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FM Fe a t u re s
GDP REBASING

Nip, tuck and fill
Statistical revisions due this month could
give the SA economy a welcome lift

When Nigeria rebased its GDP
earlier this year it found it had
underestimated the size of its
economy by nearly 90%.

Kenya has found its economy to be 25%
larger for the same reason, and a similar
exercise in Ghana in 2010 raised its nominal
GDP by 60%.

Even the US was recently able to add
nearly 3% to the size of its GDP by adopting
a new international accounting standard —
the 2008 System of National Accounts (SNA).

On November 25, Stats SA will publish
the outcome of a routine GDP rebasing and
benchmarking exercise. The results will also

be influenced by the fact
that SA, like the US, is
switching from the 1993
SNA to the updated 2008
SNA .

In addition to the third-
quarter 2014 GDP number,
Stats SA will provide
revised quarterly, annual
and regional estimates all
the way back to the first
quarter of 2002.

The rebasing will
involve moving the base
year for real calculations
from 2005 to 2010. This is

done because over time the pattern of rel-
ative prices and the structure of the econ-
omy in the base period becomes progres-
sively out of sync with current economic
co n d i t i o n s .

Benchmarking is done to reconcile high-

frequency, short-term data with more accu-
rate but less frequent data, including on this
occasion the 2011 population census.

SA, like most developed countries, under-
takes this statistical exercise every five
years. The big GDP revisions experienced by
some African countries were the result of
rebasing having been neglected. Nigeria had
last done it in 1990; Kenya hadn’t moved its
base year since 2001.

Since 1990, five-yearly rebasing and
benchmarking has mostly resulted in small,
positive upward revisions to the size of the
SA economy as well as moderately faster
real GDP growth.

From 1993 to 1998 the size of the eco-
nomy was revised up by more than 11%
each year and the growth rate up by 0,5% on
average. This was largely because in re-
basing the economy to 1995, the informal
economy and burgeoning cellphone sector
were measured properly for the first time.

This time round there are no new sectors
to be added but SA’s adoption of the 2008
SNA introduces a new degree of uncertainty
to the outcome.

The global shift to the 2008 SNA (a pro-
ject co-ordinated by the IMF, the World
Bank, the UN and others), is necessary
because the economic environment in many
countries has evolved significantly since the
early 1990s. Improved methods of measur-
ing some of the more difficult components
of countries’ national accounts have also
been developed, explains Stats SA.

Gerhardt Bouwer, Stats SA’s executive
manager of national accounts, says there are

44 major differences between the 1993 SNA
and the 2008 version but only six of them
should have a significant impact on GDP. Of
these, Stats SA and the Reserve Bank will be
implementing only four this time round,
owing to a lack of available data.

Among the most controversial of the
changes is that countries may now reflect
intangible assets like research and develop-
ment (R&D) expenditure as investment, not
a business expense, allowing it to count
towards their GDP.

Organisation for Economic Co-operation
& Development studies have found that the
impact of this change on GDP depends on
the relative size of R&D production to GDP.
In a country like Norway, with an above-
average R&D spend of around 1,8% of GDP,
this change alone added 1,2% to the level of
the country’s GDP, according to Statistics
No rway .

The latest Human Sciences Research
Council (HSRC) survey shows that SA spent
only 0,76% of GDP on research in 2010/2011

— down from 0,93% in 2007/2008 and less
than half the global average of 1,77%. W hile
this change might well be positive for SA’s
GDP, any impact is likely to be small.

Similarly, countries that adopt the 2008
SNA are allowed to capitalise their military
expenditure on weapons, vehicles and
equipment. Previously, only military assets
that could be used for civilian purposes, like
a military ambulance, were allowed to be
treated as capital formation (investment).
The rest had to be written down as inter-
mediate consumption.

Given that the US has arguably the
biggest military complex in the world, it is
no surprise that this change added 0,5% to
the size of the US economy when it adopted
the 2008 SNA.

“My gut feeling, based on what I have
read and seen, is that the changes to the way
R&D and weapons are measured in the 2008
SNA were the main reasons why the US was
able to revise up its GDP by 2,9% in 2009,”
says Bouwer.

The same factors also likely drove the
upward revisions to the GDP of other
advanced countries that have been early
adopters of the new standard or its Euro-
pean equivalent: Australia’s nominal GDP
was revised upwards by 1,6% (in 2007/2008);
Ca n a d a’s by 1,8% (in 2010) and the UK’s by

2,3% (in 2009).
The third major change is that under the

2008 SNA, employee stock options will be
treated as a form of employee compensa-
tion, which will therefore increase. But
because this will result in a corresponding
decrease in the operating surplus of firms,
Stats SA says no change to value added or
GDP is expected.

The fourth change introduces a refined
method for calculating financial inter-
mediation services indirectly measured (also
known as Fisim). For example, the 2008 SNA
recommends that Fisim applies only to loans
provided by (or deposits with) financial
institutions, and that for financial inter-
mediaries all loans and deposits are includ-
ed, not only intermediated funds.

Bouwer declines to speculate whether the
combined effect of all these changes will be
a small upward revision to the size of the SA

economy. “I can’t say that, but nowhere in
applying the 2008 SNA is there a way it
could lower SA’s GDP,” he concedes.

Any upward revision to the level of GDP
would improve key ratios of SA’s fiscal
strength — reducing the size of fiscal and
external deficits as a share of GDP and
l owe r ing the public debt to GDP ratio.

H SB C economist David Faulkner esti -
mates, however, that a 3% increase in nomi-
nal GDP would improve the budget and cur-
rent account deficits by only 10 to 20 basis
points, still leaving them among the highest
among emerging market countries.

“These estimates suggest any improve-
ments in the macro imbalances will be lim-
ited, meaning that the twin deficits will
remain a key source of macro vulnerability
and continue to pose headaches for policy-
m a ke rs ,” he concludes. Claire Bisseker
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WHAT IT
MEANS
GDP COULD RISE
WITH NEW GLOBAL
ACCO U N T I N G
FO R M AT
MILITARY AND R&D
EXPENDITURE MAY
NOW BE
CA P I TA L I S E D

The level of GDP at current prices, revised and previous estimates

 2002 2003 2004 2005 2006 2007  2008

Previous GDP (Rbn) 1 169 1 261 1 395 1 544 1 745 1 999 2 284

Revised GDP (Rbn) 1 171 1 273 1 415 1 571 1 767 2 017 2 284

Difference (Rbn) 2 12 20 27 22 18 0

Difference (%) 0,2 0,9 1,4 1,8 1,3 0,9 0,0

PAST EXPERIENCE

SOURCE: STATS SA

Real GDP growth, revised and previous estimates

   2003 2004 2005 2006 2007 2008 2002-2008

Previous annual % growth in GDP 3,1 4,9 5,0 5,3 5,1 3,1 4,5

Revised annual % growth in GDP 2,9 4,6 5,3 5,6 5,5 3,7 4,6

UPWARD REVISIONS

SOURCE: STATS SA

David Faulkner

Twin deficits will remain

a headache
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CHICHI

A word in
your ear
Users of the video-sharing website YouTube
are familiar with the experience of selecting
a video and then having to sit through a few
seconds of advertising before being able to
watch the video.

However, IT entrepreneur Patrick Palmi
believes millions of South Africans would be
prepared to listen to an advertisement in
exchange for being able to make a free call
on their cellphone.

Pa l m i has created a platform called
ChiChi which allows cellphone users to
make a free call provided they and the
receiver listen to a 15-second advertisement
before the call is connected.

The ChiChi platform is capitalising on the
challenge faced by cellphone network oper-
ators: voice communication is decreasing
due to the rise of other mobile commu-
nication platforms such as WhatsApp, Skype
and social network website applications.

However, a large number of South

Africans still depend on voice communi-
cation but cannot always afford airtime.
ChiChi allows companies to reach con-
sumers using their cellphones which, Pa l m i
says, increases “word of mouth” a dve r t i s i n g .

According to marketing analysts and IT
specialists, Africa is the next major market
for mobile advertising. Countries such
as Egypt, SA, Algeria and Ghana have
some of the highest mobile pene-
tration rates in the world.

Palmi says his first client,
Unilever SA’s deodorant and
antiperspirant brand Shield,
sponsored about 60 000
calls from 44 000
u s e rs .

“We did work
for Unilever with
Shield and they
loved it because
there was a word-
of-mouth message
growth of 40% and
they could use the
platform to reach
the masses directly
and sell more prod-
u c t s ,” says Palmi.

He says re s e a rc h
has shown him
that terminated

calls, or “please call me”, have increased to
about 400m a month in SA, indicating that
people use voice communication but a re
either unwilling to pay or c a n’t afford it.

“If that is the case, then there is a need
for free voice communication. As I n te r n e t

coverage grows on the African continent,
the next wave to watch out for would

be a platform that requires you to
watch an advertisement on your
phone before you make a free call,”
Palmi says.

He believes the ChiChi platform
can target cellphone users with rel-
evant ads, thanks to information that

the user provides when registering
to use the service.

Palmi says the use of
ChiChi has been high since
it started in SA about a

month ago. He says he
has been hard-pressed to

find ways to limit the
number of phone calls
users can make in a
specific period, as there

needs to be a limit on the
number of calls advertisers
can sponsor.

Khulekani Magubane
m a g u ba n e k@ b d f m .co. za
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Patrick Palmi

There is a need for free

voice communication


