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The South African consumer 

Constrained but not in crisis 

 Household consumption surprised to the upside last year, expanding by 2.2% despite 

big increases in personal income tax and weak credit extension. Falling inflation, 

especially on price inelastic goods such as food and petrol, helped to lift consumers’ 

real incomes. And as far as jobs are concerned, while the dominant narrative was of a 

stagnant labour market, formal employment actually expanded by 2.5%. 

 There are various headwinds that could constrain consumption this year. The 2018 

Budget implemented further consumer-related tax increases worth 0.7% of GDP, 

most notably a one percentage point hike in VAT, which will likely be harder for 

consumers to avoid than the personal income tax increases of the previous year. 

Petrol prices have also risen sharply and food price inflation will also pick up anew.  

 Formal sector employment is likely to remain weak with projected growth of 0.3-0.4% 

per annum in 2018 and 2019, but nominal wage increases look likely to remain fairly 

elevated, so aggregate real income growth is likely to be stronger this year than last 

(given that CPI inflation should average lower in 2018 than in 2017).  

 Relative to other factors, the 50bp of easing in the current cycle offers only marginal 

assistance to consumers, with each 25bp cut worth less than 0.1% of GDP over the 

course of a full calendar year. 

 The sharp apparent increase in consumer confidence in Q1 18 to record highs should 

serve to boost credit extension to households. Absa forecasts sizeable growth in 

household borrowing of 6.3% this year, up from 3.8% last year, but so far there is no 

sign of a pickup. The monetary aggregates for end-April show bank credit to 

households rising by just 4.1%. 

 Consumer creditworthiness looks to be in good shape. Net wealth improved over 

2017, household savings moved back into positive territory, National Credit Regulator 

data show declining household debt arrears, and two credit bureaus’ own indices of 

consumer credit health suggest that households are in reasonable shape.  

 We will be watching the Q1 18 household consumption data closely when they are 

published with the full national accounts data on 5 June. We expect consumption to 

contract in Q1 but to recover thereafter. We forecast consumption growth of 1.8% 

this year and 2.4% in 2019. Interestingly, the SARB MPC said recently that it 

expected household consumption to be the main driver of growth going forward, 

expanding by less than 2% in 2018 and 2019 but rising to 2.5% in 2020. 
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In 2017 household consumption spending accounted for about 61% of GDP in South Africa. 

Thus, “the consumer” is a key driver of growth and broader economic health. This report 

examines recent data on household spending and other consumer related metrics. We find 

that, while spending is likely to remain somewhat subdued in the face of modest credit 

growth, weak job creation and rather large tax and petrol price increases, there is scant 

evidence of any crisis. Of course, for a country like South Africa, with its exceptionally wide 

income disparities and cultural differences, any talk of “the consumer” can be somewhat 

misleading. Income and expenditure trends can vary widely from one individual to another. 

We forecast total household consumption growth of 1.8% this year and 2.4% in 2019. 

Household spending was surprisingly robust last year 

Last year, household consumption spending proved surprisingly robust, growing by 2.2% 

overall (Figure 1). This contrasts markedly with our forecast in the January 2017 Quarterly 

Perspectives that it would expand by just 0.9% and National Treasury’s forecast (in the 2017 

Budget) of 1.3%. We had thought that weak household confidence, subdued bank lending 

to households, a moribund job market, and hefty income and indirect tax increases in the 

2017 Budget would have easily outweighed the benefits accruing to consumers’ wallets 

from declining inflation (as nominal income growth remained elevated) and the 25bp rate 

cut by the SARB MPC in July. In the end, however, household spending surprised greatly to 

the upside, with especially strong spending on durables (Figure 2).  

Of course, the past is not quite as interesting as the future, and the question is to what extent 

consumer spending will remain similarly robust in 2018 despite persistent headwinds this year. 

Certainly the early omens do not appear very positive. Retail spending, which accounted for 

36.4% of total household consumption spending in 2017, fell dramatically in the first quarter, by 

5.2% q/q saar (Figure 5). The last time real retail sales contracted so dramatically on a quarterly 

basis was in the depths of the global financial crisis, when total household consumption also 

contracted. Nor does the picture look much different if the statistically opaque miscellaneous 

category of “other” retail spending is stripped out (see box for further explanation). Excluding the 

“other” category, real seasonally adjusted retail sales still shrank by 3.6% q/q saar in Q1 18. 

Other metrics such as car sales, which accounted for 61.4% of durable spending and 4.6% of 

total household consumption in 2017, also suggest that personal consumption expenditure will 

probably have contracted in Q1 18. The National Association of Automobile Manufacturers of 

South Africa reported an 8.8% q/q saar drop in the number of passenger cars sold domestically 

in Q1 18, while Statistics South Africa’s monthly data series on the value of new motor vehicle 

sales show a real 4.7% q/q saar contraction in Q1 18 (Figure 4). 

The consumer is an important 

driver of overall economic 

performance in South Africa, 

accounting for three fifths of 

GDP 

Real household consumption 

expenditure growth of 2.2% 

last year overshot most 

expectations, given a variety of 

headwinds 

FIGURE 1 

Strong household spending in 2017… 

 
FIGURE 2 

…especially on durable goods 

 

 

 
Source: Statistics South Africa, Absa Research  Source: Statistics South Africa, Absa Research 
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Quirks in the retail sales data in 2017 look to be abating 

The data on total retail sales in 2017 were skewed somewhat by the “other” category of retail spending, which includes 

book and stationery stores, jewellery stores, sporting goods and entertainment equipment stores, personal and household 

goods, repair shops, other specialized stores, second-hand stores and online sales. This miscellaneous category of retail 

sales, which accounted for 11.2% of total retail sales in 2017, exhibited rather odd behaviour last year, with real growth 

rates peaking at 20.7% y/y in November 2017 before falling back to just 3.8%y/y in March 2018 (Figure 4). Statistics South 

Africa have hinted that this was due to strong sales of Krugerrands in the 50th anniversary year, but this explanation does 

not seem entirely satisfactory to us. Sales volumes would have had to nearly doubled in 2017 from the 1.1 mn ounces sold 

in 2016 to fully account for the 13.5% increase (worth ZAR13.4bn) in nominal sales in this category in 2017. But Rand 

Refinery data show sales volumes rising from 1.2mn oz in FY 2016/17 only to 1.6mn in FY 17/18. 

FIGURE 3 

“Other” retail sales had an inexplicable surge in 2017… 

 FIGURE 4 

…but even excluding them retail sales collapsed in Q1 18 

 

 

 

Source: Statistics South Africa, Absa Research  Source: Statistics South Africa, Absa Research 

 

Of course, some of this likely Q1 18 contraction in total household spending likely reflects 

the relatively new phenomenon of Black Friday sales promotions on the last Friday in 

November, which seem to have gathered a bolus of household spending, especially on 

durables and semi-durables, into the fourth quarters over the past couple of years, at the 

expense, it would seem, of household consumption in the first quarters. However, one 

should not overstate the impact of this phenomenon on total household consumption 

patterns. Durables and semi-durables together accounted for less than 16% of total 

consumption in 2017. Nonetheless, our latest demand-side macroeconomic model run 

suggested a 1.8% q/q saar contraction in household consumption spending in Q1 18. At 

any rate, investors will not have long to wait to see the Q1 18 demand-side GDP data: 

Statistics South Africa is due to publish them on 5 June. 
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FIGURE 5 

Big 5% annualized contraction in real retail sales in Q1 18… 

 
FIGURE 6 

…and spending on new cars also fell compared with Q4 17 

 

 

 
Source: Statistics South Africa, Absa Research  Source: Statistics South Africa, Absa Research 

FIGURE 7 

Durables were just 8% of household consumption in 2017  

 
FIGURE 8 

Private sector wages were 57% of household income in 2017 

 

 

 
Source: Statistics South Africa, Absa Research  Source: SARB, Absa Research 

Again, however, it is the future that is most of interest here. What happens after Q1 18, for 

the remainder of the current calendar year, and into 2019? Obviously, the most important 

driver of growth is household incomes, and underpinning incomes are jobs. Alas, the news 

on the jobs front is mixed. Data from the household-based Quarterly Labour Force Survey 

(QLFS) show formal sector employment in the formal non-agricultural economy increasing 

by 111k in Q1 18, while employment collectively in agriculture, domestic services and the 

informal sector increased by 95k. However, this is just one print and does not seem to 

reflect a trend; the quarter to quarter data on formal employment from the QLFS as well as 

from the Quarterly Employment Statistics (QES), a payrolls-based survey of VAT registered 

enterprises, are volatile but have trended broadly sideways since the end of 2016 (Figure 9). 

With a low elasticity with respect to growth, especially given South Africa’s weak skills levels 

against the backdrop of the burgeoning Fourth Industrial Revolution, employment creation 

is likely to remain poor, in our view, unless growth accelerates sharply, absent a raft of 

policy interventions to boost labour absorption. Looking ahead, surveys of companies by 

the Bureau for Economic Research (BER) show that most employers have generally been keen 

to shrink their payrolls, although the survey of the retail sector in Q1 18 for the first time since 

2016 suggested some greater willingness to hire (Figure 10). However, this is likely not 
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enough to offset caution elsewhere in the economy, especially given that South Africa’s 

mining industry continues to shrink employment, while the severe fiscal constraints mean the 

government can no longer increase its staffing as it has done aggressively since the global 

financial crises. We are willing to entertain the idea that the so-called “gig economy” may be 

providing more jobs and incomes than are captured in surveys by Statistics South Africa or the 

Bureau for Economic Research. For example, we doubt that employment created by Uber and 

Airbnb and similar internet-based matching services is being properly recorded, despite the 

fact that the QLFS, by design, is supposed to capture everyone in some form of paid 

employment or self-employment. Absa’s demand-side macroeconomic model run after the 

release of the Q1 18 SARB Quarterly Bulletin (which had national accounts and balance of 

payments data to end-2017) forecast job creation of just 0.3% in 2018 and 0.4% in 2019 after 

surprisingly strong growth of formal sector employment of 2.5% in 2017. Given total gross 

earnings of ZAR2506bn in 2017 (according to the QES), an employment increase (assuming 

average wage) of 0.3% would be worth about ZAR7.5bn more consumption spending, if 

nominal wages remained unchanged. But of course, they never are (see below). 

While jobs are the root driver of household consumption, they manifest through wages, 

which account for 80% of household incomes (Figure 8). And of course, nominal wages in 

South Africa inevitably increase from one year to another. The weighted average of both 

private and public sector wages is projected in our model to grow around 6% in 2018 and 

2019 (average of increase both private and public sector wages), which combined with 

projected employment creation, generates projected household income growth of 

ZAR138bn this year and ZAR 143bn next year (Figure 11). Once other sources of income 

are factored in, such as social transfers and income from property, the projected increases 

in household disposable income amount to ZAR193bn this year, little improved from ZAR 

191bn in 2017 and ZAR199bn in 2019. Given the magnitudes involved, it is not difficult to 

see how a small difference in the level of average wage settlements translates into fairly 

sizeable differences in household disposable income.  

New labour market legislation may also help to support household consumption, to the 

extent that it does not spark widespread job losses. With some 6.6mn workers in South 

Africa currently working for less than the planned National Minimum Wage (NMW) of 

ZAR20 per hour, the NMW legislation, which is yet to be completely processed by 

parliament, could also support consumption, although the magnitude of the support will 

depend on the degree of employers’ compliance with the new rules. Assuming, however, 

that the 6.6mn workers are currently working for an average of ZAR15 hour and they work 

FIGURE 9 

Formal sector job creation has flatlined since end-2016 

 
FIGURE 10 

Firms in the formal sector have wanted to shrink payrolls 

 

 

 
Source: Statistics South Africa, Absa Research  Source: Bureau for Economic Research, Absa Research 
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for 40 hours a week, for 48 weeks a year and employer compliance is 75% the additional 

uplift to household incomes would be about ZAR48bn, roughly 1% of GDP. This is a very 

rough calculation which assumes no offsetting job losses from the imposition of NMW, and 

ignoring the special dispensations for workers in domestic service and agriculture, and for 

employers, for example in the furniture manufacturing industry, who may apply for and 

receive an exemption on the grounds of affordability.  

Overall, we think the near-term risks to our wage growth forecast for 2018 of 6% probably 

lie to the upside, with nominal wage adjustments not falling in line with lower inflation and 

declining inflation expectations (much to the chagrin of the SARB). The bus industry, which 

employs 17,000 drivers nationwide, is a case in point. After a drawn-out four-week strike, 

employers settled in mid-May at 9% in the first year and 8% in the second year plus some 

expensive benefit adjustments (such as standby pay for the relief drivers on long-distance 

journeys), compared with CPI inflation of 4.5% y/y at the latest measure. The public sector 

wage deal also looks set to somewhat outpace inflation, with even the government’s latest 

offer (which some unions refuse to sign) seeming to offer wage and benefit adjustments 

somewhat in excess of the 7.3% total uplift pencilled into the 2018 Budget for employee 

compensation in FY 2018/19. Of course, one must recognize that private sector wage 

settlements include those for non-unionized workers, who may not fare as well as South 

Africa’s bus drivers, for example, but even so we think average nominal wages will on 

balance remain sticky and not fall quickly. We will run our macroeconomic model again 

once the full Q1 18 macroeconomic data set is published with the next SARB Quarterly 

Bulletin on 21 June. 

FIGURE 11 

Absa macro model output on employment, wages and consumption 

 %y/y, except as noted 2016 2017 2018 2019 

Total employment 0.3 2.5 0.3 0.4 

    Private sector -0.1 3.3 0.5 0.6 

    Government  2.4 -3.0 -0.7 -0.8 

Wage rates* 7.6 6.1 6.1 5.9 

    Private sector 8.5 4.3 6.0 5.6 

    Government  5.4 10.4 6.3 6.5 

Wage bill 8.3 7.6 6.2 6.1 

    ∆ZARbn 158 156 138 143 

Household income 8.2 7.4 6.9 6.7 

    ∆ZARbn 196 191 193 199 

Real household income 1.9 2.7 1.6 2.3 

Real household consumption 0.7 2.2 1.8 2.4 

    Durables -4.9 6.0 3.0 2.7 

    Semidurables 2.9 3.1 3.9 2.7 

    Nondurables 0.9 1.1 1.7 1.8 

    Services 1.3 2.3 1.2 2.6 

*Weighted 29% public sector, 71% private sector average nominal wage increase. Source: StatsSA, Absa Research 

Obviously, consumers do not get to spend all their wages. Even before they can consider 

savings, the taxman and creditors take a chunk of their earnings. Sizeable consumer-related 

tax increases in the past two budgets have been, and will continue to be, a material 

headwind to household consumption growth. We were somewhat surprised that household 

consumption performed as well as it did in 2017, after tax policy changes in the 2017 

Budget that aimed to raise the tax take (above baseline) in 2017/18 by ZAR28.0bn, worth 

Nominal wage settlements are 

likely to remain elevated, 

despite the decline in inflation 

which should support real 

income growth 

Budgeted tax increases are a 

big headwind to consumption 

spending 
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0.6% of GDP (Figure 12). Of this total increase, about three quarters fell on consumers, 

including a projected ZAR16.5bn increase in PIT receipts though incomplete adjustment for 

fiscal drag (ZAR 12.1bn) and a higher top marginal rate of income tax (ZAR 4.4bn). 

However, as Figure 14 shows, despite the planned increase in the total tax take, collections 

actually fell considerably short, by ZAR49.0bn, a little over 1% of GDP, with nearly three 

quarters of the shortfall coming in the consumer-related categories of PIT (ZAR21.1bn) and 

VAT (ZAR14.8bn) thereby leaving money in consumers’ wallets relative to what the budget 

envisaged. Of course, the shortfall was probably due to some combination of unexpected 

patterns of economic activity (including mainly weaker than expected growth) and changed 

levels of compliance, and it is rather difficult to disentangle these two broad causative 

factors. For example, VAT receipts last year also came in substantially below expectations 

(down relative to budget targets by ZAR14.8bn), even though real household consumption 

spending held up relatively well, at least until Q1 18, although this would have been at least 

partly offset by lower than anticipated inflation. Interestingly, as regards tax compliance it is 

notable that tobacco excise duties came in at ZAR4.2bn (0.1% of GDP) below projections 

last year. Given that tobacco prices rose by 4.6% in FY 2017/18, and consumption volumes 

are unlikely to have declined much given how notoriously addictive nicotine is, the large 

26.8% shortfall of receipts relative to budget targets likely reflects a degree of cigarette 

smuggling, ie, reduced tax compliance.  

For this year, caught between a rock and a hard place, National Treasury was forced to further 

tighten the tax squeeze on consumers in the 2018 Budget, with tax policy changes for FY 

2018/19 aimed at collecting a further ZAR36bn (0.7% of GDP) above the baseline. Almost all 

of this falls on consumers. Notably, this year’s tax hikes included a 1 percentage point hike in 

VAT, aimed at collecting ZAR22.9bn (Figures 12 and 13). Notwithstanding last year’s 

surprising shortfall in VAT receipts relative to the budget target, we would argue that it would 

seem to be easier for consumers to avoid paying PIT than VAT, and thus at least in respect of 

consumer-related tax collections, performance to this year’s budget targets should be higher. 

(However, we should note that Finance Minister Nene has appointed a high level panel to 

investigate whether or not to expand the list of zero-rated VAT items in order to better insulate 

the poor from the impact of the VAT hike, potentially with some negative impact for the 

fiscus, but presumably positive for lower income consumers’ purchasing power.) Nonetheless, 

we think that political changes generally in South Africa, plus the efforts of the new leadership  

FIGURE 12 

Tax increases over the last two years amount to 1.3% of GDP 

 
FIGURE 13 

Inflation is likely to pick up, eroding real incomes more 

 

 

 

Source: National Treasury, Absa Research  Source: Statistics South Africa, Absa Research 
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FIGURE 14 

Big tax shortfalls in 2016/17 and 2017/18 in the PIT and VAT categories 

 

2016/17 2017/18 2018/19 

 

Before tax 

proposls 

After tax 

proposals 

Projected 

difference 

Amount 

collected 

Actual 

difference 

Projected 

less actual 

Before tax 

proposls 

After tax 

proposals 

Projected 

difference 

Amount 

collected 

Actual 

difference 

Projected 

less actual 

Before tax 

proposls 

After tax 

proposals 

Projected 

difference 

PIT 446.7 441.0 -5.7 424.5 -22.1 -16.5 465.6 482.1 16.5 461.0 -4.6 -21.1 498.3 505.8 7.5 

Taxes on companies 222.5 223.5 1.0 236.0 13.5 12.5 246.6 253.4 6.8 246.0 -0.6 -7.4 263.0 262.7 -0.4 

  CIT 197.3 198.3 1.0 204.4 7.1 6.1 218.7 218.7 0.0 217.4 -1.3 -1.3 231.6 231.2 -0.3 

  STC/DWT 25.2 25.2 0.0 31.6 6.3 6.3 27.9 34.7 6.8 28.6 0.7 -6.2 31.5 31.5 0.0 

Taxes on payrolls 17.6 17.6 0.0 15.3 -2.3 -2.3 16.6 16.6 0.0 16.0 -0.6 -0.6 16.9 16.9 0.0 

Taxes on property 15.4 15.5 0.1 15.7 0.3 0.2 17.0 16.5 -0.4 16.6 -0.4 0.1 17.2 17.3 0.1 

  Estate duties 2.0 2.0 0.0 1.6 -0.4 -0.4 2.1 2.1 0.0 2.3 0.2 0.2 2.6 2.7 0.2 

  Transfer duties 8.0 8.1 0.1 8.2 0.2 0.1 8.9 8.4 -0.4 7.7 -1.1 -0.7 8.3 8.3 0.0 

VAT 301.3 301.3 -0.0 289.2 -12.1 -12.1 312.8 312.8 0.0 298.0 -14.8 -14.8 325.2 348.1 22.9 

  Domestic VAT 322.4 322.4 -0.0 321.5 -1.0 -1.0 344.8 344.8 0.0 336.3 -8.5 -8.5 363.0 378.6 15.6 

  Import VAT 164.0 164.0 -0.0 149.3 -14.7 -14.7 162.3 162.3 0.0 152.8 -9.5 -9.5 162.2 169.5 7.3 

  Refunds -185.2 -185.2 0.0 -181.6 3.6 3.6 -194.4 -194.4 0.0 -191.1 3.3 3.3 -200.0 -200.0 0.0 

General Fuel Levy 57.7 64.5 6.8 62.8 5.1 -1.7 67.7 70.9 3.2 70.9 3.2 0.0 76.3 77.5 1.2 

Specific excise duties 39.0 41.3 2.3 39.2 0.2 -2.1 41.6 43.5 1.9 41.1 -0.4 -2.4 43.4 44.8 1.5 

  Alcohol excise duties 19.3 20.8 1.5 20.7 1.4 -0.1 20.4 21.7 1.3 23.4 3.0 1.7 24.8 25.7 0.9 

  Tobacco duties 14.1 14.8 0.8 12.6 -1.4 -2.2 15.0 15.7 0.7 11.5 -3.6 -4.2 12.0 12.4 0.4 

  Ad valorem taxes 3.3 3.3 0.0 3.4 0.1 0.1 3.6 3.6 0.0 3.8 0.1 0.1 4.1 4.2 0.1 

  Health promotion levy 

          

0.0 1.9 1.9 

Customs duties 54.5 54.5 0.0 46.1 -8.4 -8.4 53.6 53.6 0.0 49.9 -3.7 -3.7 52.9 54.1 1.1 

Gross tax revenue 1 169.8 1 174.8 5.0 1 144.1 -25.7 -30.7 1 237.5 1 265.5 28.0 1 216.5 -21.0 -49.0 1 309.0 1 345.0 36.0 
Source: National Treasury, Absa Research 
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at the South Africa Revenue Service (SARS) to reboot the institution after the state capture 

depredations of the previous leadership, should boost overall tax compliance, provided that 

the shortfalls do not reflect simply accumulated losses that companies are bringing forward to 

reduce tax liabilities or substantially weaker compensation trends in the highly paid financial 

service sector, which accounts for such a large chunk of total PIT receipts. Thus, barring a 

deep and persistent negative growth shock, it seems unlikely that the tax shortfalls of the last 

few years will repeat. And while this is good and desirable for the fiscus, this is likely to come 

at the expense of consumers’ disposable incomes. 

Taxes eat into consumers’ disposable income available for consumption, but so do big price 

hikes in essential goods and services such as food, petrol and electricity, which are likely to 

be relatively price inelastic, because they are essential and have little substitutability to other 

products. Overall, consumer price inflation is likely to trend up this year, in contrast to 2017 

when it fell sharply due to favourable base effects after a drought-related surge in food 

prices in 2016. Even so, after a series of recent downside surprises, we think CPI inflation 

will still average lower in 2018 at 4.8% than the 5.3% 2017 average, even as nominal wage 

increases are expected to remain unchanged at 6%. We think it is worth looking at petrol 

prices in particular, as a constraint on consumption in 2018, given their high share in the 

consumption basket (4.6% according to the latest Income and Expenditure survey, as 

reflected in current CPI weightings). Assuming a likely large petrol price increase in June 

(according to current under-recovery rates), petrol prices this year will have risen 15% 

above their March low, due to a higher USDZAR, higher crude oil prices and higher fuel 

taxes. We forecast that retail petrol prices will average nearly 12% higher this year than they 

did in 2017. Given consumption volumes in 2017, a price increase of this magnitude 

equates to an annual ZAR12bn drain on consumers’ wallets, given that petrol has practically 

no substitutability to other goods and thus is probably one of the most price inelastic items 

in the consumption basket. 

FIGURE 15 

Some adverse influences on household consumption persisted into 2017, but the surge in confidence is material 

 

2016 2017 2018F 2019F 

Personal income tax 

(PIT) 

Net cuts of ZAR5.7bn for 

16/17 

Net hikes of ZAR16.5bn for 

17/18 

Net hikes of ZAR7.5bn for 

18/19 

No further PIT increases 

assumed 

Value added tax (VAT) 

and indirect taxes  

VAT unchanged with ZAR9.1 

bn indirect tax hikes in 16/17 

VAT unchanged with 

ZAR 5.1bn indirect tax hikes 

in 17/18 

1 pp increase in VAT 

projected to raise ZAR22.9bn 

and ZAR5.8bn other indirect 

tax hikes in 18/19 

No further VAT increase 

assumed 

Interest rates 25bp hike to 7.0% in March 

2016 

25 bp cut in July 2017 worth 

ZAR 3.6bn pa, thus ZAR1.8bn 

for calendar 2017* 

25 bp cut in March 2018 

worth ZAR2.7bn in calendar 

2018* 

25bp forecast hike September 

2019 

Bank lending to HH 0.7% increase = ZAR 10.3bn 3.8% increase =  ZAR57.0bn Forecast 6.3% increase = 

ZAR97.6bn 

Forecast 7.4% increase = 

ZAR121.6bn 

Consumer confidence 

index (CCI), net balance 

-15 -2 CCI soared to a record high of 

+26 in Q1 18. Some reversal 

seems likely 

CCI will likely track SA's 

political and reform progress 

Total CPI, % y/y 6.3 5.3 4.8 5.5 

Food, % y/y 

(17.2% of CPI basket) 
10.5 6.9 4.3 5.5 

Electricity, % y/y 

(3.8% of CPI basket) 
9.2 4.7 5.4 7.7 

Petrol, % y/y  

(4.6% of CPI basket) 
1.6 7.7 11.8 4.5 

*Calculated on the basis of total consumer debt of 1675bn in mid-2017, assuming 85% is floating rate. Source: StatsSA, SARB, Bureau for Economic Research Absa Research  
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However, although it seems likely that petrol prices and taxes will prove a considerable drain 

on consumers’ wallets this year, there are a variety of countervailing beneficial influences. 

One is the 50bps of cuts in the repo rate in the current cycle since mid-2017. However, it is 

easy to calculate that this monetary adjustment is only a small assist to consumers in the 

grand scheme of factors affecting household consumption, compared with other drivers 

such as credit growth or wage settlements. SARB data show total bank lending to 

consumers standing at about ZAR1512bn in mid-2017, but of course some consumers 

borrow from other lenders as well. National Credit Regulator data put total consumer debt 

at ZAR1675bn in mid-2017. Thus, a 25bp rate cut is worth about ZAR3.6bn to the 

consumer over the course of an entire year, assuming 85% of the consumer debt is floating 

rate. Of course, this is just the repo rate, and banks may have been tightening their effective 

lending rates even as the repo rate has fallen. The prime lending rate is 3.5 percentage 

points above the repo rate, ie, 10.0% currently. A few years ago it seemed many lenders 

were providing credit to many borrowers at the prime rate less a margin, but this appears 

less common nowadays.  

Far more important for household consumption trends than the cost of credit is the actual 

quantum of credit provided. While this is obviously sensitive to price (ie, the interest rate), it 

reflects a variety of other factors as well. For example, banks’ credit standards affect the 

supply of credit. Unfortunately, the Bureau for Economic Research is no longer surveying the 

financial sector and its metric of whether banks are tightening or easing lending standards is 

thus discontinued. We think, however, that weak growth in consumer credit in recent years 

– currently tracking at 4.1% y/y, below the rate of inflation (Figure 16) – is as much about 

lack of consumer demand as banks’ willingness (or unwillingness) to lend. In this regard, we 

note that National Credit Regulator data show rejection rates on credit applications 

declining to below 50% in Q4 17 from a peak of 59% in Q1 14 even as the number of credit 

applications has declined 1.5mn from its peak in Q2 15 to about 10.5mn in Q4 17, 

suggesting greater consumer prudence than bank lending caution (Figure 17). All in all, 

consumers have deleveraged substantially over the past several years in the soft sense (ie, 

relative to disposable income), and this has continued even as the total cost of their 

borrowing to disposable income has started to ease (Figure 18). Reduced borrowing is 

reflected in the sharply improved household savings rate, which moved into positive 

territory at the end of 2016 (Figure 19).  

FIGURE 16 

Bank lending to consumers is growing 4% y/y 

 
FIGURE 17 

Declining rejection rate on consumer credit applications 

 

 

 
Source: SARB, Absa Research  Source: National Credit Regulator Data, Absa Research 
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FIGURE 18 

Households have deleveraged over the past few years… 

 
FIGURE 19 

…and increased their savings rate 

 

 

 

Source: SARB, Absa Research  Source: SARB, Absa Research 

FIGURE 20 

Confidence surged across all HH income groups… 

 
FIGURE 21 

…and all three components may hit a record high in Q1 18 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 

FIGURE 22 

Little sign of increasing default behavior… 

 
FIGURE 23 

…with improving consumer credit health 

 

 

 
Source: Experian, Absa Research  Source: TransUnion, Absa Research 

8.0

8.2

8.4

8.6

8.8

9.0

9.2

9.4

9.6

9.8

10.0

70

72

74

76

78

80

82

2012 2013 2014 2015 2016 2017 

Debt stock (lhs)

Debt service (rhs)

% of disposable income % of disposable income

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

2012 2013 2014 2015 2016 2017

% of disposable income

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

2012 2013 2014 2015 2016 2017

% of disposable income

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

2012 2013 2014 2015 2016 2017

% of disposable income

-24
-20
-16
-12

-8
-4
0
4
8

12
16
20
24
28
32

2012 2013 2014 2015 2016 2017 2018 

Net balance

High income (monthly income > ZAR14k)

Middle income

Low income (monthly income <ZAR3k)

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

35

2012 2013 2014 2015 2016 2017 2018

Net balance
Economic position

Financial position

Time to buy durables

6

8

10

12

14

16

3.0

3.2

3.4

3.6

3.8

4.0

4.2

4.4

4.6

2013 2014 2015 2016 2017 2018

index

Composite (lhs)

Personal loans (rhs)

index
Experian consumer 

default indices

41

44

47

50

53

56

2012 2013 2014 2015 2016 2017

index TransUnion Consumer Credit Health Index

Deteriorating

Improving



ABSA | South Africa monetary policy 

 

1 June 2018 12 

FIGURE 24 

NCR data point to declining arrears by value 

 
FIGURE 25 

Household net wealth picked up over the course of 2017 

 

 

 
Source: National Credit Regulator, Absa Research  Source: SARB, Absa Research 

A big question then is the degree to which any consumer reticence to borrow and/or bank 

reluctance to lend to households will remain in place. We would argue that the surge in 

business and consumer confidence since President Ramaphosa’s victory at the ANC’s 

electoral conference in December and subsequent replacement of Jacob Zuma as state 

president could unblock the credit taps. Notably, the Consumer Confidence Index (CCI) 

surged to a record high of 26 in Q1 18, with gains across all income groups. One might 

expect higher household confidence to manifest in a greater willingness on the part of 

households to borrow, especially since consumer creditworthiness, on average, appears to 

be on an improving trend according to some of South Africa’s leading credit bureaus 

(Figures 22 and 23), with declining arrears according to NCR data (Figure 24), and 

household net wealth up over the course of 2017 (Figure 25). Moreover, while some 

reversal of Q1’s exceptional surge in the CCI might be expected, as “Ramaphoria” fades to 

realism, a mobile poll released by IPSOS last weekend showed that 76% of respondents 

approved of President Ramaphosa’s performance as head of state, while 79% thought he 

was doing a good job with the economy. This compares to approval ratings for former 

president Jacob Zuma of just 20% in Q4 17, and suggests that elevated consumer 

confidence could persist as long as President Ramaphosa continues to make progress in 

addressing South Africa’s challenges.  

Absa’s latest macroeconomic model run projects expansion of bank lending to households 

of 6.3% over 2018, worth nearly ZAR98bn, roughly 2% of GDP, and up from 3.8% 

expansion in 2017. However, so far, there are no real signs of accelerated consumer credit 

expansion. In the SARB monetary data for April released earlier this week, bank lending to 

households accelerated only marginally, to 4.1% y/y, from 3.9% in March, and the 

seasonally adjusted 3m/3m annualized figure of 4.5% does not suggest any underlying 

upward momentum in the data.  

In conclusion, household consumption expenditure in 2018 and 2018 will manifest at the 

intersection of a variety of different factors. Despite headwinds from weak job growth, big 

tax increases, and stronger efforts to enforce tax compliance, we see continued support 

from elevated nominal wage settlements combined with subdued inflation, and much 

stronger household confidence which should encourage households to borrow (and spend) 

more. In the 2018 Budget, National Treasury forecast household consumption growth of 

1.7% this year and 1.9% for 2019. Interestingly, the SARB’s last MPC statement argued that 

household consumption to be the main driver of growth going forward, with real expansion 

of “close to 2%” for 2018 and 2019, rising to 2.5% in 2020. We forecast 1.8% this year. 
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Thus we are all in the same ballpark for 2018. However, we are slightly more optimistic for 

2019, with our forecast of 2.4% real household consumption growth – assuming, of course, 

that President Ramaphosa and his new executive leadership maintain the pace of reform 

and renewal that they have exhibited during his first 100 days in office. South Africa’s 

economic challenges and constraints are significant, in areas as diverse as state-owned 

enterprises, labour markets and land reform, and thus our forecasts probably have more 

downside than upside risk. Over the long run, consumption growth could only expand 

sustainably faster, in our view, if South Africa implements a coherent set of policies to 

address its most pressing challenge: joblessness, unemployment and poverty. 
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