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Consumer outlook 2016: a macroeconomic perspective 

 We analyse the SA consumer from a macroeconomic perspective, and present our
consumer outlook for 2016.  

 SA has one of the most unequal societies in the world. The Gini coefficient declined
only slightly between 2006 and 2011, from 0.72 to 0.69; change has been slow
indeed. The emergence of the middle 60% of the population contributed to these
improvements, while the poorest 20% of the population saw a decline in the share
of national income. Nevertheless, poverty levels are slowly declining. Between 2006
and 2011, the proportion of the population living in poverty (using the national
upper bound poverty line) fell from 57.2% to 45.5%. We believe that this could be
attributed partly to the aggressive expansion in the social grants programmes. 

 We expect cyclical consumption to slow, while non-cyclical consumption may be
more resilient than in previous downward phases of the business cycle due to
increased support from the public sector. Households in the lower income groups,
many of whom rely on social grants for income, contributed approx. 32% to total
expenditure in 2015. Notwithstanding, the extent of the countercyclical support
from the government will be limited with respect to employment expansion. Further,
we expect wealth-backed spending to be constrained, as wealth took strain last year.
Upper income households (deriving significant incomes from investments)
contributed over 7% to total spending in SA in 2015. 

 Despite the rising cost of money, demand for credit remains healthy, although over
half of all credit applications end up being rejected. We think that growth in
employment in 2015, particularly in Trade, Finance and Public sectors, supported
demand for credit. Lower commodity prices and the effects of the ongoing drought
will weigh on employment prospects in 2016, which could affect debt-servicing.  

 SA consumers have deleveraged since 2008. High debt levels may be a threat for
consumers in the context of rising cost of debt-servicing (we expect the SARB to
raise interest rates by a further 50 bps this year); higher taxes coupled with our
expectation of net job losses and slightly negative real wage growth in 2016. In the
past, insolvencies have tended to rise alongside rising interest rates during the
downward phases of the business cycle. However, in the current downward phase of
the business cycle, we note that insolvencies have not risen despite rising interest
rates, which may indicate more resilience by consumers, compared to previous
phases. 

 Notwithstanding the high number of accounts in arrears and/or impaired, the credit
profile of the South African consumers has improved marginally relative to the same
time last year, as depicted by rising capital and interest repayments as a ratio of debt
stock, and a declining number of individuals with impaired records.  

 Food inflation is expected to peak around 12% y/y in H2:2016 as high domestic
maize prices feed through; we expect bad debts to rise as a result. We believe that
the current drought will be a double whammy for poor households. According to
Stats SA’s Poverty Trends 2006-2011, poor households spend 33.5% on food,
while non-poor spend 10.8% on food. Further, there may be detrimental effects on
subsistence farming. About 18% of SA households are involved in subsistence
farming. The effect of the drought on these households is a loss of income and the
overall worsening of already bad food insecurity situation in SA. Approximately 23%
of households in SA have inadequate access to food.  
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Role of the consumer in the SA economy 

 SA is a consumer-driven economy, as opposed to say China which is industry-
driven. SA GDP is 60% driven by household consumption expenditure (HCE). 
Consequently, fluctuations in household expenditure patterns affect the economy’s 
output performance.  

 In 2006, private consumption (in USD Bn) in SA was similar to that of Brazil and 
Russia but is now 45% below these countries despite it being the driver behind 
SA’s growth since the 2008/9 financial crisis (fig 2).  

 On a per-capita basis, our consumption is now below that of China, although still 
well above India and Nigeria (fig 3).  

Why the need to look at the SA consumer at disaggregated level? 

 SA has one of the highest Gini coefficients in the world, depicting one of the most 
unequal societies in the world. Between 2006 and 2011, the Gini coefficient 
dropped from 0.72 to 0.69, suggesting a slight improvement. The high 
unemployment rate (ranging between 25% and 35% depending on the measure 
used) may have contributed to this sluggish transformation.  

 Note that the Gini coefficient gives a holistic measure of inequality. It does not 
give an indication of where, within the segments of the population, the 
improvements come from. Further investigations reveal that the improvements 
might be coming from the middle 60% of the population whose share in total 
income has increased, even though the share of the bottom 20% has declined (fig 
7). The share of the richest 20% also declined.  

 SA also fares the worst when compared to the BRICS countries on income 
distribution (fig 7). SA’s richest 20% of the population have 69% of the income, 
the largest share of income compared to that of the other EMs. Meanwhile, SA’s 
poorest 20% of the population have 1% of the income, the smallest share of 
income compared to that of other EMs.  

 The share of national consumption between the richest and poorest remains 
skewed and stagnant (fig 4). The richest 20% of the population accounted for 
over 61% of consumption in 2011 (down from 64% in 2006). Meanwhile, the 
share of the bottom 20% remained unchanged at below 4.5%. 

 Nevertheless, poverty levels are also slowly declining. Between 2006 and 2011, 
the proportion of the population living in poverty (using the national upper bound 
poverty line of R620 per capita per month) fell from 57.2% to 45.5% (fig 5). We 
believe that this could in part be attributed to the aggressive expansion in the 
social grants programmes and “expansion of credit” and “growth in incomes over 
the period”, according to Stats SA. 

 Therefore, it is our view that SA consumer is not homogenous, and that a more 
disaggregated view on a consumer is required. 

SA consumer: stagflation to intensify in 2016 

 The rand has structurally adjusted to lower commodity prices and fair value for the 
USDZAR is currently estimated at 15.00. We do not expect commodity prices to 
stage a meaningful recovery over the short- to medium term. Weak foreign 
demand will continue to restrain export volumes, but weak domestic demand will 
hopefully act to reduce imports, facilitating some narrowing of the CAD (current 
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account deficit), although not enough to keep SA out of the woods in terms of 
currency risks. 

 Currency depreciation and the consequent rise in inflation, leads to a decline in real 
wages and real disposable income, thus negatively impacting on real household 
expenditure and real GDP growth. 

 We estimate that HCE growth will be subdued and will average 0.6% in 2016, 
before worsening to 0.2% y/y in 2017 (fig 10). 

 We expect cyclical consumption to slow while non-cyclical consumption may be 
more resilient than in previous downward phases of the business cycle due to 
increased support from the public sector.  

 In 2014/15, government spent close to R650Bn on social grants and wages, and 
this is expected to increase (fig 12). This affects low income earners (which we 
define as those individuals earning R0-R49,000 or households earning a combined 
income of R0-R86,000) who typically rely on social grants and other transfers as 
sources of income. These households contributed approximately 32% to total 
expenditure in 2015.  

 Notwithstanding, the extent of the countercyclical support from the government 
will be limited compared to the 2009 recession, given the unlikelihood of further 
expansions with respect to employment.  

Constrained household wealth 

 We expect wealth backed spending to be constrained, as wealth to continue to be 
under pressure. Stock markets returned an average 5.6% in 2015 versus over 18% 
in 2014 and house prices grew 5.7%. (This is against average inflation of 4.6% in 
2015) (figs 14 & 15). Constrained household wealth impacts mostly upper income 
earners (which we define as those individuals earning above R783,000 pa, or 
households with a combined income of above R1,481,000 pa), who have a 
significant reliance on investments as a source of income. In our estimation, these 
households accounted for over 7% of total household spending in SA in 2015.  

Household debt and exposure to rising interest rates  

 We expect a further 50 bps rate hike in 2016. Debt-servicing costs and the 
average interest rates on debt move with the repo rate (figs 18 & 20).  

 In general, SA consumers have deleveraged since the global financial crisis. Debt 
levels have declined from a high of 89% in Q1:2008 to 78% average in 2015.  

 Levels of indebtedness will differ from one economy to the next, and may also 
depend on the advancement of the country’s financial markets. Compared to 
OECD economies, SA is on the lower end of the scale (fig 17). The optimal level of 
indebtedness in the SA context still remains a research question. We note that debt 
is not necessarily a bad thing for a consumer. For example, according to Stats SA, 
strong credit extension between 2006 and 2011 (unsecured credit doubled over 
this period) contributed to poverty reduction during that period. However, as a 
general point, excessively high debt levels may be a risk for consumers in the 
context of the ongoing stagflation (high inflation, slow economic growth and 
steadily high unemployment) (fig 21). Insolvencies tend to rise with rising interest 
rates during the downward phases of the business cycle. However, this has not yet 
happened in the current cycle, and this may be a sign of more resilience by 
consumers under challenging macroeconomic conditions.  
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 While the financial position of households may be under pressure heading into 
2016 (as stagflation intensifies), comparison of key ratios pre-the GFC versus 
2015 suggests that they may be in a marginally better position (fig 22) : 

o The current debt burden is lower (at 78%), compared to 2007 and 
2008, when it averaged approximately 85% and 87% respectively; 

o While likely to rise, consumers face a lower debt service cost ratio than 
they did in 2007 and 2008. Average interest rate charged on consumer 
debt is also lower in 2015 at 12.2% compared to 16.8% in December 
2008; and 

o Household debt as a percentage of household assets (gearing ratio) is 
marginally better. 

 Therefore, with a better rate of indebtedness and debt-servicing cost coming off a 
lower base (compared to previous downward phases of the business cycle), SA 
consumers may somewhat be in better position heading into 2016, compared to 
the recession of 2009. 

 This could explain why insolvencies have not risen with the rising interest rates in 
the current phase (fig 21).  

Demand for credit, and creditworthiness 

Stable but vulnerable demand for credit as employment outlook deteriorates 

 Despite the rising cost of money (figs 18 & 20), appetite for credit remains 
healthy (figs 23 & 24). However, the rejection rate on these applications is 
currently above 50%, indicating that credit providers are less accommodative 
and/or consumers generally have unsatisfactory credit profile. We expect this 
trend to worsen in 2016 as a result of, among other factors the new, stricter NCR 
lending guidelines. 

o The NCR introduced new laws that govern conducting affordability 
assessments on consumers. These are widely expected to make it 
relatively more difficult for consumers to access credit.  

o Second, the NCR introduced laws that prescribe the maximum interest 
rate that can be charged on unsecured credit. This is expected to provide 
some relief on the consumer, while on the other hand dis-incentivize 
credit providers from taking on risky customers. 

 Credit active consumers reached 23.7 million (about 43% of the population) in 
Q4:2015, as 900,000 more customers accessed credit for the first time in Q4: 
2015 compared to Q4:2014.  

o These consumers make up a total of 83.55 million accounts in SA. 
Currently, approximately a third of these accounts is in arrears or 
impaired, indicative of a consumer in under financial pressure. 

Modest growth in employment helped support demand and debt-servicing quality 
in 2015 

 Employment continued to improve in 2015. According to QLFS, 16 million people 
are currently employed in both the formal & informal sectors, compared to 15.3 
million at the end of 2014 and 15.2 million at the end of 2013 (fig 25).  
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 Trade, Finance and Public sectors held the fort in 2015, employing 65,000 people 
while Mining, Manufacturing, Construction and Transport all shed 59,000 jobs in 
the same period (fig 26 & 27).  

 Lower commodity prices and the effects of the domestic drought will weigh on 
employment prospects in 2016. We expect a net loss in overall formal sector 
employment in 2016 (fig 28). This could dampen demand for and supply of credit, 
and ultimately HCE. Debt-servicing quality could also suffer, and we expect NPLs 
to rise.  

Moderately improving creditworthiness of SA consumers 

 Notwithstanding the high number of accounts that are in arrears and/or impaired, 
credit profile of the South African consumers improved marginally in 2015 relative 
to 2014 (fig 29). The proportion of accounts that are in good standing to the total 
number of accounts increased from 65% in Q4:2014 to 68% in Q4:2015. 

 Capital and interest repayments as a ratio of debt stock have risen in recent times 
(fig 32), solidifying the general deleveraging trend by the SA consumer. There also 
has been a decline in the number of individuals with impaired records. In general, 
however, it appears that the Credit Information Amnesty of March 2014 did little 
to rid consumers of bad credit servicing behaviour. Number of individuals with 
impaired records declined and quickly reverted to the levels prior the initiative (fig 
31). However, this has since reversed and we are now seeing a decline in the 
number of individuals with impaired records.  

 Thus, there has been a moderate improvement in the creditworthiness of SA 
consumers. 

 

Effects of drought on households 

 We expect the drought to impact on households via two channels: food inflation 
and subsistence farming. 

 Domestic food production is expected to drop, as it did in many previous episodes 
of drought (fig 34). Crops and livestock production in particular are expected to be 
affected, causing food inflation to shoot up. 

 Declining levels of domestic food production will necessitate food imports. Initial 
crop estimates indicate that South Africa will likely need to import between 5-6 
million tons of maize starting from May 2016. We estimate that the drought will 
shave about 0.4 percentage points off GDP growth in 2016. Moreover, food 
producer and retailer margins are expected to come under pressure as consumers’ 
disposable incomes shrink in 2016. 

Inflationary pressure 

 SA is a net importer of wheat (approx. 60% of domestic consumption). Price of 
wheat for a SA buyer is normally determined by the international wheat price, the 
exchange rate and the domestic supply and demand for wheat.  

 With growing demand (SA consumed 59.3 kg per capita in 2014 compared to 
57.4 kg per capita in 2013), depressed supply due to the ongoing drought, and a 
weaker currency, domestic price of wheat (SAFEX) has been approaching import 
parity levels (figs 35, 36 & 37). These spikes in wheat will feed into food inflation 
over the coming 12 to 18 months, as producers attempt to pass costs on to 
retailers and they in turn pass costs on to consumers. 
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 Further, SA is set to become net importer of maize, as domestic yields will likely 
not be sufficient to satisfy the domestic demand. This means that SA maize prices 
are at the mercy of the USDZAR exchange rate. Domestic prices of maize sky 
rocketed earlier this year (figs 38 & 39), although there seems to be some 
moderation of late, with the rand gaining some of its strength. These spikes are 
feeding into food inflation, which we expect will peak in the second half of 2016 
at around 12% y/y (figs 40 & 41). We expect bad debts to rise with food inflation 
(fig 42). 

 This will have a negative impact on households. However, we note that according 
to Stats SA’s Poverty Trends 2006-2011 poor households spend 33.5% on food 
while non-poor spend 10.8% on food. 

o The largest component of a poor household's food expenditure was on 
bread and cereals (34.7%), accounting for more than a third of 
households’ monthly expenditure (fig 43). 

o On the other hand, “non-poor” households (as defined by Stats SA) 
spend approximately a fifth (21.1%) of their food expenditure on bread 
and cereals. For non-poor households, the largest component of their 
food expenditure was meat and fish, accounting for more than a quarter 
(28.9%) of their total expenditure (fig 43). 

 Therefore, poor households will suffer more as they allocate higher portion of their 
income to food.  

 The SA consumer paid 9.8% more for the entire food basket (based on which the 
food CPI is computed) in March 2016 compared to March 215 (fig 44). 

Impact on subsistence farming 

 The not so obvious impact of the drought on households is its detrimental effect 
on subsistence farming. Approximately 2.9 million households (18% of households 
in SA), and 1.4 million individuals are involved in agricultural activities, either 
through small scale farming or subsistence farming (figs 45 & 46). 

 For these households, farming provides a source of income as well as accrued 
savings on agricultural products they might otherwise have bought from 
commercial sources. Limited data on subsistence and small-scale farming reveals 
that about 0.1% of households rely on “farm products and services” as the main 
source of income. Note that this figure excludes the contribution of subsistence 
and small scale farming as an additional source of income.  

 The effect of the drought on these affected consumers is a loss of income and the 
overall worsening of already bad food insecurity situation in SA. Approximately 3.6 
million households in 2014 (23% of total households) already had inadequate 
access to food. This is up from 3.1 million (20%) in 2009 (fig 48). 

 This could necessitate a rise in social spending by the government, thus putting 
pressure on an already stretched fiscus, adding weight behind the arguments for 
further tax increases in the short term.  

 Overall, the ongoing drought is a double whammy for poor households. 
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
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
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 c
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 c
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