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South Africa

Consumer supports growth in Q4 but investment remains weak
The Q4 18 GDP print came in slightly lower than we had expected at 1.4% q/q saar. However, the Q4 release came with some upward 
revisions to the historical data, delivering full year growth of 0.8% in 2018, just 0.1pp higher than our forecast. Disappointingly, the 
underlying data showed that gross fixed capital formation contracted for the fourth straight quarter. Ongoing challenges with electricity 
supply could keep business confidence low and investment growth weak. At this stage, we retain our GDP growth forecast of 1.7% for 
2019 but persistent underperformance in investment growth and weak early 2019 data suggest some downside risk to this view.  

There were no big surprises in the headline Q4 18 national accounts data. Seasonally adjusted and annualised GDP expanded 1.4% q/q saar 
in the final quarter of 2018. This was lower than our forecast of 1.8%, but in the middle of the Bloomberg consensus (1.2%) and the Thomson 
Reuters consensus (1.6%) expectations. The quarterly growth is equivalent to just 0.2% on a y/y basis, based on the seasonally adjusted figures. 
Notably, Stats SA also made some modest revisions to the historical data. The H1 18 recession is now reported as marginally deeper but the Q3 
rebound is stronger at 2.6% q/q saar (previously: 2.2%). This, together with the moderate expansion in Q4, delivered full year GDP growth of 0.8% 
in 2018, compared with 1.4% (also upwardly revised by 0.1pp) in 2017.

Production-side GDP showed mixed performance across different sectors (see Figure 1). Growth in gross value added in mining (-3.8% q/q 
saar) and manufacturing (+4.5% q/q saar) was in line with earlier indications from the monthly output data. Agriculture, which has been highly 
volatile in recent quarters, increased 7.9% q/q saar in Q4. The latest Crop Estimates Committee 2019 summer crop forecasts, which point to sharp 
declines in key summer crops, suggest further volatility for this sector in the quarters to come. Meanwhile, the weakness in the construction sector 
persisted as gross value added in this sector declined for the eighth straight quarter in Q4. In the services sector, gross value added in ‘transport 
and communications’ had another quarter of solid growth in Q4 at 7.7% q/q saar (Q3: +6.8%), while ‘finance and business services’ also came in 
stronger.

Figure 1: South Africa’s 2018 GDP growth came in at 0.8%, down from 1.4% in 2017
% q/q saar %y/y

Q1 18 Q2 18 Q3 18 Q4 18 2015 2016 2017 2018
Agriculture -33.7 -42.3 13.7 7.9 -5.9 -10.1 21.1 -4.8
Mining and quarrying -9.1 8.1 -8.9 -3.8 3.3 -3.9 4.2 -1.7
Primary sector -16.4 -7.3 -4.0 -1.1 1.0 -5.4 8.0 -2.5
Manufacturing -8.4 1.4 7.5 4.5 -0.4 0.8 -0.2 1.0
Electricity and water 1.0 0.7 0.8 0.2 -1.9 -2.1 0.6 0.9
Construction -2.3 1.5 -1.7 -0.7 1.8 1.2 -0.6 -1.2
Secondary sector -6.2 1.3 4.9 3.0 -0.2 0.5 -0.2 0.5
Trade & accommodation -3.0 -1.2 3.4 -0.7 2.1 1.7 -0.3 0.6
Transport and communication 1.4 -3.8 6.8 7.7 1.4 1.1 1.4 1.6
Finance, real estate and business services 1.0 1.7 2.1 2.7 2.1 1.9 2.1 1.8
Personal services 1.2 0.8 0.6 1.7 0.9 1.8 1.3 1.0
General government services 2.1 0.2 1.9 -0.6 0.8 0.6 0.3 1.3
Tertiary sector 0.4 -0.1 2.9 1.7 1.6 1.4 1.0 1.3
GDP at market prices -2.7 -0.5 2.6 1.4 1.2 0.4 1.4 0.8

Source:  Stats SA, Absa Research
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The expenditure-side GDP data reflected stronger household consumption but further weakness in investment. Household consumption 
expenditure increased 3.2% q/q saar in Q4, up from 0.6% in Q3. All four broad categories of household spending increased in Q4, but the biggest 
swing came from durables consumption, which surged 7.7% q/q saar (Q3: -3.7%) while services consumption rose 1.1% q/q saar (Q3: -2.0%). Semi-
durables also showed strong growth in Q4 of 8.7% q/q saar after Q3 also showed robust growth of 9.0% q/q saar. We believe the strength in 
durables and semi-durables consumption partly reflects the effects of Black Friday, which may not still be fully accounted for in Stats SA’s seasonal 
adjustment framework. Disappointingly, gross fixed capital formation (GFCF) fell 2.5% q/q saar (Q3: -0.7%), the fourth consecutive quarterly 
decline. Private sector investment fell 1.4% q/q saar following growth of 2.9% in Q3, while general government and public corporations also 
recorded sharp investment contractions of 4.1% and 5.6% q/q saar, respectively. We note, however, that the GFCF have seen some of the biggest 
historical revisions in recent GDP releases. For instance, the Q3 18 contraction in GFCF currently reported at 0.7% was initially estimated at 5.1% 
q/q saar. Meanwhile a strong inventory drawdown subtracted from GDP growth in Q4, but this was fully offset by a positive contribution from net 
trade.

The early activity indicators for Q1 19 have been mixed but broadly downbeat. While the details of today’s GDP release reveal useful 
information about the underlying performance of the economy, the data are of course backward looking and the outlook for growth in the near 
term becomes more important. To this end, the available early activity data for Q1 19 have been mixed but broadly leaning towards continued 
growth weakness. On the supply side, the Absa PMI slipped below the 50-point magic level in January and weakened further to 46.2 in February. 
Contrastingly, the Markit economy-wide PMI printed marginally above 50 in February at 50.2. Meanwhile, on the demand side, domestic vehicle 
sales fell sharply in January and February. As we have argued in the Q1 Quarterly Perspectives, the consumer remains under pressure and the 
additional tax burden and steep fuel price hikes coming in March will weigh on disposable incomes further. Meanwhile the persistent 
underperformance in fixed investment growth and the underlying weakness in business confidence remain a concern. The return of electricity 
load-shedding and persistent problems at power utility Eskom could keep business confidence and private sector investment growth low. Our 
2019 GDP growth forecast of 1.7% remains unchanged at this stage but we see risks to this as skewed to the downside.
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