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Is a consumer recovery underway?

Back in April, we examined a few statistics to ascertain whether a consumer recovery in South Africa
was on the cards. To recap, the year started on a tough note with inflation that remained sticky and the
market in limbo ahead of the outcome of our general election. Together with the high cost of living over
the past few years, this has driven many consumers to debt dependency and our retailers’ results have
consequently been muted. However, conditions have turned more positive over the past few months.
Consumer confidence has improved thanks to factors such as the formation of the GNU, the absence of
load shedding, and the start of the long-awaited interest rate cutting cycle. We take a quick look at the
consumer § position to see whether the consumer recovery that we were hoping for is finally coming to

fruition?

As the second half of this year
unfolded, consumer optimism in
South Africa has turned positive.
Supporting factors include the
formation of the GNU, the absence
of loadshedding, and the start of the
long-awaited interest rate cutting
cycle. The SARB’s pivot towards
easing monetary policy means that
inflation has moderated, and policy
can now focus on supporting growth
and providing much-needed relief

for SA citizens.

As aresearch analyst focused on the retail sector, one needs
to keep a close eye on the health and mood of the consumer
to have an idea as to what we can expect from retailers
included in our portfolios. This month, we take a quick look
at various consumer-related statistics to gauge whether the
consumer recovery that we were hoping for has come to
fruition.

In a recent Moneyweb interview, Standard Bank Chief
Risk Officer for personal and private banking, Thabani
Ndwandwe, was asked if there had been a reigniting of
home loan application activity. He noted that the value of
home loans outstanding has grown by 3% over the past
year, according to the latest data from the Reserve Bank.
This was predominantly seen in the middle to lower income
brackets and the expectation for the rest of 2024 is that
this trend will continue. His outlook for 2025 was more
positive given further interest rate cuts on the horizon. He
expects not only an increase in market activity, but also a
moderation of bad debts as pressure on the consumer wallet
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B As we approach the final quarter of the year,
we look at 6 statistics to gauge consumer
health to get an idea of what to expect for the
retail sector.

Positive developments have taken place since
we last measured consumer sentiment in April.
Looking forward, improving consumer
confidence, higher disposable income with
increases in take-home pay above inflation,
consumers withdrawing from their two-pot
savings, and lower interest rates all point to

an improvement in consumer spending and a
more positive outlook for 2025.

is eased. Following the first interest rate cut of 25bps last
month, and given that SA’s total mortgage debt stands at
R1.3 trillion, he noted that each 0.25% reduction in interest
rates equates to a cR10 billion annual saving in instalment
payments for consumers. Could we see this flow into the
retail sector, along with withdrawals from the two-pot
retirement reforms?

It may be too soon to see the positive effect of these factors
on the retailers’ results that will be reported over the next
six weeks, as there may be a lag effect before these positive
trends filter through to discretionary income. Nonetheless,
this week we look at six statistics to gauge the consumers’
mood and spending habits. Already, little green shoots
can be seen and sentiment towards SA’s retail equities has
improved significantly.
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Credit Market

The South African credit market consists of 25.2 million
consumers. Of this total demand for credit, clothing retail
loans represents a small portion of the pie, valued at R43.3
billion. Apparel retailers have noted a significant increase
in applications over the past year. Fortunately, they have
been circumspect in their approvals so as not to get burnt
by bad debt. For example, Mr Price only approved 18.7%
of applications received. SARS has also reported on gross
withdrawals following the introduction of the two-pot
retirement regime on the Ist September. By the 11th of
October, withdrawals had totaled R21.4 billion. The average
net withdrawal (after tax) amounted to R18,629. Discovery
ran a WhatsApp survey on their policyholders to narrow
down the reasons for withdrawing from their retirement
savings. Twenty four percent of claimants withdrew money
to pay off home and car expenses, while 21% withdrew
funds to pay off their short-term debt, which includes retail
loans and credit cards. Apparel retailers should benefit from
these withdrawals as consumers gear up for festive season
spending.

Household Debt

During COVID interest rates were cut to stimulate the
economy. Many people bought vehicles or homes to take
advantage of affordable interest rate payments. In this chart
we see the household demand for credit increasing from end
0f2020 to 2023, although encouragingly, the total amount of
debt relative to household income remained steady at about
63%. However, as interest rates started to rise in late 2021,
the cost of servicing that debt increased sharply — to the
point where debt servicing costs as a percentage of income
now exceed 9%. It is therefore not surprising that demand
for credit has fallen sharply. In the second quarter of 2024,
the debt-servicing cost ratio has tapered off slightly, but this
is attributable to the increase in nominal wages. Now that
we have entered a rate cutting cycle, the cost of servicing
debt should decline further.

Impairments

This chart really highlights the extent of the pressure facing
consumers in this country. It measures the percentage of
total debt that is impaired — the higher the percentage, the
more bad debt. Consumer health recovered steadily post the
high growth period leading up to 2010 when total debt as
a percentage of income reached 78%, forcing impairments
higher. That ratio (as per chart above) is now back at 63%
- far healthier. But consumer health has deteriorated since
2018 as consumers have felt the cumulative impact of weak
growth, the Covid period, riots, loadshedding and everything
in-between. Given that debt servicing costs are so elevated
(previous chart), it is not surprising that the amount of bad
debt has risen too. Consumers were simply unable to meet
their debt obligations. Although still high at 5.3%, the good
news is that the ratio appears to have peaked. August was
the third consecutive monthly improvement. The ratio is
the lowest in 18 months. We expect it to improve further.

SOUTH AFRICA CREDIT MARKET BY PRODUCT

Vehicle loans ~ ® Credit cards ™ Personal loans

= Home loans Clothing retail loans
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Salary Growth

BankServ Africa’s Take-Home Pay Index (“BTPI”),
derived from the salary payments made to an average of 3
million people (c. 36% of SA’s workforce), has improved
from the beginning of this year.

Since January there has been a year-on-year increase every
month, ranging between 5 and 10%. This provides some
relief to the wage erosion that consumers have experienced
in the previous years, with their wages now growing faster
than the inflation rate. On a nominal basis, the average
salary is just above R16,500 per month, a significant
improvement from the average salary of R14,500 per
month just fifteen months ago.

Consumer Confidence

The FNB/BER Consumer Confidence index for South
Africa tracks consumer confidence by combining the results
of three questions posted to adults living in predominantly
urban areas. They are asked about their expectations for
the performance of the economy, expectations of their
own financial position and rating the appropriateness of
the present time to buy durable goods. Michael referenced
this index in his article in July as he assessed the impact of
the GNU. We have since received one more data point. In
the third quarter of 2024 the index jumped to -5 from -10
in the previous quarter, which marks the highest level of
confidence since the first half of 2019 — that spike itself the
result of “Ramaphoria” which as we all know fizzled out
quickly. Accelerating economic growth and job creation
would further support a recovery in consumer confidence,
which in turn would reinforce consumer spending and
growth. It remains a key statistic to watch closely. .

Retail Sales

To wrap up our outlook on the consumer, it is apt to look
at retail sales across the economy to see whether the
green shoots we have referred to above are manifesting
themselves in any way? Retail sales data is released
monthly, and it can be quite choppy — especially in more
recent times. Consequently, we have charted the 12-month
moving average of retail sales to smooth the volatility. If
we ignore the distortions caused by Covid, there have only
been two periods over the last twenty years when retail
sales actually contracted — during the GFC and over the past
15 months. That in itself summarises the pressure that our
retailers have faced. Encouragingly, retail sales are growing
again, although they remain weak in a historic context.
Under normal conditions, it is reasonable to expect retail
sales growth of 4% - 5%. This hasn’t been the case since
2010 —2013. Having endured such a tough period, it is our
opinion that our retailers are poised to show exceptional
profit growth should retail sales accelerate on the back of
faster growth and improving confidence.
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Topic: Outlook for 2025. Is that
SA Story Intact?

Natal Midlands

Date: 05 December 2024
By the end of November, it will have been six months since Venue: Christ Chur(:‘.h Howick, 23 Mare
our election ushered in the GNU. This presentation will Street, Howick
focus on the outlook for 2025, and delve specifically into Morning Time: 10am for 10.30am
Johannesburg
Date: 04 December 2024
Venue: Rosebank Union Church, Cnr
Winne Mandela Drive and St
n Harvard House is on Facebook Andrews Road, Hurlingham
Time: 7am for 7.30am
u Harvard House is on YouTube
Cape Town
Date: 2 December 2024
CO NTACT DETAI LS' Venue: SSISA Conference Centre, Bound-
For more information on the range of products and services grﬁ I;oad, Newlands, Classroom 1,
offered by Harvard House Investment Management and its _ rd Hoor
associated companies (including Harvard House, Chartered Time: 7.30am
Accountants), or for any financial advice, please contact Venue: ABRU Motor Studio, Lourensford
the Company at: Wine Estate, Somerset West
Time: 5.30pm for 6pm
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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)




