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South Africa

An Economic
Revival

by Kristen Adams

South Africa has faced more than ten years of sluggish
economic growth, with GDP growing by an average of just
0.8% per year since 2012'. This is in stark contrast to the
wider sub-Saharan region, which has grown by over 3% on
average over the same period'. As a result, persistently
high unemployment and poverty levels have been the

centre of economic debate in the country.

In more recent times however, the narrative in South Africa
has started to shift with introduction of the Government of
National Unity (GNU) and the reforms that are expected to
come with it. The absence of load shedding, easing inflation
and fuel prices, as well as the prospect of lower interest

rates are all expected to provide much needed tailwinds.

In figure 1 below, we see the strong correlation between
household consumption expenditure (HCE) and real GDP
growth. It is indicative of how consumer spending, which
accounts for more than 60% of GDP, plays a critical role in
driving economic activity" and highlights the importance of
maintaining consumer confidence and spending power to

support overall economic growth.
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Figure 1: Household expenditure growth vs GDP growth in constant prices (Source )
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Forecasts by the International Monetary Fund (IMF), the
South African Reserve Bank (SARB) and National Treasury
have all indicated that we can expect GDP growth to trend
towards 2% over the medium term (figure 2). If this
scenario holds, its significance cannot be underestimated.
We expect that with more jobs on the horizon and an
improving outlook on consumer and business confidence,
green shoots could start to form.

Figure 2
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Figure 2: Real GDP forecast (%), 2019-2027f (Source")

Figure 3 shows a worrying increase in the contribution of
Food/FMCG from 49% of retail sales in 2005 to 60% in
2023 - indicative of a significant shift in consumer
priorities towards non-discretionary spending. While there
may be more to it, this trend suggests that consumers are
allocating a larger portion of their budgets to essential
items, possibly due to economic pressures, rising living
costs and stagnant wages.

Figure 3
Retail sales mix by category
WM 15 19 1% 1% 1% 1% Wb 1% 1% 3% oy 1% 1% 106 10%
o % 0% 10 fw % B B % % B %

11111

B om P g O b 6 ﬁﬁ
\ 14;

T

ol B PG o B hd

100%

=
=

b 6% 6% [

2005 2006 2007 2008 2009 2010 2011 2012 2013 2004 2015 2006 A7 2018 2019 2020 2001 202 AB
NFoodPMCG  Pharra &Beauty W Apparel & Footwear  » Homeware, Appliances & Electronics  » Home Improvement  + Gen Merchandise

Source: Stats SA, SARB, RMB Morgan Stanley Research
Figure 3: Retail Sales mix by category (Source")
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Since the May 2024 election, the FTSE/JSE Retailers Index
has outperformed the FTSE/JSE Personal Care, Drug and
Grocery Stores Index by 31.4%Y. Investors are
anticipating strong topline growth from the discretionary
retailers over the festive period and beyond. Pepkor and
Mr Price have experienced double-digit sales growth in
October and November and attributed this growth to the
Two-Pot System, improving consumer sentiment and relief
from reduced food inflation, fuel prices and interest rates.

The long-term impact of the Two-Pot System remains
uncertain. The intention was for consumers to prioritise
paying off debt obligations and preventing the drawing of
significant amounts of their pension fund when they
change employment. This may not be the case as
consumers seem to be seeing it as part of their disposable
income and spending it on discretionary items such as
clothing and general merchandise.

After years of sluggish growth, the positive sentiment in
South Africa is indeed a breath of fresh air. We are
optimistic about the growth prospects for our country and
believe that SA Inc. related stocks and Small/Mid-caps
(which are driven by better SA GDP growth) will continue
to outperform the market.
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