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Economic reflection

We have long been waiting for inflation to subside or to even to decline as fast as it accelerated.
Unfortunately, the latest release was higher than consensus and perhaps confirmed that the
unexpectedly large increase in interest rates by the Reserve Bank in March was the right move.
The money market now expects yet another move higher. South Africans (both businesses and
consumers) are under pressure as the cost of doing business and spending patterns remain
under strain. Often a picture can tell a thousand words. We have chosen 3 economic indicators
to assess how the first quarter of 2023 might turn out from the perspective of GDP growth. They
suggest another sluggish performance. Nonetheless, results by various companies suggest that
management teams are making the right moves to mitigate some of the challenges.

Two weeks ago, Michael wrote
about the markets, recapping what
transpired over the first 3 months
| of the year. In this update we will
take stock of what is happening
“on the ground” by looking at three
fundamental indicators  around
economic activity, which also tie
back to our investment themes
focusing on the consumer and
infrastructure at large. Stubbornly
high inflation and the unexpectedly
large interest rate hike by the Reserve Bank last month are
contributing factors to the performance of these indicators,
which we all want to wish away. (In early May, Jana will
look at the health of the SA consumer, which will provide
additional insight into this sector). Headline CPI rose
to 7.1% y/y in March from 7% in February, an increase
that was slightly above consensus estimates of 6.9%.
Unfortunately, this has prompted an upward adjustment
in SA’s implied forward rates. Interest rates are expected
to rise by a minimum of 0.25% at the next MPC meeting
scheduled for the end of May.

Indicator 1: Retail sales

On average, globally consumer expenditure makes up
almost 60% of GDP. Retail sales, alongside other indicators
such as consumer debt to disposable income, is therefore
a good indicator of the state of the consumers’ wallet. We
are all aware of the impact of interest rates and soaring
inflation on the price of general goods as we all try and
keep the wallet closed. Growth in retail sales has therefore
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B The rising cost of doing business is reflected in
some key economic statistics and suggest slow
GDP growth in the first quarter of 2023.

Retail sales are weak, but consumers have
adjusted their spending from “nice to have’s”

to necessities and sometimes to something
special like a new item of clothing.

B The investment cycle is proving slow to turn,
but the private sector is stepping up to get the
needle moving. The manufacturing sector is
still lagging as power supply remains a critical
factor.

been slowing over the last year and actually fell by 0.5%
in February 2023. The DIY space is feeling the brunt of
a lack of spending as we prioritize food on the table over
a leaking roof and peeling paint. The latest results by
Cashbuild with revenue down 9% and volumes falling
by 13% support these statistics. Any spare cash is tending
towards anti-Eskom products such as solar and batteries.
What has always intrigued me, and the growth statistics
in good and bad times confirm this, is how South Africans
love to dress well. Clothing retailers have become masters
in gaining share of wallet even in constrained times. For
example, as consumers trade down due to cost pressures,
Shoprite has just launched an alternative clothing range in a
new shop format called “Uniq” to grow its overall share of
consumer spending.
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GROWTH IN RETAIL SALES
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B Retail sales —Hardware ——Clothing/Footwear

Overall, retail sales are slowing. After a bumper period during
the Pandemic when DIY projects were all the rage, that trend
has now collapsed, with consumers opting to spend their
precious cash on clothes and other necessities (which includes
energy products).

Indicator 2: Investment

The latest release of South Africa’s economic statistics by
the South African Reserve Bank contained some positive
news about fixed investment. Big-ticket investment does
not happen overnight, just ask a new mining operation
for example. SA’s real capital expenditure only grew by
0.2% in 2021 and then by an additional 4.7% in 2022.
This followed five consecutive years of contraction. The
growth in 2022 was bolstered by higher investment activity
in machinery and transport equipment, as well as in non-
residential buildings and albeit small, some construction
works. Unsurprisingly, the increased investment was mainly
by the private sector with little additional investment by
public corporations. What is encouraging is the increase in
the ratio of Gross Fixed Capital Formation as a percentage

“What came as a surprise in
Afrimat’s latest results was
the comment that trains from
Transnet are becoming more
consistent and reliable.”

of GDP to 14.1% in 2022 from 13.1% in 2021. This is still
far short of the levels required to get our overall growth
rate to 3%, but at least it is a step in the right direction.
Comments from Raubex that its Roads and Earthworks
division has been awarded contracts from SANRAL worth

R2 billion might be small but is encouraging in the current
climate. What came as a surprise in Afrimat’s latest results
was the comment that trains from Transnet are becoming
more consistent and reliable. I am not sure if they are new
or old equipment but at least they are “rolling stock™ that
the economy needs desperately.

SA FIXED INVESTMENT SPENDING
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The private sector is largely responsible for the rising
momentum in fixed investment in this country, as companies
take it upon themselves to provide their own basic
infrastructure.

Indicator 3: Manufacturing

On the flip side, the volume of manufacturing production
chart does not make for happy reading. The impact of
loadshedding is well documented and can clearly be seen in
this sector well before the impact of Covid. Over the past six
years, the volume of goods manufactured in Sa has dropped
by about 10%. Since Covid, rising input costs, lower export
demand due to a slower global economy as well as constant
labour issues have disrupted supply chains and logistics.
The largest contributors to the overall manufacturing
statistics are manufacturers of food products, basic metals
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Toyota has a manufacturing plant in Durban but it is one of far

too few manufacturers in South Africa.

HARVARD
HOUSE

We understand your need for FINANCIAL INTEGRITY



(steel and other) and petroleum-related goods. The closure
of various oil refineries has not helped. Confidence in the
manufacturing sector (as expressed by ABSA’s Purchasing

SA MANUFACTURING SECTOR
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The trends are broadly negative across the manufacturing base.
We need power and confidence to make stuff.

Manager’s Index) has also been waning after a great
recovery since Covid. Domestic demand is struggling, with
some comments referring to local demand faltering due
to load-shedding. Indeed, in contrast to overall business
activity, the subindex that tracks new sales orders has
performed worse recently, contributing to the lower overall
confidence.

Although we are well past the end of the first quarter of
2023, GDP data for that quarter will only be released in
June. There are various other indicators that we track
that release data more frequently but based on these
three examples, it suggests that the first quarter might
again reflect an economy struggling to gain momentum.
In the interim, company results continue to reflect how
management teams are tweaking their companies to cope
with the challenging environment. In many instances profit
growth from local companies is far outstripping that of the
economy in general. As we have always said, “companies
are not countries.” They continue to prove our point.

@ picture-alliance/dpa/Bildagentur-anline(Fischer

South Africa’s overall economic picture is one that is of an economy that is struggling to gain momentum.
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Topic: Mid Year Market Update

Natal Midlands
Date: Thursday, 22nd June 2023

Venue: Oasis Conference Centre,
72 Main Road, Howick

Morning Time: 10am for 10.30am
Evening Time:  5.30pm for 6pm

Our next Insight seminar will take place in June and
provide an update on what has driven markets over the Johannesburg

first six months of the year, and what might lie ahead Date: Tuesday, 13th of June
e e e o9 enue: Rosebank Urion Curch, G
’ William Nichol and St Andrews
Road, Hurlingham
Time: 7am for 7.30am
T

n Harvard House is on Facebook Cape Town

Date: Wednesday, 14th of June

Venue: To Be Confirmed

u Harvard House is on YouTube
Time: To Be Confirmed
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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.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)
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