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About this document

This document reports on PwC South Afri
based on different forward-looking scenarios. The report and associated projections are updated on a monthly basis
though revisions could occur more frequently due to major economic data releases or key influential events. The content
reflects publicly on some of our key forecasts while other data is reserved for internal purposes and client services.

I n this edition, we | ook at South Africads | osgandamewnear |
highest-in-the-world unemployment rate. Our analysis also considers the diminishing relationship between real GDP

growth and employment creation. With one out of eight unskilled and semi-skilled jobs still lost following the 2020Q2
recession, we explore the importance of labour force upskilling and the need for a culture of learning. This document

also updates our houseview economic forecasts for the country i including revised assumptions about lockdown levels
towards year-end - and the outlook for interest rates towards 2022.

This document is produced by the PwC South Africa Strategy& Economics team. For more information on the team and
its services, see the last page of the document.
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SA now has the highest unemployment rate in the

world after formal jobs declined in 2021H1.

South Africa Economic Outlook September 2021

Nearly 300,000 formal jobs were lost
during the first half of 2021, with many
moving to informal sector employment.

With the release of its second
Survey (QLFS), Statistics South Africa (Stats SA) reported that the
narrowly defined unemployment rate increased to 34.4% from
32.6% in the preceding quarter. According to Trading Economics,
South Africa has the highest unemployment rate globally amongst
countries that have unemployment data available for 2020-2021.

Figure 1: Highest unemployment rates (%)

South Africa 34.4
Nigeria 33.3
Bosnia & Herzegovina 324
Angola 31.6
Kosovo 27.0
Palestine 26.4
Bahamas 25.6
Jordan 25.0
Lesotho 24.7
Montenegro 23.6
Eswatini 23.4
Botswana 23.3
Senegal 22.6
Gabon 20.5

Source: Trading Economics

Following the loss of 2.2 million employment opportunities in
2020Q2, about a third of these jobs were recouped during the
second half of last year by virtue of the easing in lockdown
restrictions. Many analysts were waiting for this year to see actual
job creation i but 2021 has so far disappointed in this area. While

the country had a total of 15.024 million (formal and informal) jobs at

the end of last year, employment fell to 14.942 million in the second

qguarter 7 a net loss of 82,000 jobs during 2021H1. Total employment

is now similar to levels seen in 2013.
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To be fair, the first quarter of the calendar year often sees a small
dip in employment due to temporary jobs during the fourth quarter
i associated with retail and hospitality over the holiday period i
being rolled back. This places high job-creating expectations on
the second quarter of the calendar year. However, formal non-

q u agricuburaliesplognoeat decliad from 10.40% noillion in 208004 te
10.200 million in 2021Q2 71 i.e. a net loss of nearly 300,000 formal
jobs during the first half of this year. This is a staggering number.

On an industry level, a combined 444,054 jobs were lost from the
first to the second quarter of this year in the categories
ocommunity, social and personal
intermediation, insurance, real
categories include small- and medium-sized service-based
enterprises providing, for example, cultural activities and

recreation, business-related services (e.g. consulting and research
& development), as well as maintenance and repair. These
service-based enterprises continue to experience significant
pressure on their income and employment levels as businesses

and consumers reduce spending on non-essential services.

Figure 2: Change in employment during 2021Q2

Financial intermediation, insurance, 278314

real estate & business services

Community, social & personal services -165,750 GG
Manufacturing -82,651 N
Mining and quarrying | 3,133
Electricity, gas & water supply | 3,205
Transport, storage & communication I 65,832
Private households B 67,377
Agriculture, forestry & fishing I 69,312
Wholesale & retail, hotels & restaurants I 107,766
Construction I 143,392

Source: Stats SA

Government reintroduces R350 distress
grant as unrest in KZN and Gauteng
cause more job losses in 2021Q3

By the middle of 2021, formal non-agricultural employment was just
136,000 jobs (1.4%) higher compared to the lockdown-hit second
quarter of 2020. In turn, informal non-agricultural employment
increased by a significant 406,000 jobs (7.4%) in 2021Q2 compared
to a year earlier. This highlights that many people who were
SpeetiolslyCepiofed i thé for@dl dedto dteCnbwidependent on

eirffoinfaltiops. and business servicesdo. Bot
The latest QLFS was released in August, with memories still fresh
about the unrest seen in KwaZulu-Natal and parts of Gauteng
during the second week of July. The adverse impact of these events
will only be seen in the third quarter labour report (expected for
released in November) and is likely to result in another g-o-q
decline in jobs. IHS Markit noted in the July edition of its monthly
Purchasing Managerso6 I ndex (PMI)
ifsignalled a renewed drop in empl
economyo. The Absa PMI indicated t
factory sector during July and th:
source of any meaningful job gr owi
To help mitigate the adverse impact of rising unemployment on
household finances and social stability, the government has
reintroduced the Special COVID-19 Social Relief of Distress (SRD)
Grant. In late August, the South African Social Security Agency
(SASSA) started paying out the first batch of R350 transfers which
are set to continue until March 2022. The Bureau for Economic
Research (BER) noted that consumer confidence amongst low-
i ncome households firebounded str ol

after the reinstatement of thee transfers was announced. By the
middle of September, the government had received 13 million
applications for the grant, of which 8.3 million applications had been
approved.
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Key uncertainties need to be addressed if SA wants c
avoid a longer-term jobless growth trend.

South Africa Economic Outlook September 2021

If the economy is recovering from the
recession, why is South Africa again
losing formal sector jobs?

South Africa continued to lose jobs in 2021Q1 despite four
consecutive quarters of real GDP growth. By applying simple
regression modelling using the latest rebased GDP and (formal &
informal) employment data, we observe that since 2019Q4, there is
a diminishing relationship between real GDP growth and job
creation. By the end of 2019, every one percentage point increase in
real GDP would translate to a 1.01 percentage point increase in
employment. In addition, real GDP change during a specific quarter
would explain 74% of the change.

Table 1: Relationship between real GDP and
employment growth
% change in Proportlon.of. the
change in in
employment as a emplovment
Time period result of a 1% ploy

explained by the
change in real
GDP

change in real
GDP

2010Q1 71 2019Q4
2010Q171 2020Q1
2010Q1 1 2020Q2
2010Q17 2020Q3
2010Q1 71 2020Q4
2010Q17 2021Q1
2010Q17 2021Q2

Source: PwC
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When extending the regression period to 2021Q2, we observe that
a one percentage point increase in real GDP now only translates
to a 0.91 percentage point change in job creation. The calculation
also has a reduced model fit of 0.67 T this means that, at present,
the change in real GDP can only explain two-thirds of the change
in jobs. While this relationship is clearly diminishing, applying the
updated model would still suggests that South Africa should add
410,000 jobs this year if the economy grows by our projected
3.0%. However, following the jobless recovery in 2021H1, and the
adverse impact of Julyds unrest
makes us wonder whether any formal jobs will be created in 2021.
The big question is: why are we seeing a jobless recovery?

A myriad of uncertainties leave the
private sector unable to retain workers
and/or create new jobs

In exploring these two questions, the answers might lie in the other
third of the drivers behind employment growth that our GDP-only
regression model could not explain. The private sector 1 the global
driver of post-pandemic employment recovery i is facing a myriad
of local uncertainties that is keeping it from retaining and
appointing new workers. These include, amongst others:

C Potential higher future tax burden i While the National
oooo| Treasury is looking at lowering the corporate tax rate, the

ooea Department of Social Development published a green
paper during August proposing a 10 percentage point
increase in personal income tax rates to finance a basic
income grant for the unemployed.

Il Vaccine delays and the lingering lockdown i At the current
@ pace of vaccine rollout, we estimate it will take another 10

months (i.e. by July 2022) for 67% of the total population
(the government's goal) to be fully vaccinated. As such,
businesses are expecting lockdowns i and the adverse
impact that this has on the economy i to continue into
2022H1.

1l Risk of further social unrest i Following the destructive
A evens in KwaZulu-Natal and Gauteng during the second

week of July, there are no guarantees that the situation

cannot repeat itself. The core drivers behind the unrest 1
poverty and unemployment i are only getting worse.

Il Increased electricity load-shedding i Eskom implemented
‘ﬂ_ﬂﬂ 650 hours of load-shedding during 2021H1 which was a

13% increase versus the first six months of 2020. The

outlook is also clouded amongst other

on t ﬁéggg&;gggp%arésg $hder theRBne aBIeOE%é)rg?/C '

Independent Power Producer (REIPP) plan, an accident at
Medupi power station removing 720 MW in generating
capacity from the grid, and slow progress in unbundling the
state power utility.

These four factors all highlight the detrimental effect of uncertainty i
specifically over taxes, lockdown restrictions, social stability and
electricity security i on business sentiment. There is a clear
relationship between policy uncertainty and business confidence in
South Africa T where higher uncertainty leads to weaker business
sentiment.

In addition to these challenges, there is the obvious impact of
COVID-19 on how business operate on a day-to-day basis. For
example, companies in South Africa (and around the world) have
had to invest in software as a service (SaaS) to ensure business
continuity for staff to work from home. This has opened the door to
new opportunities to digitalise certain business functions i perhaps
to the detriment of current and would-be employees - as companies
look to control costs and remain competitive. Is that we need to fix

The next big question is whether this kind of jobless growth trend
will endure. There are no easy answers. However, in order to avoid
a continuation of jobless growth, South Africa needs to address the
key uncertainties highlighted here. These factors have been around
for a varying number of years and associated risks are unlikely to
be resolved within the next 12 months. A concerted effort is therefor
needed to avoid a jobless growth trend from sticking.


https://www.pwc.com/us/en/services/audit-assurance/accounting-advisory/cloud-computing.html
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A fit -for-purpose education system Is required to

create a skilled workforce for the SA economy.
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One out of eight unskilled and semi-
skilled jobs are still lost compared to the
pre-pandemic period.

With the economy returning to positive GDP growth, employment in
skilled occupations (technicians, managers and professionals) is
now only 2.3% below the pre-pandemic (2019Q4) period. In
contrast, the number of semi-skilled jobs T those employed as
salespeople, clerks, plant and machine operators, and skilled
agriculturalists i is 14.7% lower. Less severe but also of great
concern is the 5.8% deficit in unskilled jobs (like domestic workers)
over the same period. On aggregate, our estimates show that one in
every eight jobs classified as unskilled and semi-skilled are still lost,
Simply put, skilled employment has been much more resilient over
the past year compared to unskilled and semi-skilled jobs. This is
not surprising considering that many skilled workers have been able
to work from home over an extended period. Stats SA data shows
that 6.9% (one out of 14) of South African workers who used to
spend their days at an office before COVID-19 were still working
from home in 2021Q2.

Figure 3: Employment by skills level (million jobs)

201904 2020Q1 2020Q2 20200Q3 2020Q4 2021Q1 2021Q2
Unskilled m Semi-skilled m Skilled

Source: PwC calculations based on Stats SA data
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P w C 6 d"Arthual Global CEO Survey found that that 86% of local
business leaders are somewhat (35%) or extremely (51%)
concerned about the availability of key skills in 2021. This is higher
than the global average of 72%.

Figure 4. How concerned are you about the
availability of key skills?
51%
44%
5%
28%
23%
0,
4%35% 8%
O 1%0%
Not Not very Somewhat Extremely Don't know
concerned concerned concerned concerned
at all
m Global South Africa
Sour ce:; PwCbés 24th Annual Gl obal
To what extent do South Africads

skills needed to be employed in the local private sector and secure
jobs that are resilient against economic downturns? The World
Economic Forum (WEF) Global Competitiveness Report 2019
ranks South Africa 102" out of 141 countries (i.e., in the bottom
30%) in this skills criterion, while digital skills among the active
population ranks 126t". These rankings are based on a survey of
South African business leaders who view local skills within a global
context. What these two reports
education system is producing hundreds of thousands of high
school graduates each year but that their skillset is not competitive
in a global context.

A South African child will not reach half
their productive potential unless all
stakeholders help fix education.

Clearly, the current education system is not fit for purpose to

provide school leavers the necessary skills - and requires an

overhaul. Thisis also a value-fo-rmoney i ssue: South
expenditure on education is amongst the highest in the world when

expressed as a percentage of GDP.
expenditure in education is high on paper, in reality, much of the
government 6s education funding 1is

malfeasance in public procurement processes. As such, despite the

large expenditure, the country has not seen the envisaged
economic returns. According to the
Index (HCI), an average child born in South Africa today will not

even reach half their productive potential which they could have if

they had full health and education. Comparable middle-income

countries spend less as a percentage of GDP, but consistently

achieve much higher HCI outcomes.

However, with concerted effort, this situation can be changed. In

P w C &seatitig economic recovery and growth after COVID-196 ,
we Ei@liggl H"I? ne d for countries to build and communicate a
national vision that inCludes roles, responsibilities and expectations
for everh stakehdideranlsocigty. RwWC beli¢ves shat leveryode hadhae
role to play in this new vision, and that businesses of all sizes
should see themselves reflected in plans to rebuild the economic
engine and help to create inclusive and skilled workforces.

Upskilling will be vital to ensuring that local industries are staffed

with people who have the know-how to help drive economic growth.

This is the only way that South African children will reach their

productiye potgntial and coptribute o growing the econamy.
aaﬁa(%ysisysrf)(\evg tﬁatfﬁva]enqggnsi(jer%(rj]g g%ﬁwt% tgnabﬁe(ﬂ ke f((g))rlgrigunn try

direct investment (FDI), the ease of starting a business, electricity

availability/supply, digitalisation, private sector investment, local

content and knowledge capital, the gains to job creation from

upskilling and improving knowledge capital would be the second

most impactful after improving electricity reliability.


https://www.pwc.com/gx/en/industries/government-public-services/six-challenges/economic-recovery-after-covid-19.html
https://www.pwc.com/gx/en/ceo-agenda/ceosurvey/2021.html
http://www3.weforum.org/docs/WEF_TheGlobalCompetitivenessReport2019.pdf
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We need a change In educational and societal

behaviour to create a culture of lifelong learning.
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Every organisation should undertake
workforce planning to understand the
future skills needed by their workers.

In several of our recent publications, PwC South Africa has looked
at the challenge of narrowing the local skills gap and creating a
skilled workforce. The following analysis summarises the most
important information from two of these reports, namely:

A Building skills: Is South African education and skills development
meeting the requirements of the digital world?

A Where Next for Government in South Africa? An opportunity for
change

Our research shows that upskilling initiatives for young South
Africans will not move to the next level if education fundamentals
are not strengthened. Despite great progress in Science,
Technology, Engineering and Maths (STEM) education and some
innovations in basic education (such as introducing coding as a
subject), literacy tests show that 78% of South African learners ages
9 to 10 are not able to read for meaning. Poor academic
achievement is in part the result of under-funding and poor quality of
the education system. In 2018, one in five public schools did not
have proper toilet facilities; while 86% had no laboratory, 77% had
no library, and 72% had no internet. A 2014 study of teachers
showed that 79% of Grade 6 mathematics teachers have a subject
knowledge below the level they are currently teaching.

PwC South Africabds research i
improve the quality of and access to education and training, a
change in culture and behaviour is needed. Immediate changes to
our skills and education systems should include a shift to lifelong
learning pathways, the growth in digital education, and new funding
models for higher education. Borrowing from successful models in
other countries, it would create a competitive market for the public
and private sector, and civil society in the development of skills
programmes to improve supply and effectiveness of education. In

nt o
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addition, increased cooperation and collaboration is required
between academia, small businesses, investors, and industry to
sow seeds for innovation and growth. Government can therefore
play an important role in ensuring deeper linkages between these
to help create innovation hubs.

What can be done at a high school level? PwC Global Chairman
Robert Moritz recently co-authored a WEF article on the results of

a survey on what young people think about the future of work and
skills. The poll of 11,000 youths across 136 countries (including
South Africa) forms part of PwC
support of the global multi-sector partnership Generation Unlimited

to help upskill young people around the world. The survey found
that that at a global I evel, tod
not giving youths the skills they need. When asked what would

make the biggest difference for them to achieve their career goals,
one in three (32%) reesdyskiisients s
programmesd within trédadyskllsvwe®o |
chosen ahead of access to on-the-job training (28%), access to
relevant online resources (20%), and a good mentor (19%).

Wider solutions to skills and employment will need a more holistic
plan in South Africa that coordinates across sectors. The country
needs to build a nation-wide culture for upskilling; an endeavour in
which organisations can play a key role. Every organisation should
undertake robust workforce planning in which they seek to
understand the impact of technology and automation on jobs in
their industry and what this means for the skills needed by their
workers in the future. PwC believes that the creation of good jobs
ppsesrvhen teghmplggical mrpyaton is geared towardpincreased| | y
demand for workers. This does not happen naturally in a free
market system and requires governments to fund education and
research for new technologies, plan priority sectors of the
economy, and put in place labour regulations that are both
protective enough for workers and flexible enough for employers.
The private sector can also provide funding, support and services
toward scaling societal upskilling initiatives - there are examples of
this from the telecommunication sector, which provides mobile
data for online education.

Call for action: four ways that we can
work together to start turning this crisis
into an opportunity for change

Preparing people for the jobs of tomorrow is no easy task. There

are challenges such as the disconnect between current education
programmes and the skills which employers need now and in the

future. PwCbds research 1 n colasamborati o

adﬁm nsggq{faﬁ tﬁeéal:_oader adcv%nﬁaqe% 06 de¥elgq|ng %O(r)ld joibsn'l'

- 0. S 0 )
workK that is safe, paldO fairly, reasonably Secure and motivating, and
that emphasizes the uniquely human skills and traits of workers,

Ao deivefino figherdeyels 8T8PUE R cat i on system
We know what is needed from businesses, policymakers, and
educators, and there are many examples of successful

ecbllaboratiend that ¢ae be replicated and scaled. Together, we can

s y stliink boldly Beyohd the boundaries of today to reimagine our

economic and social systems. From

ways we can work together to start turning this crisis into an
opportunity for change:

Governments should adopt an
agile approach to driving national
upskilling initiatives, working with
businesses, non-profits and the
education sector to provide
incntives to create jobs in the
green economy and by
supporting technplogy innovation.

Governments, businesses, and
education providers should work
together to build a strong and
interconnected ecosystem
committed to a comprehensive
upskilling agenda.

Businesses will need to anchor
upskilling and workforce
investment as a core business
principle and make time-bound
pledges to act.

Educators should reimagine
education and embrace
lifelong learning to ensure
everyone has the opportunity
to participate in the future of
work.



https://www.weforum.org/agenda/2021/07/we-asked-young-people-about-work-and-skills/
https://www.pwc.co.za/en/press-room/building-skills.html
https://www.pwc.co.za/en/publications/where-next-for-government-in-south-africa.html
https://www.pwc.com/gx/en/issues/upskilling/shared-prosperity/upskilling_for_shared_prosperity_final.pdf
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While lockdown eases to level 2, it will take another

10 months to fully vaccinate 67% of adults.
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Active
81 343 covos
] cases*
% of Fully
the adult vacc_lnated
: u Partially
pOpuIatlon vaccinated

m Unvaccinated

vaccinated*

Monday to Friday

Current
239,802 average daily
Monday to Sunday rate Of

181,077

vaccinations*

10

months

(i.e. until July 2022)

Time still needed

to fully vaccinate

67% of the adult
population”

Source: Worldometer, Our World in Data, sacoronavirus.co.za, PwC estimates

*As at 16/09/2021
#Based on two doses at the current average daily rate of vaccinations

de
Lockdown eased to level 2, though with

warnings about a fourth wave of
infections over the summer.

PwCés economic scenarios for
different perspectives about the third wave of COVID-19
infections. On June 27, President Cyril Ramaphosa announced a
move to lockdown level 4 for a period of two weeks. Stricter
regulations included, amongst others: Curfew starting at 21:00,
earlier closing of schools for mid-year holidays, and the banning of
alcohol sales, social gatherings (excluding funerals), and leisure
travel to and from Gauteng. On July 11, the president extended
the level 4 lockdown for a further two weeks. While there was
some easing in rules on restaurants, other restrictions remained in
place 1 while school holidays were extended to July 25.

The president announced on July 27 that South Africa would be
moved to lockdown level 3 on the next day alongside a reopening
of schools. Rules were also relaxed for alcohol sales, the size of
social gatherings, the nightly curfew, and leisure travel in and out
of Gauteng was again permitted. No change has since been made
to the lockdown level. President Ramaphosa announced a move
to level 2 lockdown on September 12 as active COVID-19 cases
declined to 106022. The easing in restrictions included longer
hours for restaurants to operate and a shorter nightly curfew
(23h00-04h00). The president announced that these restrictions
will be reviewed before end-September, and we expect a move to
level 1 lockdown from the start of October.

The severity of the elongated mid-year wave, and the
accompanying strictness of associated lockdowns, is a key driver
behind the nature of the economic recovery, alongside the impact
of electricity load-shedding. All our scenarios take into account a
likely fourth wave of infections (with varying severity, depending on
the scenario) during the summer holidays. Minister of Health Joe
Phaahla recently warned he is expecting a fourth wave to
materialise in November. He expressed concern with the long tail
of the third wave and the risk that South Africa could move from
the current wave straight into another wave over the summer.

Table 2: Lockdown assumptions
Upside Baseline Downside
January
2021 are st

March 1 1 1
April 1 1 1
May 1 1 1
July Adj. 4 Adj. 4 Adj. 4
September

Source: PwC
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Better-than-expected go-g GDP growth in Q2,

though our full -year growth outlook remains muted.
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Trade and hospitality, transport and
communication, and personal services
drive GDP growth in 2021Q2.

The decline in formal sector jobs during 2021H1 stands in stark
contrast with a continued recovery in real GDP. Real GDP
increased by a seasonally adjusted 1.2% q-0-g which was higher
than the first quarter number of 1.0% g-0-g and better than a
consensus forecast of 0.7% g-0-g. A decline in manufacturing
(-0.8% g-0-q), construction (-1.4% g-0-q) and general government
services (-0.9% g-0-q) was countered by increased activity in trade
and hospitality (contributing 0.3 percentage points to the 1.2% g-0-q
growth rate), transport and communication (0.5 percentage points)
and personal services (0.4 percentage points). Given the large,
lockdown-induced negative impact on GDP during the second
quarter of last year, the annualised growth rate was always
expected to be large. Stats SA reported a 19.3% y-0-y expansion in
the economy during 2021Q2 with all industries except government
services having expanded in the year after the harshest lockdowns.

Figure 5: Change in quarterly real GDP (%)

19.3
13.9
35
2.5

0.0 0.1 0.10.5 1.0 1.2

. [ | [ |

0.1 -0.6
2.6
-5.8

-17.4 -16.8
20190Q3 2019Q4 2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 2021Q2

m% g-0-q =% y-0-y

Source: Stats SA
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Easing of lockdown restrictions could
see GDP growth of 3.0% this year, or as
high as 4.5% under our upside scenario.

The South African economy expanded by an average of 7.5%
y-0-y during the first half of this year 1 this number has some
strong base effects from the 2020Q2 recession. However, as we
have pointed out, this strong y-o-y number did not translate into
more jobs. Historically, real GDP and total employment had a
strong positive relationship 1 see labour analysis elsewhere in this
report. In South Africa, for every one percentage point of real GDP
growth, employment would usually increase by around 0.9
percentage points. This past relationship has unravelled in 2021
so far with nearly 300,000 formal jobs lost in the first half of the
year. From different perspective, while real GDP increased by
19.3% y-0-y in 2021Q2, formal non-agricultural employment
increased by only 1.4% y-o-y.

Unsurprisingly, given the state of employment, the FNB/BER
Consumer Confidence Index (CCl) remained in negative territory
during 2021Q3 and remained below the long-term average. With
the BER measure for business confidence also back in negative
territory during the second quarter, we are far from bullish about
economic and employment growth in the remainder of this year.
Our baseline forecast is for GDP growth of 3.0% in 2021. This is
better than an estimate of 2.5% published in August after we took
into account the impact of rebased historical GDP data as well as
the move to level 2 lockdown on September 12. Nonetheless, our
forecast for this year remains conservative compared to many of
the projections out there. As such, under the baseline outlook, it
will take three years (from 2020) for real GDP to return to pre-
pandemic levels. If electricity load-shedding and lockdown
restrictions are both lower than currently expected, the economy
could still grow by up to 4.5% under our upside scenario. Within
this scenario, the GDP recovery will take two years.

Figure 6: Change in annual real GDP (%)

4.5
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Source: PwC

Figure 7: Index of real GDP recovery to pre-pandemic
levels (2019 = 100)
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