact on economic growth in South Africa as China is the largest importer of South 
African commodities.
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Global Economic Indicators

Updates of the Week: German Industrial Production (May), Chinese Industrial Production (June)
Next week’s updates: US Retail Sales (June), US Industrial Production (June)
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German Industrial Production Growth (MoM) German Purchasing Manager Index

Chinese Industrial Production Growth (YoY) Chinese Purchasing Manager Index

US Industrial Production Growth (MoM) US Purchasing Manager Index

US Retail Sales Growth (MoM) South Africa Purchasing Manager Index

Source: Econoday, Kagiso. 2013
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        Appendix Table 1: Stock Market Movements – Week ending 12 July 2013
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Source : ADB Statistics Department 2013. 
* in the interbank currency market.
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        Appendix Table 2: Exchange Rate Movements – Week ending 12 July 2013

Source Bloomberg. *Value at end of 11/07/2013 


