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There has of late been a growing interest from international oil and gas firms looking 

to explore South Africa’s potential offshore crude oil and natural gas resources. In 

this report we consider an example of offshore oilfield development producing 

around 450kbd (thousand barrels per day)—a number comparable to other offshore 

developments in Africa. While the size of such an oilfield is small in the global con-

text, for South Africa there are potentially large implications of producing this much 

crude oil domestically. 

South Africa consumes roughly 630kbd of petroleum, of which 180kbd is produced 

domestically. This implies that the country needs to import around 450kbd of crude 

oil and refined products to meet domestic petroleum demand.  

The relative magnitude of South Africa’s imports of crude oil and refined petroleum 

products is an onerous burden on the trade balance and overall balance of pay-

ments position. Crude oil and refined petroleum products are the single biggest com-

ponent of merchandise imports, constituting roughly 15-20% of South Africa’s total 

merchandise imports 

Should South Africa be able to produce 450kbpd, there would be substantial benefits 

to the country via the current account and more broadly the balance of payments. 

These benefits could potentially spill over into a more stable currency and possibly a 

more stable inflation rate.  

In addition, any oil field developments would have a positive impact on GDP growth 

and employment via foreign direct investment and gross fixed capital formation, as 

well as providing the potential for increased tax receipts. 

It is estimated that the gross fixed capital formation directly associated with this pro-

ject would range from approximately ZAR210bn. This represents a significant boost 

to investment in South Africa—roughly 35% of the country’s total gross fixed capital 

formation in 2012. In addition, there is the potential for more investment in develop-

ing an oilfield services industry and expanding the county’s refining capacity. 

An estimated 20,500 jobs could be created directly from oilfield development and 

operation, while a further 33,000 jobs could be created by the development of a do-

mestic oilfield services industry. 

Lack of experience in and scope of South Africa’s current oil and gas industry, might 

initially limit the extent to which some of these jobs can be taken up by South Afri-

cans. Such a situation does not have to remain the status quo though—a directed 

and efficient allocation of government and private resources in training South Afri-

cans can create the requisite local workforce for oilfield operation. 
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Offshore oil—the impact on South Africa’s economy 

There has of late been a growing interest from international oil and gas firms looking to explore 

South Africa’s potential offshore crude oil and natural gas resources. In this report we consider 

an example of offshore oilfield development producing around 450kbd (thousand barrels per 

day)—a number comparable to other offshore developments in Africa. While the size of such 

an oilfield is small in the global context, for South Africa there are potentially large implications 

of producing this much crude oil domestically. 

Although South Africa is unlikely to pay less for domestically produced crude oil than it cur-

rently does for imported oil (as any domestically produced oil is still likely to be sold at interna-

tional parity prices) there would be substantial benefits to the country via the current account 

and more broadly the balance of payments. These benefits could potentially spill over into a 

more stable currency and possibly a more stable inflation rate. In addition, any oil field devel-

opments would have a positive impact on GDP growth and employment via foreign direct in-

vestment and gross fixed capital formation, as well as providing the potential for increased tax 

receipts. 

South Africa's oil demand, the current account and the Rand 

South Africa consumes roughly 630kbd of petroleum, of which 180kbd is produced domesti-

cally. This implies that the country needs to import around 450kbd of crude oil and refined 

products to meet domestic petroleum demand (see Figure 1).  

The relative magnitude of South Africa’s imports of crude oil and refined petroleum products is 

a onerous burden on the trade balance and overall balance of payments position. Crude oil 

and refined petroleum products are the single biggest component of merchandise imports, 

constituting roughly 15-20% of South Africa’s total merchandise imports (see Figure 2). These 

crude oil and refined product imports are a large reason (but not the only reason) why South 

Africa generally runs a current account deficit — the country has managed to run a current 

account surplus in only three years since 2000 (in 2000, 2001 and 2002). South Africa’s cur-

rent account deficit as a percent of GDP registered  -6.3% in 2012, widest its been since 2008 

(see Figure 3). 

Given this context, what would 450kbd of locally produced crude oil mean for South Africa’s 

current account? Using 2012 data on merchandise imports, 20% of imports equates to 

ZAR169bn. In 2012, the deficit on the current account amounted to ZAR198bn. This implies 

that should South Africa be able to produce 450kbd domestically (roughly equal to value of 

current crude oil and reined product imports), it could potentially wipe out roughly ZAR169bn 

worth of our merchandise imports, which means that the current account deficit as a percent-

Figure 1: SA petroleum product demand and supply 

Source:  IMF; Standard Bank Research; StatsSA, DMR 

Figure 2: SA crude oil imports as % of total imports 

Source: IMF; Standard Bank Research 
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age of GDP could be reduced to -0.9%. If South Africa could manage to produce even more 

crude oil (which appears to be likely from preliminary assessments of other offshore crude oil 

projects not the focus of this report), we could even start running a current account surplus. In 

addition, a more balanced current account due to reduced reliance on oil imports could see 

greater stability in current account balances as imports will be less subject to the volatility of 

global oil prices and currency movement. 

The main advantage of a smaller and possibly more stable current account deficit is a poten-

tially more stable currency. South Africa’s current account deficit must be funded by foreign 

capital inflows — this can be either in the form of portfolio (bond and equity) flows or foreign 

direct investment. In South Africa’s case, most of the shortfall in the current account is cur-

rently funded by portfolio flows which tend to be volatile. The volatility of these flows (which are 

subject to the vagaries of international investor sentiment) translates into rand volatility, as the 

currency acts as the release valve of balance of payments pressures. A dramatic reduction in 

the current account deficit, as offered by the potential exploitation of this crude oil resource, 

would mean that South Africa would be considerably less reliant on foreign flows to fund its 

balance of payments position. This reduced reliance on volatile foreign flows could result in a 

more stable rand, and the attendant benefits to the economy that would come from greater 

currency stability. 

A more stable currency, apart from providing greater assurance to potential foreign investors 

which in turn could lead to more foreign direct investment in the local economy, also has a 

more direct impact on the economy via inflation. In a working paper published in 2012, the 

SARB estimated a 30% pass-through from the exchange rate to producer prices within a six 

month period, and a 50% pass-through within a year, although it found asymmetries in the 

effect, depending on the size and direction of the move and the degree of exchange rate vola-

tility at the time. The average pass-through to consumer prices is smaller (at about 20% over 

roughly nine months) because unlike the producer prices a little over half the CPI basket com-

prises non-tradable services. Taken at face value, the 20% CPI pass-through estimate would 

suggest a 2 percentage point rise in consumer inflation from a 10% rand depreciation (in nomi-

nal trade-weighted terms). Inflation, especially inflation driven by more exogenous circum-

stances such as currency volatility, has deleterious effects on the economy, effecting both 

consumption and investment decisions of economic participants. Put simply, erosion of con-

sumer purchasing power results reduced expenditure on goods and services, which in turn 

weakens company profits and consequently leads to reduced employment and lower nominal  

incomes (already lower in real terms due to inflation) placing a drag on the economy. Clearly, 

the potential for a more stable currency and the resultant possibility of less upward pressure 

on inflation would be advantageous to South Africa. 

-8%

-4%

0%

4%

8%

1
9
8
5

1
9
8
7

1
9
8
9

1
9
9
1

1
9
9
3

1
9
9
5

1
9
9
7

1
9
9
9

2
0
0
1

2
0
0
3

2
0
0
5

2
0
0
7

2
0
0
9

2
0
1
1

Figure 3: SA current account as a % of GDP 
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Investment and employment 

Apart from the balance of payments advantages, the development of offshore oil fields in 

South Africa would provide obvious economic benefits in terms of foreign direct investment, 

gross fixed capital formation, employment and taxation revenues. Not only would these bene-

fits accrue directly from oilfield operations, but also via the development of an oilfield services 

industry, the expansion of other (and already existing) supporting industries, as well as the 

potential for downstream activities. 

Oilfield development and operation 

In order to develop the potential offshore oilfields under discussion in this report, it is estimated 

that the gross fixed capital formation directly associated with this would range from approxi-

mately ZAR210bn, depending on the number of fields that will be developed, the particular 

geology encountered and various other project specific factors. This represents a significant 

boost to investment in South Africa—roughly 35% of the country’s total gross fixed capital for-

mation in 2012, and by itself adding 7.0 pps to growth in gross fixed capital formation or as 

much as 1.3 pps to overall gross domestic product growth if assumed to span over five years.  

A large part of that would be financed through foreign direct investment, a further boon to the 

country’s balance of payments. It must be kept in mind though that given the small scale of 

South Africa’s current oil and gas production, a great deal of equipment and capital goods will 

need to be imported. This would offset some of the positive effects to the balance of pay-

ments. However, given that it would be largely foreign capital financing the procurement of this 

equipment the balance of payments repercussions would be largely neutralised. In addition,  

where it is feasible the use of local suppliers (paid by foreign investors) would, apart from be-

ing beneficial in terms of local employment and income, be positive for the balance of pay-

ments. 

Foreign direct investment would  result in outflows in terms of repatriation of profits and/or divi-

dend payments to foreign investors. However, to the extent that local investment participation 

is encouraged (something which would be facilitated by the current MPRDA target of 10% 

ownership by historically disadvantaged South African within the oil sector, and perhaps in-

creasing to 26% as proposed in the MPRDA discussion draft) these outflows in the balance of 

payments can be reduced. We also feel that such outflows would not negate the positive effect 

on the balance of payments of the previously discussed reduced reliance on crude oil impacts, 

i.e. the overall balance of payments effect would be positive. Assuming a reasonable rate of 

return for foreign investors, these outflows would around ZAR6.3bn, much less then the previ-

ously stated gains of drastically reducing imports of crude oil. 

Figure 3: Potential job creation in industries directly related to 

exploitation of the oil resource 

Source: Standard Bank Research 

Figure 4: Current contributions to employment of industries that 

stand to gain from development of a local oil industry 

Source: QLFS; Standard Bank Research 
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In terms of job creation, operating oilfields of the scope currently envisaged, we calculate 

(using other overseas oil and gas sectors as a benchmark) would require around 20,500 per-

sonnel. Here too though, lack of experience in and scope of South Africa’s current oil and gas 

industry, might initially limit the extent to which some of these jobs can be taken up by South 

Africans. Such a situation does not have to remain the status quo though—a directed and effi-

cient allocation of government and private resources in training South Africans can create the 

requisite local workforce for oilfield operation. Commensurate with the skills requirement of 

these jobs is the income received, i.e. these jobs are well-paying which could raise the general 

standard of living of local participants. 

Oilfield services 

The exploitation of South Africa’s offshore oil prospects would of necessity entail a significant 

expansion  of the country’s oilfield services industry. Oilfield services include: seismic data 

gathering, management and processing; exploratory and production drilling equipment; engi-

neering, fabrication and installation; and operations. While South Africa is currently not com-

pletely without an oilfield services industry, the relative paucity of current domestic oil produc-

tion (approximately 2kbd) severely constrains both the need for and scale of this industry. 

However, with a potential 450kbd of domestic oil production, a relatively significant oilfield ser-

vices industry would be required and could be supported. Using overseas oilfield service in-

dustries as a benchmark we calculate that a 450kbd oil production could support an oilfield 

service industry generating pre-tax profits of roughly ZAR8bn per year and employment oppor-

tunities of around 33,000. In the development of this industry there is considerable scope for 

foreign direct investment with roughly ZAR110bn gross fixed capital formation required to de-

velop an oilfield service industry of this size. 

As for oilfield development and operation a key challenge in creating and sustaining a signifi-

cant oilfield services industry in South Africa would be the lack of the requisite skilled and ex-

perienced workforce as well as the required equipment. One way around this apparent weak-

ness is to make it attractive for more experienced overseas oil and gas companies to invest in 

the development this sector—as is the case for direct development and operation of the oil-

fields. However, to garner acceptance by the wider South African community as well as local 

communities, it is necessary to guard against even the perception that an imported workforce 

and a foreign company will receive the bulk of the benefits accruing from the exploitation of 

this resource. To this end government should consider directing resources towards local skills 

development initiatives to match the needs of the industry, as well as local content partner-

ships in manufacturing of the required equipment.  

 

Figure 5: Potential investment (gross fixed capital formation) 

Source: Standard Bank Research 

Figure 6: Potential investment as a percentage of 2012 GFCF 

Source: Standard Bank Research; SARB 
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Supporting service industries 

Though not optimal, even if participation in oilfield operation and services industries is largely 

by foreign firms, there would still be considerable benefits to existing domestic industries to the 

extent that the oil industry requires their respective services. Chief among these industries 

would be manufacturing, construction and financial services. Benefits would most likely also 

accrue to transportation, accommodation and property, as well as retail sectors of the local 

economy. Increased demand for these services would invariable necessitate greater employ-

ment in these industries, as well as greater revenues and increased tax receipts for govern-

ment (in the form of both corporate and value added taxes).  

Downstream activities 

As already mentioned, the project under discussion in this report would largely cover South 

Africa’s current crude oil imports. This implies that current refining capacity would be sufficient 

to process this new production. However, there is a growing need for refined products (the 

country currently imports around 80kbd of refined products) and current plans to expand refin-

ing capacity (most notably the Mthombo project) might be viewed with less scepticism (some 

have voiced concerns over its commercial viability) by the development of local crude oil re-

sources. An expansion of current refining capacity would require importing of crude oil to sup-

ply these refineries, however, importing crude oil and refining it locally, is less costly than im-

porting refined products. In addition, the development of the Tugela South oilfield could pro-

mote and facilitate the development of other potential domestic crude oil resources, further 

enhancing the investment case for expansion of refining capacity (i.e. local beneficiation). It is 

expected that the Mthombo refinery project would require around ZAR90bn in investment and 

provide around 10,000 jobs during the construction phase (3-4 years) and around 2,500 per-

manent jobs. 

There might be concerns that the development of local crude oil resources would threaten the 

significant coal– and gas-to-liquids industries in South Africa. We do not feel that this is some-

thing to be concerned about. As already mentioned, exploitation of this resource would only 

cover our current crude oil imports which do not satisfy total domestic petroleum consumption. 

In order to meet domestic demand for petroleum products, production from this domestic 

crude oil supply would still need to be supplemented by synthetic fuel production(160kbd), as 

is currently the case. 

Furthermore, and as mentioned before, 450kbd production is very small compared to global oil 

production. Global oil production currently stands at more than 85mbd (million barrels per 

day). As a result, this amount of new production should not influence the global oil price and 

by extension should not negatively impact revenue from existing local industries in this sector 

(such as Sasol). Secondly, any surplus oil produced within South Africa can easily be exported 

to international markets without the risk of pushing prices lower.  

Dutch disease 

One concern regarding the impact of crude oil development on the wider economy would be 

the possibility of negative ―Dutch disease‖ effects. The diversity and resilience of an economy 

can potentially be compromised by an overwhelming focus of public and private investment in 

one resource industry. While the current diversity and size of the South African economy does 

ease concerns surrounding this issue, it would be prudent of government to remain vigilant 

and guard against such effects. 
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Disclaimer 

THIS COMMUNICATION MAY CONTAIN RESEARCH. SUCH RESEARCH IS A MARKETING COMMUNICATION: It is not investment re-

search as it is not the result of financial analysis and has not been prepared in accordance with legal requirements designed to promote in-

vestment research independence. 

Additional information with respect to any security referred to herein may be made available on request. 

This material is for the general information of institutional and market professionals ’  clients of Standard Bank Group (SBG )  only. Recipi-

ents who are not market professionals or institutional investor customers of SBG should seek advice of their independent financial advisor 

prior to taking any investment decision based on this communication or for any necessary explanation of its content. It does not take into ac-

count the particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in 

this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The 

information, tools and material presented in this marketing communication are provided to you for information purposes only and are not to be 

used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments, nor shall 

it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action. This material is 

based on information that we consider reliable, but SBG does not warrant or represent ( expressly or impliedly )  that it is accurate, complete, 

not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. The information and opinions contained in 

this document were produced by SBG as per the date stated and may be subject to change without prior notification Opinions expressed are 

our current opinions as of the date appearing on this material only. We endeavour to update the material in this report on a timely basis, but 

regulatory compliance or other reasons may prevent us from doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other financial 

instruments referred to in this material. Where SBG designates research material to be a “ marketing communication ” , that term is used in 

SBG ’ s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG does and seeks to do business  with 

companies covered in its research reports including Research Communications. As a result, investors should be aware that the Firm may have 

a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their 

investment decision. 

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative arrange-

ments for the prevention and avoidance of conflicts of interest. Further disclosures required under the FSA Conduct of Business Sourcebook 

12.4 and other regulatory bodies are available on request from the Research Compliance Department and or Global Conflicts Control Room, 

unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the date of the material. 

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, 

without the prior express written permission of SBG. All trademarks, service marks and logos used in this report are trademarks or service 

marks or registered trademarks or service marks of SBG or its affiliates. 

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions pre-

sented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but SBG makes no repre-

sentations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no liability for loss arising from 

the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that l iability arises under spe-

cific statutes or regulations applicable to SBG. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should make 

their own investment decisions based upon their own financial objectives and financial resources and it should be noted that investment in-

volves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to securities denominated in for-

eign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. 

Some investments discussed in this marketing communication have a high level of volatility. High volatility investments may experience sud-

den and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. Indeed, in 

the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you may be required to 

pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the 

investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise 
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those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is 

exposed. 
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