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Welcome and context

Nisha Dharamlall
Head of Restructuring Services
Deloitte Africa

The South African Restructuring 
Outlook Survey has been, for the 
past four years, an instrumental tool 
in providing valuable insight into 
key challenges and trends in the 
restructuring industry and the wider 
economy. 

In the midst of political turmoil and 
a technical recession, South Africa’s 
economic environment has been 
extremely volatile with a slow growth 
trajectory.

During these times, businesses need to 
be proactive and agile when identifying 
and dealing with political and economic 
uncertainties. Adopting business 
rescue and informal restructuring 
methods will aid businesses in better 
management of the repercussions 
associated with political and economic 
uncertainty. 

The 2017 survey has allowed for 
valuable insights into the expectations 
for South Africa’s economy and the 
restructuring industry over the next 
12 months, as well as the impact that 
it will have on different industries and 
businesses. 
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South Africa’s economy experienced a 
staggeringly low growth rate of 0.3% in 
2016, and the forecast for 2017 by the 
World Bank is a mere 0.6%. This puts 
fiscal targets at risk as budgeting was 
in line with an expectation of over 1% 
growth for the 2017/18 fiscal year. In 
the first quarter of 2017, South Africa’s 
economy contracted by 0.7% quarter-on-
quarter, confirming a technical recession. 
Looking forward, South Africa’s 
economic growth rate is set to remain 
below 1% in 2017, and possibly beyond.

Prior to recent developments, 
survey results showed that 57.1% of 
respondents were positive about the 
recovery of the economy, while only 
10.8% expected a downturn in the 
economy. However, in light of the recent 
sovereign debt rating downgrades and 
South Africa entering recessionary 
territory, these positive sentiments have 
likely weakened since the survey was 
conducted. 

Unemployment rates remain high, with 
implementation of policy initiatives to 
improve the situation haphazard at best. 
Consumer and business confidence is 
decreasing, and household consumption 
expenditure growth is flat. Lowering 
interest rates is dependent on foreign 
currency market trends and attracting 
portfolio inflows to finance the current 
account deficit. Despite improving 
inflation rates, South Africa therefore has 
limited capacity to lower interest rates. 

Some of the major industries at risk 
of distress, according to respondents, 
include retail (78.6%), agriculture (53.6%) 
and construction (50%). However, it 
is important to note that quarterly 
statistics released by Statistics South 
Africa (StatsSA) showed that the 
agriculture sector was one of the best 
performing sectors in the first quarter 
of 2017.

96.4% of survey respondents cited 
political uncertainty as the key reason 
behind South Africa’s economic 
concerns, with ongoing political 
volatility set to take the economy into 
further distress. Lack of foreign direct 
investments (39.3%) and corporate 
investments (39.3%) were identified 
by respondents as other key concerns 
for the economy over the next 12 
months. Lack of foreign and corporate 
investments in turn can be attributed 
to low confidence levels and still-low 
commodity prices.

However, global indicators show 
that global trade, emerging markets 
and commodity prices are gradually 
recovering. This suggests that South 
Africa’s poor performance is self-induced 
rather than a result of the global 
environment. 

South Africa needs at least a 1% growth 
rate to keep up with population growth 
and a 5% growth rate to address 
structural factors such as the high and 
still rising unemployment rate. South 
Africa’s manufacturing sector – a key 
potential creator of employment – is also 
grossly underperforming and hollowing 
out. Additionally, South Africa is 
underinvesting, spending less than 20% 
of GDP on gross fixed capital formation, 
below the 30% target set in the National 
Development Plan (NDP).

The outlook for South Africa is desolate, 
with 0-1% growth rate projections, 
despite a recovering global economy. 
Political uncertainty, higher debt rates, 
and a higher cost of lending could as a 
worst case scenario see the economy 
enter a downward spiral. 

The best way to overcome these 
challenges is to build confidence among 
consumers, businesses, investors, and 
decision-makers. 

Economic update 

Hannah Edinger
Associate Director: Africa Services Group
Deloitte Africa
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2017 Survey results 

Ed Dyer
Manager: Restructuring Services
Deloitte Africa

The results of the 2017 Restructuring 
Survey showed the opinions from 
various industries, ranging from banking 
to academic institutions.

55.6% of respondents experienced an 
increase in their teams’ activity in the 
past 12 months while 66.7% expect an 
increase over the next 12 months. This 
is largely due to economic uncertainty, 
unsustainable debt levels, and poor 
trading performance. 

Protecting businesses is the main 
objective for stakeholders at the outset 
of a restructuring. Protecting businesses 
feeds into preserving employment, 
which is the second major objective. 
This is a result of an increased focus 
and scrutiny on the socio-economic 
challenges in South Africa, including 
high unemployment rates, poverty, and 
inequality.

Injection of new equity through the sale 
of all or part of the business, or from 
existing or new shareholders is expected 
to be the most common restructuring 
option to be utilised in 2017, accounting 
for 38.8% of the responses. This is due 
to unsustainable debt levels making 
softer restructuring options, such as 
the extension of existing facilities, less 
attractive. Business rescue, often used 
as a tool to implement restructuring or 
to gain a favourable outcome compared 
with liquidation, is the second-most 
popular option at 21.2%.

Early identification of financial distress 
has been recognised as a key area for 
the South African restructuring industry 
to improve upon in order to provide 
more time for stakeholders to explore 
the available options and preserve 
value. Updating relevant legislation 
follows as another area to improve, 
particularly Chapter 6 of the Companies 
Act, by bridging existing gaps to clarify 
uncertainties for stakeholders and 
professionals.

The best source for distressed funding, 
as identified by survey respondents, is 
existing banks (29.6%). Ideally, equity 
providers would provide funding 
however the existing shareholders often 
do not have the resources and South 
Africa’s distressed private equity market 
is still in its infancy, with inadequate 
funding at this stage. That said, the 
potential for this market is high.

Distressed companies seeking funding 
face many obstacles, including a lack of 
security and risk appetite from lenders 
cited as the main barriers, which leads to 
a decrease in debt financing. 

With 81.9% respondents experiencing 
a success rate of greater than 50% 
with informal restructuring methods, 
compared to 63.7% for business 
rescue in the same category, informal 
restructuring will most likely lead to 
a favourable outcome compared to 
business rescue. This is due to the 
inherent risk of business rescue, 
including loss of customers, difficulty in 
obtaining supply and higher employee 
attrition rates. 

Although 77.8% of respondents do 
not believe that South Africa has 
a rescue culture, progress is being 
made. Business rescue has given many 
companies a second chance, and hopes 
remain for more frequent restructuring 
success stories to emerge. 
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Panel discussion: managing volatility

Fredre Meiring
Partner: Corporate Finance
Deloitte Africa

Dr Martyn Davies
Managing Director: Emerging Markets 
and Africa
Deloitte Africa

Ben Davis
Associate Director: Strategy and 
Innovation
Deloitte Africa

Moderated by Daniel Terblanche
Associate Director: Restructuring 
Services
Deloitte Africa

There are a number of reasons that contribute to a more volatile 
economic environment in South Africa. It is important to note that 
there is opportunity amidst every crisis, not only for professionals, 
but also for affected businesses.

Lessons from other developing 
countries that have experienced a 
credit rating downgrade
South Africa is facing structural difficulty 
brought on by political uncertainty 
and questionable economic policies. 
Emerging markets that have had to 
deal with rating downgrades usually go 
through some form of structural reform 
to restore confidence and recapture 
their investment-grade rating.

Through rapid and dramatic reform, 
South Korea took only 13 months to 
recapture their investment-grade rating. 
In comparison, Indonesia took 15 years 
to recover. South Africa’s current growth 
trajectory shows more similarities with 
Indonesia than South Korea. 

Three factors must be considered when 
looking at a country’s economic outlook: 
debt-to-GDP ratios, misuse of state-
owned enterprises (SOEs), and the state 
impeding the creation and growth of the 
private sector. In all three factors, South 
Africa’s performance is unsatisfactory 
due to political difficulty and a lack of 
effective economic policies.

Political and economic uncertainty, 
as well as policy uncertainties, have 
made the operating environment for 
businesses in South Africa extremely 

challenging. Challenges with leadership 
have significantly decreased business 
and consumer confidence in the South 
African economy.

Leadership matters more in a developing 
context than in a developed context. 
Highly institutionalised modern states, 
such as the United States (US), usually 
endure political uncertainty. It is most 
likely, despite potential fallout from 
scandals surrounding the current 
leadership, that the US will prevail. When 
the same leadership style is adopted in 
a non-institutionalised state, economic 
and political damage can become 
substantial. This has been seen across 
the globe in developing economies, 
with Brazil and now South Africa being 
notable examples. 

Political uncertainty, or any other type of 
uncertainty, negatively affects investor 
confidence, which in turn harms the 
economy. Therefore, there should be 
great concern surrounding political 
uncertainty in South Africa as it has and 
will continue to have negative effects on 
the economy.
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Retail as the industry most at risk  
of financial distress
The retail sector was identified, by survey 
respondents, as the sector most at risk 
of financial distress. It is this industry that 
needs to leverage digital technology as 
a way to better interact with customers, 
manage stock, and manage supply 
chains to ensure there is constant 
efficiency improvements in order to 
remain competitive. 

The issues surrounding the development 
of the retail sector to a more competitive 
market space has been centred largely 
on transitioning to e-commerce, 
time management of supply chains, 
restructuring models to better suit the 
end consumer, and effective delivery. 

The clothing industry has been utilising 
big data and analytics to better 
understand consumer behaviour in 
order to remain competitive, and there 
has also been an increase in investments 
by retailers to grow the industry. There 
have been improvements within the 
industry through leveraging of supply 
chains using the internet of things (IOT) 
to track products from the supplier, 
and moving into a digitised pre-sale 
environment where customers have the 
ability to purchase their product before 
walking into the store.  

Businesses that are not innovative or 
adopting new technologies into their 
business models will fall behind and 
delay growth. Restructuring has allowed 
speedy digitisation of businesses, which 
means increased focus on the business 
itself to guide it in the right direction. 

Industries at risk of disruption 
because of new technology
The transport and supply chain industry 
is at risk of disruption. It is more likely 
that self-driving vehicles for mass 
transportation of goods will come to 
market first before commercial use for 
consumers. This stems from affordability 
and cost-effectiveness. 

Blockchain technology will affect the 
supply chain industry in terms of smart 
contracts between various parties in the 
supply chain. This means that there will 
no longer be paperwork, instead the IOT 
and smart devices will be utilised to track 
and manage activity between parties 
involved, creating seamless execution.

Additionally, marketplace data will allow 
for more decision-making flexibility 
where businesses can decide who they 
want to execute their delivery needs. 
This means that businesses can choose 
their transport and logistics provider 
based on their ratings, removing 
paperwork through new technology. 

The financial services industry will 
also most likely experience disruption 
through robotic consultations and the 
disintermediation of face-to-face sales 
processes. Clients are enjoying the 
seamless service and objectiveness that 
robotics can provide. Other industries 
at risk include telecommunications and 
insurance.

What companies should be doing 
during this period of economic 
uncertainty
With economic and political uncertainty 
and the rise of new technologies, 
companies need to be flexible and agile. 
Companies should refocus on their 
business, and with the current economic 
environment in mind, consumers will 
be looking for the best services and 
products at an affordable rate.

To ensure that companies are prepared 
for the changes ahead, efforts should 
be made to change costs from fixed to 
variable where possible and to bolster 
their balance sheets so that they can 
withstand any shocks.

There needs to be a cultural shift across 
the business community. Organisations, 
management teams, shareholders, and 
funders need to recognise distress at 
an early stage and be proactive instead 
of addressing the issue at a later stage. 
Delaying action will lead to missed 
opportunities and difficulty in recovering. 
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Conclusion

Early identification of distress by 
businesses and professionals is 
paramount in order to maximise options 
and retain control. Being proactive at 
an early stage will prevent businesses 
entering into a position that could be 
detrimental and irreversible.

South Africa is going to experience 
volatile and uncertain times ahead. This 
turbulence will more than likely act as a 
catalyst for change in the restructuring 
industry as more businesses will likely 
turn to restructuring services.



8

South African Restructuring Outlook Survey Results 2017 – Seeing through the fog – Summary report

Nisha Dharamlall
Head of Restructuring Services
South Africa
Email: ndharamlall@deloitte.co.za
Tel: +27 (0)11 806 5605

Daniel Terblanche
Associate Director – Restructuring Services
South Africa
Email: danterblanche@deloitte.co.za
Tel: +27 (0)11 304 5847

Contacts



Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited 

by guarantee (“DTTL”), its network of member firms, and their related entities. DTTL and each of 

its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte 

Global”) does not provide services to clients. Please see www.deloitte.com/about to learn more 

about our global network of member firms.

Deloitte provides audit, consulting, financial advisory, risk advisory, tax and related services to 

public and private clients spanning multiple industries. Deloitte serves four out of five Fortune 

Global 500® companies through a globally connected network of member firms in more than 

150 countries and territories bringing world-class capabilities, insights, and high-quality service 

to address clients’ most complex business challenges. To learn more about how Deloitte’s 

approximately 245 000 professionals make an impact that matters, please connect with us on 

Facebook, LinkedIn, or Twitter.

This communication contains general information only, and none of Deloitte Touche Tohmatsu 

Limited, its member firms, or their related entities (collectively, the “Deloitte network”) is, by means 

of this communication, rendering professional advice or services. Before making any decision or 

taking any action that may affect your finances or your business, you should consult a qualified 

professional adviser. No entity in the Deloitte network shall be responsible for any loss whatsoever 

sustained by any person who relies on this communication.

 

© 2017. For information, contact Deloitte Touche Tohmatsu Limited

Designed and produced by Creative Services at Deloitte, Johannesburg. (813648/mar)


