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Key Points

•	 Weekly theme: ‘Domestic labor strife and mining moderation in South Africa’

•	 Global markets edged higher on the back of favorable industrial production data from the US.

 Domestic Labour Strife and Mining Moderation in South Africa 

Historically, the competitive advantage of South Africa’s mining industry was in its access to low cost 
utilities and lower wages in the sector. Rising demand for residential housing, competitive bidding 
by labour unions in an environment of falling productivity, and a commodity cycle characterized by a 
fall in metals prices are shaving mining company margins. Over the period 2010-2013, gold, platinum 
and palladium production has fallen 17.5 percent, 16 percent and 6 percent, respectively. Gold and 
platinum production are projected to fall further in 2014 taking the tally over the period 2010-2014 to 
18.9 percent and 18.1 percent respectively (fig 1A). Average mining industry value added grew at an 
anaemic rate of 0.8 percent over the period 2009-2013, while its share of GDP stagnated at 9 percent 
(fig 1B). 

Recent reports showed that the decline in exports of metals has seen the country’s current account 
deficit, a broad measure of its trade balance, grow to 6.8 percent of gross domestic product in Q3 2013 
leading to a 25 percent fall in the rand against the dollar for 2013 [1].The downside risks to growth in 
South Africa’s mining sector is compounded by diminishing margins and industrial strife resulting in 
declines in the country’s gold, platinum and palladium sectors. 

While continuing to be one of the largest employers in SA with a workforce of 514,000, the South African 
mining industry has been struggling with industrial strife for more than two years. In 2012, Lonmin-one 
of the four large platinum production giants, offered a 22 percent pay-raise for its workers in the wake 
of the Marikana strikes triggering a rash of pay demands across a mining industry that is already being 
squeezed by low metals prices (see fig 1C) and rising labor and electricity costs. 

By the end of August 2013, labor strife had spread to gold mining, construction and the automotive 
industry with sobering consequences for output growth and the sovereign credit rating. The 2012 
strikes are estimated to have cost Amplants, Lonmin and Impala over 879,400 ounces of production, 
and combined revenue of US$ 1.5 billion. In August 2013, and with the spread of labor strikes to the 
automotive industry, South Africa’s economy was reported to have been losing an estimated US$ 60 
million a day [2].  

1. Reserve Bank of South Africa Statistics (2014)

2. Business Monitor International (2013). South Africa Mining Report 2014Q1. Part of BMI’s Industry Report & Forecasts Series.

Fig 1A Production of selected Metals (SA) Fig 1B Economic Contribution of mining sector (SA)

Data Source: Business Monitor International (2014) 
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Major mining operators are reporting rising cash costs and diminishing margins capping their ability to meet fresh demands 
for salary hikes, eroding the attractiveness of the sector to foreign investment. Labour costs account for from 20-25 percent of 
total production costs for modern, mechanized mines and 50-60 percent of deep-level mining company costs, increasingly 
diminishing South Africa’s appeal as a mining investment destination [3]. New investment, particularly in gold, is likely to be 
attracted to low-cost, high resource opportunities in the rest of the African continent such as Democratic Republic of Congo 
and Ghana where the ratio of wages to per-capita value added is smaller, capital costs are comparable and labor productivity 
is not far off. For instance average wage to value added per worker in Ghana is estimated to be around 6.1 percent [4].  

In late January 2014, a fresh wave of strikes has begun with a large sector of workers from the platinum mining industry 
demanding higher wages in the world’s largest producers of the precious metal Anglo American Platinum Ltd., Impala 
Platinum Holdings Ltd. and Lonmin [5]. Mining operations in these producers have come to a standstill jeopardising both 
revenue and new jobs. Over the past three years, mining companies have cut several hundred jobs because of costly strikes 
and weakening global demand, putting additional burden on South Africa’s already high unemployment rate of around 24 
percent. According to figures from Statistics South Africa, the mining sector shed 20000 jobs since July 2012, while mining 
value added 3.1 percent lower in 2012 than in 2011. 

Notwithstanding the foregoing, China’s rebalancing from fixed-asset investment to private consumption is having unsettling 
consequences for countries dependent on resource extraction[6]. For instance, China is the largest buyer of raw materials 
from South Africa, which accounts for roughly 12 percent of South African exports [7].

Nevertheless, in the interim promising forecasts of global iron ore and coal; and palladium and potash demand offer some 
consolation. Growing demand for iron ore in China and sharp supply shortfalls from neighbouring India imply better 
prospects for South African Iron ore exports. Over the past three years, roughly 80 percent of South Africa’s total iron ore 
production has been exported to global markets with total iron ore exports accounting for roughly 2 percent of global 
production. Nearly 70 percent of these imports went to China. 

Similar increases in demand for coal from Asia are expected to provide support for South African mining. Recent projections 
by the International Energy Agency (IEA) indicate that global coal demand will rise 2.3 percent over the next six years 
challenging oil as the primary global energy source. Coal consumption will climb to 4.32 billion tons of oil equivalent by 
2017, compared with about 4.4 billion for oil [8].

In the medium to long-term, South Africa’s share of global mining output is set to continue its decline. Labour productivity 
has declined by about 33 percent since 2000 and now stands at levels seen in 1990 while average remuneration per-
worker has risen by 12 percent since 2007. The ability to attract and retain investment is dependent on wage growth that 
is consistent with productivity levels. However, this is presently missing in South Africa’s mining industry and has over the 
years been masked by a substantial rise in metals prices. Now that the commodity cycle is headed to the trough, reclaiming 
competitiveness in the mining sector requires companies to rebalance away from costly inputs or seek opportunities for 
diversification in the economy [9]. 

3. Ernest and Young (2013). Cost control and margin protection in the South African mining and metals industry. 
4. Our estimates from Doing Business Survey (2012). 
5.  Devon Maylie (2013). Strike halts platinum mining in South Africa. The Wall Street Journal, Jan 23, 2014. 
6. IMF (2014). World Economic Outlook (WEO) Update: Is the tide rising, International Monetary Fund, Washington D.C.
7. South Africa Department of Trade and Industry (2013). Trade Statistics.
8. IEA (2013). Medium-Term Coal Market Report 2013 – Market Trends and Projections to 2018, ISBN 978-92-64-19120-4
9. Ernest and Young (2013). Cost control and margin protection in the South African mining and metals industry. 

Fig 1C Global Price Developments of selected Metals

Data Source: Bloomberg (2014)
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Commodity Markets
Crude (Brent): Oil prices fell 0.72 percent on the back of lower demand from the US-the largest consumer of oil. 
Data from the US showed that weekly imports of crude oil into the United States fell below 7.0 million barrels per 
day (bbl/d) for the second time since January 2000. The reduction in crude imports reflected lower purchases by 
refiners ahead of maintenance season, as well as the continuing rise in domestic production that is displacing 
imported crude oil.     

Gold & Silver: Gold and silver edged higher (0.5 percent and 0.8 percent) after marginal U.S. jobs data stirred 
speculation the Federal Reserve will take a gradual approach to tapering its bond-buying stimulus in 2014. Data 
from the Commodities Futures Trading Commission shows that hedge funds and money managers increased their 
bullish bets in gold and silver futures. During the week gross long positions in gold rose by 5,066 contracts to 
114,002. 

Cotton: Cotton prices hit their highest in nearly five months (5.9 percent), amid concerns over US inventories, and 
growing confidence that China - for now – will avoid releasing its huge stocks onto the market. The rise was helped 
by a recovery in US export sales from a Christmas lull, reaching a four-week high of 223,735 tonnes for 2013-14 crop 
in the first week of January. Figures coming out of the US Department of Agriculture put current sales estimates at 
46 percent higher than the prior four week average. 

Coffee: Arabica and robusta coffee prices slid 2.3 percent and 0.9 percent, respectively, on higher revised coffee 
harvest estimates for Brazil. Current estimates show that Brazil’s crop is expected to reach 49.2 million bags (a bag 
weighs 60 kilograms), higher than a previous estimate of 47.5 million bags by the Brazilian government forecasting 
agency CONAB. 

Cocoa: Cocoa prices fell 0.6 percent on speculation that supply will improve as dry weather is enabling producers 
in the Ivory Coast and Ghana to accelerate harvesting of crops. Cocoa bean stockpiles monitored by ICE futures 
are expected to see their first monthly gain since May and are reportedly at the highest level since mid-November 
2013. 

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

Source : Bloomberg (Jan. 2014)

Source : Bloomberg (Jan. 2014)

Figure 4: Price of Gold (US$/t.oz)                                                                  Figure 5:  Agricultural commodities 
Weekly price changes (%)
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Food Security: Round-ups

Democratic Republic of Congo: The 10th Integrated Food Security Phase Classification (IPC) analysis for DRC 
estimated that approximately 6.7 million people (11% of the rural population) are facing acute food insecurity. 
This figure shows an increase of 5% in comparison with the previous cycle estimates in June 2013 which revealed 
that 6.4 million people were facing acute food insecurity and livelihood crisis.

Sovereign Debt Issues in Africa

African yield spreads exhibited mixed signs. The yield 
on Egypt’s US$1 billion of Eurobonds due April 2020 
dropped in the past four weeks to 6.032 percent, near 
the lowest level in a year. The nation’s credit risk, as 
measured by five-year credit default swaps, plunged 
more than 400 basis points since July 2013. Yields on 
Senegal’s notes rose six basis points, or 0.06 percentage 
point, to 6.93 percent during the week. The premium 
buyers demand to hold Senegal’s notes rather than 
similar-dated Treasuries fell 98 basis points in the six 
months to yesterday. That compares with a decline of 
138 basis points for Rwandan debt and 46 basis points 
for Nigeria.
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Currency Markets

The U.S. dollar fell 0.2 percent against the euro and 0.3 percent against the yen - the lowest 
level in nearly four weeks, as investors continued to digest data that showed the U.S. labor 
market grew at a markedly slower pace than anticipated. The ICE dollar index, a measure of 
the greenback against six other currencies, was at 80.529 versus 80.646 late at the end of the 
week compared to the previous week close. 

The performance of major African currencies against the greenback was mixed. Kenya’s 
KES pared gains against the dollar as demand for dollars from importers partially offset tea 
sector inflows, while stocks edged up marginally. The central bank also offered some support 
for the shilling, which has been on a downward trend so far this year, when it mopped up 
KES 0.5 billion (US$5.8 million) in repurchase agreements at a weighted average rate of 18 
percent. South Africa’s ZAR shed 1.1 percent to slump to a five-year low on concern that 
labor disputes at the world’s three biggest platinum producers will weigh on mining output 
and dent the nation’s exports.
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : AfDB (Jan, 2014)

Development Partnerships

African Development Bank: The Board of the African Development Bank Group approved a US $15.3 million loan 
for technical assistance to the Government of the Republic of Mozambique. The loan is intended to help the 
Government to create the skills and competencies required to deliver optimal gas and power projects as well as 
support the financial closure of three mega projects (electricity transport line for Sociedade Nacional de Transporte 
de Energia / hydropower development project of Mpanda Nkuwa and liquid natural gas trains). 
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Countries in Focus

Nigeria: Nigeria may more than double the size of a planned US$100 million diaspora bond to tap demand from 
nationals living outside the country. The government returned to international debt markets for the first time in two 
years in July 2013, issuing US$1 billion in Eurobonds to fund power projects.
  
Kenya: After a series of delays since September, Kenya is completing the paperwork to offer of its maiden Eurobond, 
in which it targets to raise as much as $2 billion this month or early February 2014. Kenya halted its monetary-easing 
cycle in July, after cutting the key lending rate twice last year to help spur the economy.    
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Updates on African Economic Indicators

Senegal: The budget deficit will equal 4.9 percent of gross domestic product next year and less than 5 percent in 
2015 due to impending current expenditure cuts. Senegal’s current-account deficit, the broadest measure in the 
trade of goods and services, is projected to widened to 10.3 percent of GDP in 2014. Senegal compares favourably 
to West African peer Ghana, which is struggling to narrow its budget deficit to 8.5 percent of gross domestic product 
this year from 10.2 percent in 2013.     

Rwanda: Ghana’s stock exchange raised the minimum capital requirement for brokers to 1 million cedis ($423,000) 
from Cedi 100,000. Even with the index’s rally, a 20 percent depreciation in the cedi has contributed to an inflation 
rate of 13.5 percent at the end of 2013. Ghana’s composite index -the GSE – has gained 79 percent since the 
beginning of 2013 and at the end of the week in review. Comparatively, Nigeria’s NGSE and Cote d’Ivoire’s BRVM 
composite indices have gained 49 percent and 39 percent, respectively. 

Uganda: Standard & Poor’s cut Uganda’s credit rating due to widening budget deficit. The long-term rating was 
lowered to B, five levels below investment grade and on a par with countries including Ecuador, Albania and Ghana, 
from B+. The outlook remains stable, reflecting the benefits of political stability, investment in infrastructure and 
“solid” medium-term growth prospects that will offset the risks from fiscal and external imbalances over the next 
two years.

Nigeria: Nigerian oil production averaged less than 2 million barrels a day in 2013 compared with the 2.53 million 
barrels the government had predicted. Gross foreign currency reserves have fallen 11 percent from the May 2013 
peak of $48.25 billion. Nigeria is seeking to plug a housing deficit of 17 million with the creation of a mortgage-
finance company that is modelled on the U.S.’s Fannie Mae.

Stock Markets
Global Markets

Global financial markets closed higher on the back of positive economic news. In the U.S., the Federal Reserve reported 
higher industrial production during December (0.3%), a fifth consecutive monthly increase and in line with market 
expectations, which offset the sluggish consumer sentiment reports stating a 9.8% decline in new residential house 
constructions. Asian markets moved lower during the week, while the first Chinese stock to debut in mainland China 
in more than a year was halted after surges in early trade. Large miners in Australia, however, extended their gains 
on the strong U.S. economic data earlier in the week. The DJIA and CAC 40 gained 0.13 percent and 1.8 percent, 
respectively, while Nikkie 225 index shed off 1.1 percent. 

African Markets

African markets closed the week with mixed performance. Nigeria’s NGSE Index closed the week 0.7 percent higher. The 
banking sub-sector retained its lead on the activity chart in terms of turnover traded. The Global X Nigeria ETF (NGE), 
the most efficient way for global investors to get exposure to one Africa’s dynamic frontier economies has grown 4.5 
percent since the beginning of 2014. Currently, the Nigerian Stock Exchange represents an annual economic activity 
of US$268 billion. Kenya’s NSE-20 inched 0.8 percent lower largely driven by low volume trading in banking stocks as 
investors hold off activity in anticipation of full year reports from the financial sector. The South African JALSH rose 
2.5 percent, sending the benchmark index to an all-time high, as metal prices climbed after China’s GDP expanded 8.9 
percent in Q4 2013 compared to recent forecasts of 8.7 percent.18.1 a share.  
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Global Economic Leading Indicators
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Chinese Purchasing Managers’ Index (PMI)                            India Purchasing Managers’ Index (PMI)

Japan Purchasing Managers’ Index (PMI)                USA Purchasing Managers’ Index (PMI)

                    Eurozone Purchasing Managers’ Index (PMI)                                   US Unemployment Rate

Source: Markit and US, Institute of Supply Management. 2014
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Appendix Table 2 : Exchange Rate Movements – Week ending 17 January 2014

        Appendix Table 1: Stock Market Movements – Week ending 17 January 2014
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Source : ADB Statistics Department, January 2014. 
* in the interbank currency market.

Source: Bloomberg. * value at end of 17/01/2014


