INTUITION )

15 JULY 2022

A Consumer and his Confidence

Consumer confidence has deteriorated sharply as loadshedding, inflation and rising costs impact on
how we see the future. A current reflection might not be an expression of how you really spend your
money. Despite doom and gloom, we make plans to adjust our behaviours and areas of spend as a coping
mechanism.

We can argue that it is easy to
complete a confidence survey —
you simply express your current
(or anticipated) feelings based on
current, historical, and potentially
future events. But at the end of the
day as a consumer you still “vote”
with your wallet.

South Africa’s consumer confidence

index is released on a quarterly basis.

Unfortunately the current reading is
the lowest in more than 3 decades. The results are published
by the Bureau for Economic Research and sponsored by
FNB. This followed official data showing that the growth
in real consumer spending remained robust (3.2% year-on-
year) during the first quarter of 2022. However, it did come
at a time of worsening inflation, increases in interest rates
and accelerating loadshedding. The dramatic deterioration
in consumer sentiment now signals a marked slowdown in
consumer spending in coming months.
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While consumer confidence fell notably across all income
groups, high-income confidence has soured more than low-
income confidence since the end of 2021.

SPEED READ
Trends from surveys are probably more
important than a single data point at a moment
in time as you simply express how you feel at
the time of completing the survey.
Consumer confidence has taken a nosedive at a
time of heightened inflation, costs and interest

rate hikes.

Consumers are swopping brands and reducing
spending in various categories to reduce the
impact of inflation.

Which is your preferred bread and maize
brand? See the latest results from consumers
from all walks of life.

The detailed breakdown of the Confidence Index by 3
income groups shows that confidence levels fell notably
across all three. The confidence level of high-income
households (earning more than R20 000 per month)
probably fell the most and is now only 3 index points north
of the historic low of -33 recorded for this sub-index in the
second quarter of 2020 — the height of Covid.

Even though consumers are likely to tighten their purse
strings, the surprisingly large fall in the CCI could signify
somewhat of an overreaction to recent developments and
may not translate into an equally large contraction in
consumer spending. The combination of soaring food and
fuel prices and increased wariness among consumers will
no doubt see a realignment of consumer budgets to buttress
purchases of basic necessities (food) or to shift personal
spending habits between things like clothing, restaurants,
recreation and/or entertainment.

A month ago I read an article by Standard Bank Securities’
Equity Research team which I found quite fascinating.
They commissioned a research group to put some consumer
preferences under the spotlight. Although the survey is
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small in comparison to the more “official” surveys like the
one we just discussed and done by the Bureau of Economic
Research, it did shed some new insights into consumer
behaviour.

The survey was conducted in Johannesburg, Cape Town
and Durban and was split equally between the formal
and informal sector. Thirty six

The bread and maize part of the survey drew the following
conclusions:

e Bread and maize are important components of the
nation’s diet and are bought daily — especially bread.
However, both are consumed daily. The survey
questioned when bread is consumed, and the the results

show that it is most preferred at

percent of participants received
a government grant and 51% of
those surveyed earn an income
below R5,000 per month, whilst
25% earn more than R20,000
per month. The focus was on
consumer shopping preferences

“When it comes to buying bread,
taste and price are the most
important considerations.”

breakfast, then lunch, followed
by being a snack and then
dinner. As expected maize is
mostly preferred for breakfast
, but then secondly for dinner,
well before being consumed at
lunch.

and to ascertain bread and maize
meal purchasing patterns.

I believe that the chart below encapsulates a lot of the latest
consumer behaviour, the anticipation on how to spend
to avoid the inflationary impact and the pressure from
transport/energy costs.

The top bars reflect that 52% of all those surveyed will
switch to cheaper brands, however of those from the
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Consumers change their behaviour to adapt to external

pressures. Surprisingly, it appears that new clothes are more

important than airtime!

informal market, many more (66%) will go for cheaper
brands. What is very interesting is the behaviour around
cell phone airtime spend and a reduction in clothing spend.
It appears that a high percentage will reduce airtime, but
not a lot of people are prepared to reduce on clothing spend.
My interpretation of is that consumers are feeling the
effects of food inflation immediately and are trading down
immediately to no-name or alternative brands to mitigate
the impact of higher prices, whereas clothing inflation is
less prevalent whilst we are in the current fashion season.

. Furthermore, participants
revealed that when it comes to buying bread, taste and
price are the most important considerations. The most
preferred bread brand based on this survey is Sasko,
followed by Blue Ribbon and then in-store bakeries.
Albany (manufactured by Tiger Brands) is further
down the line. Participants were unanimous that brand,
followed by taste, influenced their spending. The impact
of price and convenience are secondary factors. What
is your preferred maize brand? Well from this survey
Iwisa came out tops, followed by White Star and then
Ace.

In conclusion, I think we can all agree that even though your
personal consumer confidence indicator might be low, you
are still spending something somewhere. This falls squarely
into our consumerism theme, namely the “supported
consumer”. Although we don’t all get a government grant
to support our purchases (wouldn’t that be nice!), we act
in similar ways by looking for alternatives when the going
gets tough — by shifting behaviours and patterns. Perhaps,
in fact, we did all get a “grant” given that the the fuel levy
was temporarily adjusted to lessen the blow of the increases
over the last couple of months.

Happy spending despite the turmoil.
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Sasko bread is South Africa’s most popular.

HARVARD
HOUSE

We understand your need for FINANCIAL INTEGRITY



Topic: Topic to be confirmed

Natal Midlands

Date: 15th September 2022
Venue: Oasis Conference Centre,
The next topic for our Insight seminars will be announced 72 Main Road, Howick

in due course. Morning Time: 10am for 10.30am

Evening Time: 5.30pm for 6pm

Johannesburg
Date: 20 September 2022
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
u H d H . YouTub Road, Hurlingham
LVATC HOUSE 1S 0N TOUTUDE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP
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For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.
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