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Key View

Key View: Tepid growth in the economy, combined with high unemployment and weak credit growth will continue to constrain our

consumer outlook in 2018. While consumer confidence has improved significantly to all-time highs, this isn't translating into higher

retail sales amid high levels of economic uncertainty. This outlook will improve going into 2019 as economic growth picks up but

these risk factors will ensure that consumption underperforms its potential.

Our forecasts for real private consumption growth stand at 1.8% in 2018, a slowdown from 2.2% the year before. 2018 will therefore

mark a tough in terms of real spending growth, before accelerating over the rest of our forecast period, up to 3% in 2019, and

average about 3.2% over the next five years to 2022. This is low by regional standards and when compared to much stronger

growth years from 2005-2011, but a more positive trajectory than 2012-2016. A combination of structural challenges, elevated

unemployment, sluggish credit growth and continued uncertainty about the direction of policy will put a ceiling on our spending

forecasts.

Muted Consumer Spending Growth

South Africa - Real Private Consumption Growth, % y-o-y

f = Fitch Solutions forecast. Source: South African Reserve Bank, Fitch Solutions

Unemployment hit a multi-year high of 27.7% in H117, before decreasing to 26.7% in Q417. It has since stayed at 26.7% in Q118

and headed higher again to 27.2% in Q218. In the new political climate, we see more scope for a pick-up in private sector hiring as

Ramaphosa aims to make the country more business-friendly. While the public sector had been a major driver of job creation,

continued fiscal consolidation will limit the government's ability to pick up the slack, suggesting that hiring will struggle to keep pace

with new entrants to the workforce. Although not the biggest sector in South Africa’s economy, the impact of a slowdown in the

agricultural sector over 2018 will be wide-ranging given the number of people it employs (5.2% of the total workforce).

Furthermore, the youth unemployment outlook remains bleak, with Q218 data from Statistics South Africa showing that the

proportion of youths aged 15-24 years who are not in employment, education or training came in at 31.6%. President

Ramaphosa has identified youth unemployment as the 'biggest challenge' the country faces and has launched an initiative to help

at least a million young South Africans find paid work over the next three years. In Q218, the unemployment rate for the youth was

38.8% compared to 17.9% for adults, which demonstrates the scope of the challenge. Still, this process will be a slow one, and we

forecast the unemployment rate in 2018 to stay the same as in 2017, averaging 26.8%, before beginning to fall in 2019 to 26.3%.
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Tepid Consumer Market

South Africa - Unemployment, % & GDP Per Capita, USD

e/f = Fitch Solutions estimate/forecast. Source: National statistics, Fitch Solutions

A new national minimum wage was approved by the South African parliament in May 2018, with the lowest salary paid being set at

ZAR3,500 per month (USD277 per month). While this will offer a short-term boost to growth, the impact will be muted to a certain

extent by the large size of the informal sector in South Africa. Supporters said that the minimum wage increase will benefit

approximately 6.4mn South Africans, though opponents suggested that it might worsen the already high unemployment levels, as

businesses might not be able to afford the increase.

We believe that inflation hit a low of 3.8% in South Africa (recorded in March 2018) and will likely trend higher over the coming

quarters after rebounding to 4.5% in April and then hit 5.1% in July. A combination of rand strength and strong harvests saw prices

stabilise over 2017, but we believe that a number of factors will see growth in the country’s consumer price index (CPI) move

towards the upper bound of the South Africa Reserve Bank (SARB)'s 3.0-6.0% inflation target, reaching 5.8% by year-end 2019 after

averaging 4.7% in 2018. These include higher VAT, rising fuel prices and the impact of looser monetary policy, with potential rand

weakness adding further inflationary pressure over our short-term outlook to 2020. This will see the SARB’s monetary policy

committee adopt a more hawkish stance towards interest rates, implementing 50 basis points (bps) of cuts in both 2019 and 2020,

according to our forecasts.

Two of the main components in the country’s CPI basket, food and transport, both saw a notable acceleration in prices. Our Country

Risk team expects inflation to average 4.7% in 2018, heading higher over our forecast period to 5.4% in 2019. Real GDP per capita

has grown at an average of just 1.1% per annum in USD terms in South Africa over the past few decades, representing little increase

in the amount of wealth for most of the population.
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2018 Starts With A Jump

South Africa - Consumer Confidence

Source: Bureau For Economic Research

Consumer confidence showed negative readings for almost all of the last five years and was at -8 in Q417 before jumping up to 26

in Q118, representing a significant boost and return to positive sentiment. This has maintained a high level in the following quarters,

reaching 38 in Q318, an all-time high in confidence readings. With a change in president and reforms, we expect to see confidence

remain positive over the coming quarters, further boosted by the hike in the minimum wage.

Higher confidence has not translated into higher retail sales, which has fallen off in April-July months after hitting recent highs at the

end of 2017 and Q118. With elevated unemployment and sluggish credit growth, we don't expect to continue to see sluggish retail

sales over the rest of the year, given the tepid economic backdrop and uncertainty weighing on consumer ability to spend.

Strong End To 2017 To Petering Out In H118

Retail Sales, % chg y-o-y

Source: Bloomberg, Fitch Solutions
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SWOT
SWOT Analysis

Strengths • South Africa's growing middle-class population increases the potential for household spending on non-food

items, such as clothing and consumer electronics, over the long term.

• The country has a highly urbanised, fast growing young population, and this will help support growth in the

latest trends.

• South Africa possesses relatively developed infrastructure and institutions, which make the country

attractive to overseas retail investors.

• The country has a reputation among many multinational companies as a hub where they can establish and

expand business to the rest of the Sub-Saharan African region, with many retailers recording success after

their initial store openings.

Weaknesses • Net household income is forecast to grow only modestly between 2018 and 2022.

• South Africa's economy is struggling and this has the potential to dampen consumer confidence and lower

household spending.

• Structurally high unemployment, particularly among the youth population, dampens incomes and

consumer confidence.

• Many retailers are struggling with skills shortages, making it more challenging to employ suitable staff.

Opportunities • A minimum wage increase in 2018 could provide a temporary boost to spending.

• South African consumers are becoming increasingly brand-conscious and this opens new doors to large,

international retailers.

• Trends of convenience, e-commerce and premiumisation are taking root in the market.

• Income growth will outpace the rate of inflation over the next five years.

Threats • South Africans have high household debt, meaning that most consumers finance many of their purchases

through credit, making them largely exposed to interest rate fluctuations.

• South Africa will experience a small recovery under President Ramaphosa, but progress with reforms will be

slow.

• Low business confidence and tightening fiscal pressures mean that jobs growth will remain subdued in both

the private and public sectors.

• The potential entry of global foreign retailers may lead to increased competition for local retailers who are

not as modernised or sophisticated by international standards.
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Industry Forecast

Consumer Spending

Key View: Consumer spending will accelerate over the next five years, averaging growth of 3.6% in real terms and 8.7% in nominal

terms between 2018 and 2022. Confidence has already started to rise during 2018 but we don't really see this translating into

higher spending until 2019. Improvement will come gradually due to high unemployment, and a return to inflation also beginning in

2019 and remaining elevated through 2022. This will focus spending towards essentials categories over non-essentials, as

households will be hesitant about taking on more debt in the short term. Higher growth over the back end of our forecast period will

signal a recovery and greater prospects for companies in the market.

Total Household Spending

Real household spending growth in South Africa will reach 3.7% in 2018, after a year of nearly flat growth in 2017 of just 0.2%.

Economic growth is likely to remain tepid and rising unemployment will limit consumption growth, though we do forecast an

improvement in real household spending growth compared with the previous year as the economy recovers. Over the five-year

forecast period, real household spending (at 2010 exchange rates and prices) will increase from USD166.8bn in 2018 to

USD203.6bn in 2022, growing at an average annual rate of 5.9% over this period.

Total Household Spending, Real Growth, % y-o-y

Total Household Spending, Real Growth, % y-o-y (2012-2022)

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

In local currency terms, household spending in South Africa will grow by an average annual rate of 8.7% over our forecast period,

increasing from ZAR2.2trn in 2018 to ZAR3.08trn in 2022. Mostly this will come in the latter half of the forecast period, after

recovering from lows over 2017. Household spending over our medium-term forecast period will be bolstered by income gains.
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TOTAL HOUSEHOLD SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Total household spending, ZARbn 1,926.5 2,031.8 2,201.8 2,412.3 2,622.6 2,851.4 3,083.8

Total household spending, USDbn 131.04 152.67 166.80 173.55 192.13 201.51 203.55

Total household spending, ZAR % y-o-y 14.12 5.47 8.36 9.56 8.72 8.73 8.15

Total household spending, USD % y-o-y -0.90 16.51 9.25 4.04 10.71 4.88 1.01

Total household spending, ZARbn, 2010 prices, % y-o-y 7.78 0.20 3.66 4.21 3.17 3.58 3.15

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Essential And Non-Essential Spending

Essentials spending (housing and utilities, transport, clothing and footwear and food and non-alcoholic drinks) is projected to

account for 71.3% of total household spending in 2018, rising to 72.2% by 2022. As in previous years, housing and utilities will

represent the largest source of household expenditure (28.5%), while transport represents the second largest sector (22.6%). Due to

the gradual nature of income growth, combined with a still nascent economic recovery, South African households will continue to

spend more on essential items over the coming years. This will lead to spending on essentials to reach ZAR2.23trn in 2022, up from

ZAR1.57trn in 2018.

Essential and Non Essential Spending

Essential and Non Essential Spending (2012-2022)

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Non-essentials spending (alcoholic drinks and tobacco, furnishing and home, health, recreation and culture, education, restaurants

and hotels, personal, insurance and other) will experience slower growth, averaging about 7.8% per year compared to 9.1% for

essentials spending categories. This will lead to non-essentials accounting for a smaller portion of total household spending,

declining from 28.8% in 2018 to 27.8% over 2018-2022. This does not mean that the total spending will decline, just that it is

growing slower than essentials. Non-essentials spending will grow from ZAR633bn in 2018 to ZAR857bn in 2022. The personal,

insurance and other category will remain the largest non-essential segment, at around 15% over our forecast period.
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ESSENTIAL AND NON ESSENTIAL SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Essentials spending, ZARbn 1,363.8 1,442.1 1,568.8 1,725.9 1,882.9 2,053.7 2,227.3

Non-Essentials spending, ZARbn 562.7 589.7 633.0 686.4 739.7 797.6 856.5

Essentials spending, % total 70.79 70.97 71.25 71.55 71.79 72.03 72.23

Non-Essentials spending, % total 29.21 29.03 28.75 28.45 28.21 27.97 27.77

Essentials spending, USDbn 92.77 108.36 118.85 124.17 137.94 145.14 147.02

Non-Essentials spending, USDbn 38.27 44.31 47.95 49.38 54.19 56.37 56.53

Essentials spending, ZAR % y-o-y 15.00 5.74 8.79 10.02 9.09 9.08 8.45

Non-Essentials spending, ZAR % y-o-y 12.05 4.82 7.33 8.44 7.77 7.83 7.37

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

We expect spending patterns in South Africa to become less dynamic over our forecast period as households increasingly calibrate

spending towards subsistence. Household spending in South Africa is dominated by housing and utilities, which accounts for 28.9%

of total household spending in 2018, and is forecast to remain the largest category at 28.7% in 2022. Transport accounts for the

second largest spending category at 21.5% of total household spending in 2018; this will grow to 22.7% by 2022. Transport will

grow at 10.3% on average per year between 2018-2022, the fastest growth rate alongside communications spending.

Total Household Spending Breakdown % total

Total Household Spending Breakdown % total (2018)

f = Fitch Solutions forecast. Source: Statistics South Africa, Fitch Solutions

The personal, insurance and other products sector is seeing the highest expenditure levels, estimated at 14.6% of spending in 2018,

followed by furnishing and home expenditure, at a sizeable 4.2%. Household debt to income levels have come down in recent years,

but still remain quite high and this is restricting the ability for consumers to borrow and spend on big ticket items such as furniture.

Furnishing and home spending will grow at an annual average of about 6.1% over our forecast period, the slowest of all our

categories. Health and education spending are set to grow well over the next five years, averaging 9.7% and 9.6% per

year respectively.
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Food, Drink And Tobacco

Food and non-alcoholic drink spending represents a significant area of expenditure in South African household spending. According

to our forecasts, expenditure on this sub-sector will account for ZAR288bn in 2018, while alcohol and tobacco combined will

account for an additional ZAR24bn. Within food and non-alcoholic drinks, the largest portion of household spending is focused on

food, which will account for a forecast ZAR267bn in 2018, leaving non-alcoholic drinks to account for the remaining ZAR21.4bn of

the total spend. Within the alcohol and tobacco segment, alcohol constitutes the larger spend, though only marginally. It is expected

to total ZAR12.9bn of the total spend, with tobacco taking ZAR11.1bn.

The growing need for convenience among consumers will benefit the local food industry on the back of increasing female labour

participation and a high number of single-adult households. Leading food companies will gradually expand into convenience foods

across all consumer groups, with lower-income consumers changing preferences to more easy-to-cook foods, while more affluent

consumers increasingly opt for ready-made pre-packaged meals. A food safety scandal in the beginning of 2018 will ensure that

greater care is given by consumers to the origin of their foods, prioritising higher value products over the coming years.

The country's alcohol industry will remain one of the most well developed across the Sub-Saharan African (SSA) region, owing to a

unique consumer base compared with the wider SSA region. We hold the view that the domestic market offers long-term growth

potential. Whereas affordability is the leading growth strategy across the region, premiumisation will be the key growth driver in

South Africa. In contrast, the country's relatively well-developed non-alcoholic drinks industry will come under pressure over our

forecast period to 2022, due to the sugary drinks tax set to come into effect in April 2018. We have revised down our forecasts for

carbonated soft drinks as a result, while the outlook for waters, fruit juices and other healthier alternatives has improved as we

expect spending to shift in this direction.

FOOD AND DRINKS (NON-ALCOHOLIC, ALCOHOLIC AND TOBACCO) SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Food and non-alcoholic drinks spending, ZARbn 253.60 266.93 288.37 314.90 341.39 370.21 399.48

Food spending, ZARbn 234.82 247.17 267.02 291.58 316.12 342.80 369.90

Non-alcoholic drinks spending, ZARbn 18.78 19.76 21.35 23.31 25.28 27.41 29.58

Alcoholic drinks and tobacco spending, ZARbn 21.08 22.19 23.98 26.18 28.38 30.78 33.21

Alcoholic drinks spending, ZARbn 11.30 11.90 12.85 14.04 15.22 16.50 17.81

Tobacco spending, ZARbn 9.78 10.30 11.12 12.15 13.17 14.28 15.41

Food and non-alcoholic drinks spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Food spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Non-alcoholic drinks spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Alcoholic drinks and tobacco spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Alcoholic drinks spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Tobacco spending, ZAR % y-o-y 13.44 5.26 8.03 9.20 8.41 8.44 7.91

Food and non-alcoholic drinks spending, USDbn 17.25 20.06 21.85 22.65 25.01 26.16 26.37

Alcoholic drinks and tobacco spending, USDbn 1.43 1.67 1.82 1.88 2.08 2.18 2.19

Food and non-alcoholic drinks spending, ZAR per

household
15,845.41 16,378.05 17,382.86 18,655.75 19,883.11 21,202.84 22,505.56

Alcoholic drinks and tobacco spending, ZAR per

household
1,317.45 1,361.73 1,445.28 1,551.11 1,653.16 1,762.88 1,871.20

Food and non-alcoholic drinks spending, ZAR per 4,612.62 4,815.07 5,161.69 5,595.61 6,024.36 6,489.70 6,958.44
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Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

capita

Alcoholic drinks and tobacco spending, ZAR per

capita
383.51 400.34 429.16 465.24 500.89 539.58 578.55

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Clothing And Footwear

Clothing and footwear currently accounts for a relatively small slice of overall household spending in South Africa, as we expect

spending to reach ZAR94.6bn in 2018. However, we expect this amount to increase, particularly in the 20-39 year age bracket and

in the USD10,000-plus income bracket, where aspirational spending on big-name brands will drive growth. Over our forecast period,

spending in the category will accelerate from 2018, showing robust growth, at an average annual rate of 8.2% between 2018 and

2022.

We remain optimistic that there are a number of opportunities in the long term for fashion retailers. The country's urbanised

population is youthful and many are entering employment and enjoying increasing levels of disposable income. Many South

Africans also possess high brand awareness and are familiar with modern retail formats. This is supporting continued spending

growth and generating new demand, particularly for international brands.

CLOTHING AND FOOTWEAR SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Clothing and footwear spending, ZARbn 83.57 87.82 94.63 103.05 111.46 120.61 129.89

Clothing spending, ZARbn 55.65 58.48 63.01 68.62 74.22 80.31 86.49

Footwear including repair spending, ZARbn 27.92 29.34 31.62 34.43 37.24 40.30 43.40

Clothing and footwear spending, ZAR % y-o-y 12.89 5.08 7.76 8.90 8.16 8.21 7.70

Clothing spending, ZAR % y-o-y 12.89 5.08 7.76 8.90 8.16 8.21 7.70

Footwear including repair spending, ZAR % y-o-y 12.89 5.08 7.76 8.90 8.16 8.21 7.70

Clothing and footwear spending, USDbn 5.68 6.60 7.17 7.41 8.17 8.52 8.57

Clothing spending, ZAR per household 3,476.93 3,587.86 3,798.32 4,065.30 4,322.69 4,599.55 4,872.85

Footwear including repair spending, ZAR per household 1,744.59 1,800.26 1,905.86 2,039.82 2,168.97 2,307.89 2,445.02

Clothing spending, ZAR per capita 1,012.14 1,054.81 1,127.88 1,219.35 1,309.73 1,407.82 1,506.62

Footwear including repair spending, ZAR per capita 507.85 529.27 565.93 611.82 657.17 706.39 755.97

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Household Goods

The household goods category represents the second largest non-essential spending category in South Africa, behind the personal,

insurance and other segment. The growing number of households in the middle-class USD10,000-plus income bracket will

encourage expenditure on non-essential items, such as household appliances, consumer electronics and furnishings. However,

growth will be slow and, in the longer term, will be a reflection of the country's ongoing economic weakness and cautiousness of

households to borrow.

We forecast spending on household goods to grow by an annual rate of 6.8% between 2018 and 2022, increasing from ZAR76.8bn

to ZAR100.4bn by the end of our forecast period. The largest area of household goods spending is AV, cameras and computers,

which we forecast to reach ZAR27.8bn in 2022.
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Due to the sub-sector's forecast tepid growth, we believe household goods will rank relatively low in the spending priorities of many

South African households over our forecast period. Nevertheless, we believe that South Africa's role as the largest consumer

electronics market in Africa will continue to attract a growing number of retailers in the long term.

There is a growing population of affluent South Africans and this group has become a key focus for vendors. High-income South

Africans tend to be well informed about technological trends and demand mobile handsets, digital TV sets and notebook

computers with state-of-the-art features. Replacement rates for consumer electronics products in these segments are higher.

Upper-income groups are understood to change their TV sets more frequently than lower-income groups.

HOUSEHOLD GOODS SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Household goods spending, ZARbn 69.33 72.24 76.82 82.46 88.09 94.19 100.39

Furniture and furnishings spending, ZARbn 10.92 11.33 11.96 12.74 13.51 14.34 15.19

Household textiles spending, ZARbn 13.34 13.84 14.61 15.56 16.50 17.52 18.55

Household appliances spending, ZARbn 11.66 12.09 12.76 13.59 14.41 15.30 16.21

Glass, tableware and utensils spending, ZARbn 1.88 1.95 2.06 2.20 2.33 2.47 2.62

Home & garden tools/equipment spending, ZARbn 1.05 1.08 1.15 1.22 1.29 1.37 1.45

AV, camera and computer spending, ZARbn 18.27 19.14 20.55 22.28 24.01 25.88 27.79

Toys, sports, gardens and pets spending, ZARbn 12.21 12.79 13.73 14.89 16.04 17.30 18.57

Household goods spending, ZAR % y-o-y 10.16 4.20 6.35 7.34 6.82 6.93 6.58

Furniture and furnishings spending, ZAR % y-o-y 8.74 3.72 5.58 6.47 6.06 6.19 5.91

Household textiles spending, ZAR % y-o-y 8.74 3.72 5.58 6.47 6.06 6.19 5.91

Household appliances spending, ZAR % y-o-y 8.74 3.72 5.58 6.47 6.06 6.19 5.91

Glass, tableware and utensils spending, ZAR % y-o-y 8.74 3.72 5.58 6.47 6.06 6.19 5.91

Home & garden tools/equipment spending, ZAR % y-o-y 8.74 3.72 5.58 6.47 6.06 6.19 5.91

AV, camera and computer spending, ZAR % y-o-y 12.03 4.81 7.32 8.42 7.76 7.82 7.37

Toys, sports, gardens and pets spending, ZAR % y-o-y 12.03 4.81 7.32 8.42 7.76 7.82 7.37

Household goods spending, USDbn 4.72 5.43 5.82 5.93 6.45 6.66 6.63

Household goods spending, ZAR per household 4,331.75 4,432.25 4,630.92 4,885.34 5,130.34 5,394.60 5,655.46

Household goods spending, ZAR per capita 1,260.98 1,303.06 1,375.11 1,465.31 1,554.43 1,651.16 1,748.60

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Personal Care And Effects

Personal care and effects spending in South Africa is forecast to account for ZAR29.8bn in 2018, growing at a robust annual rate of

7.5% over the medium term. Personal care products will dominate in the category, accounting for ZAR24.6bn of spending, also

growing at an impressive 7.5% annually, driving growth in the overall category. We expect the sector to be propped up by a growing

middle class that will increasingly spend more on these products and greater awareness of beauty, health and skincare products

feeding into demand.

Strong consumer price sensitivity exists in the personal and beauty care sector as a result of constraints on disposable income.

However, consumers are increasingly focused on personal care, which is boosting spending in the area, as is the growing focus on

offering products specifically developed for South African consumers. This will have a beneficial effect on beauty and personal care

retailers over the long term.
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PERSONAL CARE AND EFFECTS SPENDING (SOUTH AFRICA 2016-2022)

Indicator 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Personal care and effects spending, ZARbn 26.53 27.79 29.81 32.29 34.77 37.46 40.20

Personal care products spending, ZARbn 21.87 22.91 24.57 26.61 28.66 30.88 33.13

Personal effects products spending, ZARbn 4.66 4.89 5.24 5.68 6.11 6.59 7.07

Personal care and effects spending, ZAR % y-o-y 11.87 4.76 7.24 8.33 7.68 7.75 7.30

Personal care products spending, ZAR % y-o-y 11.87 4.76 7.24 8.33 7.68 7.75 7.30

Personal effects products spending, ZAR % y-o-y 11.87 4.76 7.24 8.33 7.68 7.75 7.30

Personal care and effects spending, USDbn 1.80 2.09 2.26 2.32 2.55 2.65 2.65

Personal care and effects spending, ZAR per household 1,657.69 1,705.27 1,796.67 1,912.95 2,025.01 2,145.66 2,264.75

Personal care and effects spending, ZAR per capita 482.55 501.34 533.51 573.77 613.56 656.74 700.23

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions

Tourism Spending

South Africa's tourism sector will not provide a significant boost to the country's retail sector as it is not a retail tourism hub. With

that said, the tourism-facing retail sectors, such as restaurants and hotels, will continue to benefit from South Africa's tourism sector,

which is set to experience modest growth in tourist arrivals at an annual average rate of 4.2% over our forecast period to 2022.

Arrivals will grow from 10.6mn in 2018 to 12.6mn in 2022.

Tourism growth will be driven by a regional uptick in demand for international air travel, rising spending powers in key regional and

international source markets and improved air travel routes. The shopping district of Sandton City in Johannesburg has emerged as

the premier destination for retailers in recent years, drawing in global luxury brands to attract tourists. The hotel sector is relatively

developed and most budget levels are well catered for, particularly in destinations such as Durban and Cape Town.
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Household Characteristics

KKey View:ey View: Incomes will grow at a steady rate just above inflation over our forecast period, resulting in an increase in purchasing

power in real terms. While inflation is set to average 5.2% between 2018-2022, household disposable incomes will grow by 6.5% per

year over the same period, helped by a rise in the minimum wage. High unemployment and the prevalence of low paying jobs will

constrain the overall income levels in the market, with the USD1,000-5,000 bracket representing the most households in the

country over the next five years. This bracket will decline in size, however, as households move up to higher income brackets,

resulting a more positive outlook for spending power.

Latest Updates

• South African net income per household will begin to grow marginally across our forecast period, from USD12,721 in 2018 to

USD14,417 in 2022, overturning the consistent decline experienced since 2013.

• Income growth will narrowly outpace inflation over this period, averaging about 6.5% compared to 5.2% for inflation, meaning it

will increase in real terms.

• The USD1,000-5,000 bracket will remain the largest throughout out forecast period, though we will see increasing numbers of

households move up into more middle-class earnings.

• Only 4.0% of total households currently have a combined income greater than USD50,000 a year. Although this is not a large

proportion, it will grow to 700,000 by 2022; this will provide an increasingly large market for high-end retailers.

Structural Trends

Slow but steady population growth is supporting a rise in the number of South African households. Total household numbers are

set to increase during our forecast period from 16.6mn in 2018 to 17.8mn by 2022, representing an average y-o-y growth rate of

1.8%, which offers valuable opportunities to establish themselves with new customers and build brand loyalty. This growth is also

supported by a steady rise in the number of working adults over the coming five years. We forecast that the size of the labour force

will increase to nearly 21.5mn by 2022.
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Household Income Breakdown

Household Income Breakdown (2018-2022)

f=Fitch Solutions forecast. Source: National sources, Fitch Solutions

The introduction of a national minimum wage will support income growth in 2018, increasing the minimum wage to ZAR3,500 per

month. This is expected to increase wages for 6.4mn South Africans and boost their overall spending ability, as it amounts to a raise

of about 7-8%, above the current rate of inflation of 3-5%. Disposable incomes per household will rise marginally from USD12,721 in

2018 to USD14,417 in 2022.

Those on the lowest incomes are often employed in agriculture, particularly in some of the country's less productive areas. The

agricultural sector is based on crops such as grapefruits, maize and cereals. The vast majority (66%) of the population works within

the service sector, in areas such as telecommunications, business processing, outsourcing. The tourism industry also plays a major

role in job creation, especially for low-income jobs. Industry has an undeniably important role in the country, with 18% of the

workforce employed in this sector; its operations focus on a wide range of ventures, from mining to automobiles.

This means that the USD1,000-5,000 category remains the largest income group between 2018-2022, though it will decrease in

size as households move up. In 2018, there will be 6.2mn households earning USD1,000-5,000, and this will fall slowly over the next

five years to 5.9mn, representing 33% of the total households. This decline is positive for the market as households' incomes rise,

and they move into higher brackets; specifically, the USD5,000-10,000 and USD10,000-25,000 brackets will experience the largest

increases over our forecast period. These will grow by about 400,000 households and 800,000 households respectively, during this

period, representing 27.2% and 24.3% by 2022. Those in our highest income, USD50,000 and above bracket will remain a small

portion of the total population at just 3.9% in 2022, amounting to about 700,000 households.

HOUSEHOLD INCOME DATA (SOUTH AFRICA 2015-2022)

Indicator 2015e 2016e 2017e 2018f 2019f 2020f 2021f 2022f

Households, '000 15,707.7 16,004.4 16,298.0 16,589.1 16,879.4 17,169.9 17,460.6 17,750.3

Households, % y-o-y 2.0 1.9 1.8 1.8 1.7 1.7 1.7 1.7

Average working adults per

household
2.3 2.3 2.3 2.3 2.3 2.3 2.2 2.2

Gross Income, per household,

ZAR
167,444.96 177,433.64 187,344.97 197,158.79 209,741.90 224,682.76 240,273.32 256,455.62

Gross Income, per household, 13,116.44 12,069.64 14,077.16 14,936.27 15,089.35 16,460.28 16,980.45 16,927.76
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Indicator 2015e 2016e 2017e 2018f 2019f 2020f 2021f 2022f

USD

Gross Income, per capita, ZAR 68,670.6 72,783.4 76,864.3 80,905.1 86,086.1 92,237.9 98,657.3 105,320.3

Gross Income, per capita, USD 5,379.16 4,950.97 5,775.61 6,129.17 6,193.25 6,757.36 6,972.25 6,951.83

Disposable Income, per

household, ZAR
142,612.92 151,120.28 159,561.76 167,920.20 178,637.24 191,362.37 204,640.85 218,423.32

Disposable Income, per

household, USD
11,171.3 10,279.7 11,989.5 12,721.2 12,851.6 14,019.2 14,462.3 14,417.4

Disposable Income, per capita,

ZAR
58,486.74 61,989.60 65,465.34 68,906.89 73,319.57 78,559.08 84,026.43 89,701.30

Disposable Income, per capita,

USD
4,581.4 4,216.7 4,919.1 5,220.2 5,274.8 5,755.2 5,938.3 5,920.9

Tax and social contributions, %

of gross income
14.8 14.8 14.8 14.8 14.8 14.8 14.8 14.8

Tax and social contributions,

per capita, ZAR
10,183.83 10,793.75 11,398.95 11,998.20 12,766.55 13,678.86 14,630.85 15,618.97

Tax and social contributions,

per capita, USD
797.7 734.2 856.5 909.0 918.5 1,002.1 1,034.0 1,031.0

Households '000 Disposable

Income USD5,000+
8,051.3 7,704.8 8,871.2 9,448.2 9,713.9 10,491.9 10,910.2 11,105.8

Households '000 Disposable

Income USD10,000+
4,078.5 3,775.8 4,624.9 5,050.2 5,215.8 5,850.3 6,169.3 6,274.4

Households '000 Disposable

Income USD50,000+
418.8 374.6 483.2 538.3 555.8 646.1 688.8 696.3

Households Disposable

Income USD5,000+, % total

households

51.3 48.1 54.4 57.0 57.5 61.1 62.5 62.6

Households Disposable

Income USD10,000+, % total

households

26.0 23.6 28.4 30.4 30.9 34.1 35.3 35.3

Households Disposable

Income USD50,000+, % total

households

2.7 2.3 3.0 3.2 3.3 3.8 3.9 3.9

e/f = Fitch Solutions estimate/forecast. Source: Statistics South Africa, Fitch Solutions
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Consumer Demographics

Key View: While South Africa has many similar characteristics to developed markets in terms of political institutions and economic

openness, its demographics are more similar to African markets. The total population is growing at a rapid rate and while it is getting

older, it is still young compared with developed markets, and is much more on par with African countries, with young adults

representing the largest group over the 2015-2050 period. Urbanisation levels are high and cities such as Johannesburg and Cape

Town are key retail hotspots, attracting wide-ranging investment.

Demographic Trends

Looking at the demographic trends of a market gives insight into where future opportunities will emerge for consumer-facing

industries. These are generally longer-term trends, taking place over multiple decades rather than our typical five-year forecast

period. This section therefore provides analysis, charts and data up to 2050. The demographic trajectories of South Africa are

analysed to enable a better understanding of the long-term population shifts and their impact from a consumer perspective.

Population Size

South Africa has one of the largest populations in Sub-Saharan Africa, only behind Nigeria, Ethiopia and the DRC, and is the largest

in the Southern African region. We forecast strong growth in its total population size over the 2015-2050 period, growing from

55.3mn in 2015 to 72.8mn in 2050. This rapid growth will ensure that South Africa remains one of the most attractive investment

destinations in the region, with an expanding consumer base for these companies to target.

Population Vs. Region

Total Population, mn

e/f=Fitch Solutions estimate/forecast. Source: UN, Fitch Solutions

• Simply put, larger population sizes translate into larger consumer markets for companies to target.

• If a population continues to grow over our 2050 forecast period, it sends a positive signal to investors, as their target market is

expanding.

• If a population shrinks, this poses a potential risk. This is particularly so if the shrinking is precipitated by a 'brain drain' among

young, educated adults - an important slice of the population.
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POPULATION (SOUTH AFRICA 2015-2050)

Geography Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

South Africa Population, mn 55.29 58.72 61.79 64.47 66.88 69.08 71.05 72.75

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

Adult Population Trends

South Africa will maintain a sizeable young adult population (20-39 years old) over our forecast period: it will grow from about 19mn

in 2015 to 22mn by 2050. Given that this consumer base is one of the more important demographic groups for spending, this will

be a boon to trendsetting, fashionable companies. The middle-aged population (40-64 years old) is our fastest growing segment,

rising by nearly 10mn over 2015-2050, from 12.2mn to 22.1mn. This will see it overtake the young adult population to become the

largest group, but only in the year 2050; for the remainder of our forecast period, the young adult segment will remain the largest.

Middle-aged consumers will account for 30.4% of the population in 2050, narrowly ahead of young adults at 30.1%. The

pensionable population (65-plus years old), will also grow rapidly, from but from a lower base. This segment will add about 5mn new

consumers over our forecast, reaching 7.8mn in 2050 and accounting for 10.8% of the population. While South Africa is the most

developed market in Sub-Saharan Africa and has similar consumer trends to other Western countries, it looks more like an African

country from a demographic standpoint and does not have an ageing population.

Adult Population Trends

Adult Population Trends (2000-2050)

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

• We have broken down the adult population into three groups: young adults (20-39 years old), middle-aged (40-64 years old) and

pensionable population (65-plus years old). We have used their percentages of the total population to determine which age

group will account for a larger or smaller share of the total population by 2050. This does not necessarily mean that a group will

decline in total numbers if the percentage falls, just that other groups are growing faster.

• Young Adults (Trendsetters): alcohol, technology (latest devices, e-commerce), fashion, personal care, restaurants, recreation,

furnishing and home (lower end), transport (public, taxis, second-hand cars), experiences (holidays, unique/shareable activities),

education, utilities, sporting goods.

• Middle Aged (Premiumisation): spirits, personal effects, restaurants, recreation and culture, health, transport (premium

brands, larger vehicles, new vehicles), financial products (life/home insurance), furnishing and home (antiques, renovations),

hotels (domestic), education, utilities, garden products.
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• Pensionable Population (Retiring, Out Of Workforce): health, financial, traditional food and drink, convenience, culture,

holidays, property, care services.

YOUNG ADULTS/ MIDDLE AGED/ PENSIONABLE POPULATION (SOUTH AFRICA 2015-2050)

Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

Population, 20-39 yrs, total, '000 18,896.9 19,909.8 20,286.0 20,442.0 20,887.5 21,380.9 21,779.5 21,888.9

Population, 40-64 yrs, total, '000 12,222.0 13,620.0 15,374.6 17,246.3 18,900.0 20,267.0 21,343.7 22,129.9

Population, 20-39 yrs, % total 34.2 33.9 32.8 31.7 31.2 31.0 30.7 30.1

Population, 40-64 yrs, % total 22.1 23.2 24.9 26.8 28.3 29.3 30.0 30.4

Pensionable popn, % of total 5.1 5.7 6.4 7.1 7.8 8.5 9.5 10.8

Pensionable pop., total, '000 2,809.5 3,368.4 3,967.6 4,580.5 5,212.2 5,905.1 6,723.0 7,844.9

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

Babies, Children And Teenage Population

South Africans aged under 20 years old will decline marginally in total, from 21.4mn in 2015 to 20.9mn by 2050. This will be

precipitated by fewer births over our forecast period, which will cause the largest dropoff in the age ranges of zero to four and five to

nine. The former will decline by 555,800 over this period, with the latter declining by 175,500, and both will decline as a percentage

too. Babies (0-4 years old) will fall from representing 10.2% of the population to 7% by 2050.

The pre-teenager (10-14 years old) and teenager categories (15-19 years old) will also decline in percentage terms of the total

population, but will experience small increases in total size. Teenagers will grow by 177,400 to reach 5.3mn in 2050, our largest

under-20 sub-category. Pre-teenagers will expand by 81,900 people to reach 5.26mn, our second largest sub-category.

Babies, Children & Teenage Population Trends

Babies, Children & Teenage Population Trends (2000-2050)

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

• We have broken down the non-adult population into four groups: babies (0-4 years old), children (5-9 years old), pre-teenagers

(10-14 years old) and teenagers (15-19 years old). We have used their percentages of the total population to determine which

age group will account for a larger or smaller share of the total population by 2050. This does not necessarily mean that a group
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will decline in total numbers if the percentage falls, just that other groups are growing faster.

• Babies: clothing and footwear, toys, games, personal care.

• Children: clothing and footwear, toys, games, confectionery, soft drinks.

• Pre-Teenagers (Allowances): fashion, recreation, technology (smartphones, apps, video games/consoles), restaurants (fast

food/quick serve, fast casual), confectionery, sporting goods.

• Teenagers (Minimum Wage): restaurants (fast food/quick serve, fast casual), alcohol, tobacco (vaporisers), personal care

(makeup), technology (smartphones, apps, video games/consoles), fashion, recreation, sporting goods.

POPULATION : CHILDREN AND TEENAGERS (SOUTH AFRICA 2015-2050)

Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

Population, 0-4 yrs, total, '000 5,663.8 5,647.9 5,549.9 5,426.1 5,334.1 5,278.2 5,213.5 5,108.0

Population, 5-9 yrs, total, '000 5,379.7 5,640.3 5,627.5 5,529.9 5,410.3 5,321.2 5,267.4 5,204.2

Population, 10-14 yrs, total, '000 5,181.9 5,363.4 5,631.1 5,619.3 5,523.4 5,405.1 5,316.9 5,263.8

Population, 15-19 yrs, total, '000 5,137.4 5,171.5 5,353.3 5,621.5 5,612.8 5,518.8 5,401.9 5,314.8

Population, 0-4 yrs, % total 10.2 9.6 9.0 8.4 8.0 7.6 7.3 7.0

Population, 5-9 yrs, % total 9.7 9.6 9.1 8.6 8.1 7.7 7.4 7.2

Population, 10-14 yrs, % total 9.4 9.1 9.1 8.7 8.3 7.8 7.5 7.2

Population, 15-19 yrs, % total 9.3 8.8 8.7 8.7 8.4 8.0 7.6 7.3

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

Median Age

The median age of South Africa's population will increase from 26 years old to just over 34 years old by 2050. While it is currently

the oldest population in the Southern Africa region, it will be overtaken by Botswana in 2045, which is ageing at a faster rate. Despite

South Africa's median age increase of eight years, this is coming from a fairly low base and will remain young in comparison with

developed markets in Europe and Asia.

Median Age Vs. Region

Median Age

e/f=Fitch Solutions estimate/forecast. Source: UN, Fitch Solutions
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• This indicator works as a complement to our other population age forecasts, providing an average age of the population and

how it is changing over time.

• Developed markets typically have a higher score for this indicator; they are ageing as people live longer and birth rates fall. Older

generations can present an opportunity, if they are marketed to in the right way. Convenience, easy-to-open packaging and

traditional ingredients are appealing to this group.

• Emerging markets tend to be lower in average age, as birth rates remain strong and populations grow. This bodes well for

companies targeting trendsetting, younger generations entering the consumer market with higher levels of income than their

parents. One area of risk is that youth unemployment can be quite high in these markets, capping the spending.

POPULATION, MEDIAN AGE OF POPULATION (SOUTH AFRICA 2015-2050)

Geography Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

South Africa Median age of population 26.1 27.3 28.5 29.6 30.7 31.8 32.9 34.1

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

Urban/Rural Split

South Africa's retail sector benefits significantly from the country's large urban population. City dwellers are estimated to account

for 64.8% of the total population in 2015, a proportion which is expected to rise to 77.4% in 2050. This makes South Africa the sixth

most urbanised country on the African continent. Urbanisation typically benefits retailers due to higher levels of income and thus

greater household spending in these areas. Cities also offer retailers modern retail formats, with urban areas such as Johannesburg,

Cape Town and Durban home to the largest number of opportunities for retail groups. Areas in the first two have become hubs for

luxury goods companies looking to expand into the African continent, while Johannesburg has a population of around 11mn.

Rustenburg, Pretoria and Soshanguve have been among the fastest growing cities in the country in recent decades.

The country's rural population is currently 35.2% of the total, and this figure is forecast to drop to 22.6% of the total by 2050.

However, the declining rural population has not deterred retail expansion into these areas. Over the past 20 years, there has been a

steady increase in retail supply in the former regulated townships, with the latest retail development trend focusing on smaller

towns and rural areas.

Urban & Rural Population Trends

Urban and Rural Population '000 (2000-2050)

f=Fitch Solutions forecast. Source: UN, Fitch Solutions
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• Markets with higher urbanisation levels are generally more attractive, due to developed logistics, concentrated consumers and

higher spending levels, among other reasons.

• In contrast, consumers in rural regions are harder to reach and typically have lower spending power, making investment riskier,

particularly in emerging markets.

RURAL/URBAN POPULATION (SOUTH AFRICA 2015-2050)

Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

Urban pop., % of total 64.8 67.2 69.4 71.3 73.1 74.6 76.1 77.4

Rural pop., % of total 35.2 32.8 30.6 28.7 26.9 25.4 23.9 22.6

Urban pop., total, '000 35,829.3 39,456.0 42,868.7 45,994.9 48,884.1 51,540.7 54,035.4 56,343.3

Rural pop., total, '000 19,462.0 19,265.3 18,921.3 18,470.7 17,996.1 17,535.7 17,010.5 16,411.3

Population per sq km, persons 45.6 48.4 50.9 53.1 55.1 56.9 58.6 60.0

f=Fitch Solutions forecast. Source: UN, Fitch Solutions

Male/Female Split

Females will outnumber males over the course of our forecast period. This gap will grow from 1mn in 2015 to 1.5mn in 2050, but is

not wide enough to push the male/female ratio beyond 1.0 throughout this time. By 2050, the female population will reach

37.1mn, while the male population will reach 35.6mn. Female labour participation reached 47.8% in 2016, according to the World

Bank. This has not recovered from a high of 47.9% in 2008, but has improved steadily over the years since 2009-10, when this figure

dropped following the global financial crisis.

• Except for some extreme examples such as China, the male/female split tends to be about equal, with only a slight leaning

towards one gender.

• The rise of the female consumer is becoming an important part of company strategy. They are beginning to tailor products,

advertising and marketing - which were previously male-focused or neutral - to women.

POPULATION RATIO (SOUTH AFRICA 2015-2050)

Indicator 2015 2020f 2025f 2030f 2035f 2040f 2045f 2050f

Population, total, male, '000 27,149.3 28,791.3 30,260.4 31,543.8 32,714.6 33,793.1 34,766.8 35,609.4

Population, total, female, '000 28,141.9 29,929.9 31,529.6 32,921.7 34,165.7 35,283.3 36,279.1 37,145.2

Population ratio, male/female 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0

f=Fitch Solutions forecast. Source: UN, Fitch Solutions
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Market Overview

Retail Trends

South Africa's retail sector is still largely dominated by domestic players, with increasing competition from international retailers,

which have been able to enter the market and resonate immediately among the increasingly aspirational-spending population.

Department stores in South Africa take a large slice of the fashion market, but there are many niche players too, appealing to the

country's youthful and urbanised consumer base that possesses increasing disposable income and a growing interest in fashion.

Latest Updates

• Retail sales rose by 1.3% y-o-y in July 2018, according to Statistics South Africa. This was down from the previous month of June

2018, when retail sales were 1.8%.

• Reports in June 2018 suggest that Steinhoff Africa Retail (Star) will change its name to Pepkor Holdings to distance itself from

its parent company Steinhoff International.
• In July 2018, German furniture and home décor retailer Kare opened its first South African store, located in Johannesburg. The

space will offer its extensive range of furniture, lighting and accessories.

• Mr Price announced that it would be investing ZAR550mn (USD37mn) over the course of its 2019 financial year for opening 48

new stores and the acquisition of 12 Kenyan franchise stores.

• In June 2018, South African investment firm Long4Life agreed a ZAR3.9bn (USD287.5mn) deal to acquire fashion retailer Rage.

The fashion retailer has 555 stores across the country and sells footwear, clothes and accessories in the adult and children’s

markets.

• Massmart Holdings reported weak sales growth in its interim results for the period ending June 2018, with comparable sales

up 0.2%. The group stated that lowering prices had not attracted more spending from consumers due to the adverse financial

conditions being experienced by lower- and middle-income households, with spending prioritised on food, clothing and

transport.

Clothing And Footwear

For many years, local clothing retailers such as Mr Price, Edgars and Truworths dominated the South African fashion scene. In

recent times, this has started to change, as foreign players including H&M and Zara have moved in.

Edcon is the country's largest clothing retailer, but in recent times, it has been struggling to survive, faced with a daunting ZAR25bn

debt burden and net losses. Edgars has been trading in South Africa since 1929 and currently operates 212 stores selling clothing,

footwear and accessories. The banner offers third-party brands, positioning the stores as a destination for fashionable international

brands. In September 2016, private equity company Bain Capital agreed to a debt-for-equity swap deal, valued at USD1.5bn, with

Edcon. The company announced that it will sell its Legit chain to private equity group Metier for ZAR637mn.

One of South Africa's largest fashion retailers is the Mr Price Group, which takes a significant share of the market via its department

store chains. The chain, which specialises in discount retailing, has benefited in recent years from South Africa's weakening

economic outlook. The company specialises in low-cost retailing and generally attracts less wealthy South Africans; as a result, 83%

of the chain's sales are made in cash. This has benefited Mr Price, given new affordability rules that have made the obtaining of easy

in-store credit a thing of the past in South Africa. In May 2018, Mr Price Group reported a 21% increase in its full-year earnings,

boosted by its MRP Apparel, Miladys and MRP Money divisions.

Foschini Group is another major fashion retail company, holding 13 trading divisions in a range of lifestyle products. The company

has been expanding through acquisitions overseas during 2016-2017. The more stringent regulation on in-store credit cards
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introduced in South Africa had a negative effect on sales, and in a move similar to Mr Price, Foschini has attempted to improve cash

sales, although these currently account for less than 50% of turnover.

Another major player in the South African clothing space is Truworths, part of Truworths International. Truworths owns more

than 650 outlets nationwide and an additional 44 across Sub-Saharan Africa. At the end of 2015, Truworths acquired shoe retailer

Office from private equity company Silverfleet Capital in a deal worth GBP256mn and the sale will help Truworths diversify, in an

attempt to counteract the weak rand. The company reported flat growth for the first half of its 2017-18 financial year ending

December 31 2017, due to political uncertainty.

Many international fashion retailers enter the market via the franchise route, with speciality retail apparel chain Express planning to

open its first outlets in South Africa under a franchise agreement with Edcon Group during 2015. Swedish fashion retailer H&M

opened in the new Mall of Africa retail development in Johannesburg's Waterfall City in April 2016. The retailer now operates at 13

locations in South Africa, including six stores in the Johannesburg area and four in the Cape Town area. Spanish fashion giant Zara

launched on the South African market in 2012, and by the end of 2015, it operated seven stores in the country.

Australian fashion retailer Cotton On Group is following a strategy to double the size of its South African business, with plans to

open up to 100 new stores, including megastores. The retailer entered the South African market in 2011 and currently has around

130 stores nationwide, including 42 megastores. At the end of January 2018, Cotton On announced the launch of its online store in

South Africa, allowing consumers to shop its seven brands including fashion, active wear, accessories and crafts. The platform is

mobile friendly offering an omnichannel 'click and collect' or 'store to door' delivery methods.
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Household Goods

In terms of homeware and household goods, specialist retailers remain the dominant channel for consumer purchases in South

Africa, primarily due to specialist knowledge and extensive coverage and product assortment. Some of the major drivers fuelling

growth in homeware and household goods retailing are the growing affluence of the South African population, increasing home

ownership and mass housing and electrification.

The household goods, homeware and home improvement sector is relatively competitive and there are a number of domestic

chains, such as Chamberlains, Boxer Build and Mica Hardware. Retail formats vary, from large superstores to smaller city centre

display stores and a growing online sales sector, although this remains in its infancy.

Mica Hardware and DIY Depot are part of Legendary Retail Brands and feature among the largest hardware groups in South

Africa, with 140 stores nationwide. The formats are based on voluntary trading and offer a range of DIY, hardware and building

products.

SELECT CLOTHING AND FOOTWEAR RETAILERS

Company
Parent/

ownership
Sub-sector Revenues Employees Stores Notes

Truworths
Publicly

Traded

Menswear,

womenswear,

kidswear,

accessories

ZAR10,289mn 11,361 829

In December 2015, the group acquired an

88.9% stake in UK retailer Office Retail

Group, in a ZAR5.6bn (GBP256mn) deal,

as part of its plan for international

expansion.

Foschini

The

Foschini

Group

Menswear,

womenswear,

kidswear,

acessories,

footwear and

cosmetics

ZAR28,593mn

17,916

(across

brands)

Over 200 Foschini

stores and 2,652

stores across all

Foschini-owned

retail brands

In January 2015, the group acquired an

85% stake in UK retail group Phase Eight.

H&M
Hennes &

Mauritz

Menswear,

womenswear,

kidswear and

accessories

SEK890mn 548 17 First store opened in Cape Town in Q415.

ZARA Inditex

Clothing,

accessories,

footwear and

womenswear

na 287 9 -

Edcon

Edcon

Holdings

Limited

Clothing,

footwear and

textiles

ZAR27,425mn

20,000

(permanent)

25,000

(temporary)

1,343 -

Edgars

Edcon

Holdings

Limited

Menswear,

womenswear,

kidswear and

cosmetics

ZAR10,164mn 145,000 212 -

na = not available. Source: Fitch Solutions
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Part of the Boxer group, the Boxer Build banner was first opened in 2004. The hardware outlets are located in the Eastern Cape and

KwaZulu-Natal provinces. The retailer stocks a wide range of DIY and hardware products at competitive prices aimed at both

domestic consumers and trade contractors.

Operating since 1903, Chamberlains is a well-known hardware store chain in South Africa, specialising in lighting and electrics,

paints, garden equipment, and bathrooms and plumbing.

Edcon operates the Boardmans banner, acquired in 2003, which now has 33 stores nationwide. The chain specialises in the fast

growing home living retail segment, focusing on bedroom, bathroom, kitchen and home decor.

@Home features as one of the country's leading specialist homeware retailers with about 28 stores. The chain offers quality

homeware products at competitive prices from a range of well-known brands, such as Russell Hobbs and Wilkinson Sword.

In August 2017, Japanese fashion and beauty retailer MINISO officially opened its first store in South Africa, located in Pretoria.

More stores will be opened over the coming years in Durban, Cape Town and Gauteng, with 50 stores in total in the pipeline.

Electronics

Electronics and appliance specialist retailers remain the primary channel for consumer electronics purchases in South Africa, due to

the specialist nature of such retail outlets, their related expertise and wide product ranges.

Leading specialist retailers include Incredible Connection and Hi-Fi Corporation, both owned by JD Group. The latter has built

a substantial brand image and it has a very strong presence in South Africa. The company's position in the channel is based on its

SELECT HOUSEHOLD GOODS, HOMEWARE AND HOME IMPROVEMENT RETAILERS

Company
Parent/

ownership
Sub-sector Revenues Employees Stores Notes

Boxer

Hardware

Stores

Pick 'n Pay DIY na na na -

Chamberlains

FH

Chamberlain

Trading

Hardware, outdoor,

electronics and DIY
na na na First opened in 1903.

HomeChoice

HomeChoice

International

PLC

Furnishings, electronics,

kitchen and appliances
na na na -

Mica

Hardware
DIY and hardware na na 140 -

Furniture City
Furniture

City
Furniture na na 33 -

Build It
SPAR Group

Limited
DIY and building hardware na na 300 -

Builders -
DIY, trade and

construction
na na na

Includes Builders Express, Builders

Superstores, Builders Trade Depot and

Builders Warehouse brands.

na = not available. Source: Fitch Solutions
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Hi-Fi Corporation, Electric Express and Incredible Connection banners.

Incredible Connection is the largest consumer electronics and IT retailer in South Africa, with around 70 stores. In 2010, Incredible

Connection began offering free broadband ADSL data bundles to customers buying a notebook or PC. The new initiative, named

'Incredible Connect', was developed in conjunction with internet access and ISP specialist Branded Internet to bring the benefits

of broadband internet to more South Africans.

Hi-Fi Corporation, founded in 1993 and acquired by JD Group in 2003, is the biggest audio-visual warehouse in Africa. The first store

opened in Wynberg, Sandton and the company now has 35 stores across the region. Each store offers more than 160,000 products,

from LEDs to DVD players, at low prices. The company says it is now looking to differentiate itself in the market through 'specific,

customer-centric service offerings, as well as specialised sales people'. All Hi-Fi Corp stores will eventually reflect the rebranding, with

Centurion Hi-Fi Corp the first new-look store to be unveiled. It now has an established e-commerce presence after launching its

website in 2012. The first of a new generation small store concept was launched in spring 2016.

Massmart owns DionWired, a South African electronics specialist chain targeting the middle- to upper-income consumer. The

chain has around 13 stores, featuring the slogan 'Experience the Future'. The concept has proven successful and the retailer is keen

to establish a national footprint in South Africa.

Edcon's 193 CNA stores sell photographic equipment, computer accessories and communications, as well as stationery, books,

music, magazines and toys. In the year ended March 28 2015, the CNA division accounted for 7.3% of the company's total retail

sales.

Department Stores

The department store sector is currently dominated by three or four major chains, offering a diverse product portfolio of private-

label and branded products. Product categories range from clothing and footwear to accessories and homeware. Major department

store operators include DCON, Woolworths and Mr Price Group; the latter currently operates more than 750 stores across Southern

Africa.

Johannesburg-based department store Stuttafords closed down its stores in August 2017 after creditors voted to wind up the

chain. Known as the Harrods of South Africa, the company blamed domestic economic difficulties and competition from online

and lower-cost retailers for its slump. The company had nine stores across South Africa, as well as locations in Botswana and

Namibia. The chain was launched in 1858 in Cape Town.

SELECT ELECTRONICS RETAILERS

Company Parent/ownership Sub-sector Revenues Employees Stores Notes

Incredible

Connection

JD Consumer Electronics and

Appliances

Computers, photography, gaming, mobile

phones and fitness
na na 70 -

Hi-Fi Corp
JD Consumer Electronics and

Appliances

Home appliances, computers, gaming and

entertainment
na na 35 -

Dion Wired Massmart Holidings Electronics and applicances na na 24 -

Musica Musica Gaming, audio, music na na na -

na = not available. Source: Fitch Solutions
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E-Commerce And Online Marketplaces

E-commerce penetration in South Africa remains relatively low by global standards. Nonetheless, we believe that the number of

online shoppers could nearly triple over our forecast period, due to the increasing number of consumers heading online to make

their purchases. South Africa's e-commerce market will develop from a low base and we believe future growth will be supported by

the growing number of South Africans in possession of mobile devices, tablets and computer devices, which are equipped with an

internet connection.

However, cyber security remains a prevalent concern for South African consumers, with many potential shoppers uncomfortable

about the notion of payment protection or security and generally opting instead for physical retail purchases. Services such as

PayPal play an active and important role globally in addressing this issue and have already started to make an impact in the South

African market: more than 1mn PayPal accounts have been opened in the country.

South Africa's leading e-commerce player operates under the takealot.com brand, which engaged in a merger with fellow South

African e-commerce giant, Kalahari. This merger was deemed a necessary step in the evolution of online retail in South Africa and

will allow the brand to better compete with international e-commerce giants such as Amazon. The deal was approved in summer

2015.

Launched in 2012, Zando is seen as South Africa's premier online fashion shopping destination. The website offers over 1000

brands, including footwear, apparel, homeware, beauty products and its own-label brand Utopia. Wantitall offers over 14mn

products imported from the US on its website, with direct delivery to the South African consumer. Categories include books, beauty

products, toys, jewellery, musical instruments, music, personal health, electronics and DVDs.

SELECT DEPARTMENT STORES

Company
Parent/

ownership
Sub-sector Revenues Employees Stores Notes

Mr Price
Mr Price

Group

Fashion, homeware and

sportswear
ZAR21.3bn 16,635 1,258

Five trading divisions: Mr Price,

Mr Price Sport, Mr Price Home,

Miladys and Sheet Street.

Woolworths

Woolworths

Holdings

Limited

Fashion, homeware and

food
ZAR75.8bn 41,110 1,323 -

ShopRite

ShopRite

Holdings

Limited

Food, appliances, DIY ZAR141bn
132,942 (across the

company)
1,457 -

Pick 'n Pay
Pick 'n Pay

Holdings
-

ZAR81.6bn

(globally)

48,700 in owned stores

and 23,000 in

franchised stores

(globally)

510
Opened 127 new stores in

2015.

JD Group JD Group

Furniture, consumer

electronics, DIY, building

materials and appliances

ZAR16,986mn 24,302 1,223 -

Game
Massmart

Holdings

Electronics, appliances,

computers and gaming;

department store

na na 110 -

na = not available. Source: Fitch Solutions
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Amazon ships certain products to South Africa but does not have a full presence as of March 2018.

Online fashion retailers Spree and Superbalist announced in June 2018 that they would merge. Both companies are already

majority owned by Naspers, and will help create scale and buying power as they target similar consumers.

Pharmacies And Drugstores

The South African pharmacy market is dominated by four key players: Alpha Pharm, MediRite, Clicks, and Dis-Chem.

Clicks Group is a retail-led healthcare group which is listed in the Food and Drug Retailers sector on the Johannesburg Stock

Exchange. The first Clicks pharmacy opened in 2004. United Pharmaceutical Distributors (UPD) was acquired by the group in 2003

to provide a distribution capability. Clicks states that it accounts for an estimated 18% share of the retail pharmacy market. The

Clicks pharmacy chain runs to over 360 in-store pharmacies, standing as South Africa's leading health and beauty retailer. The chain

targets consumers in the growing middle- to upper-income markets and its ClubCard is one of the largest loyalty programmes in

South Africa, with over 5mn active members. 76% of ClubCard customers are women and 61% are in the 25-49 age group. In April

2018, Clicks Group announced it would be investing over ZAR700mn in new stores, pharmacies, store refurbishments, supply chain

infrastructure and IT over the course of 2018. Clicks Group's store footprint has reached 646, with plans to grow its South African

store base to 900 in the longer-term.

The MediRite chain of over 120 pharmacies is owned by grocery retailer Shoprite. The pharmacies are generally located at or very

close to the entrances of Shoprite or Checkers supermarkets and have filled a hole in the marketplace in low-income areas where

medical provision is scarce.

Dis-Chem has been operating since 1978 and offers a wide range of beauty, health food, sport supplements and well-being

products in its 54 stores. The pharmacy chain also offers beauty salons in virtually all its stores and has recently introduced hair

salons in selected stores. The retailer offers online shopping as well.

Alpha Pharm operates 380 independent branded pharmacies nationwide in South Africa. In 2014, the group agreed to merge to

form a private company and to sell a 51% stake to Swiss investment company Shogun Holdings und Finanz for ZAR350mn.

Member pharmacists remain shareholders in the remaining 49%, 'ensuring the company's sustained commitment to servicing and

growing the independent pharmacy sector and its customers'.

In April 2018, Clicks Group announced that it would be investing more than ZAR700mn in new stores, pharmacies, store

SELECT E-COMMERCE RETAILERS

Company
Parent/

ownership
Sub-sector Revenues Employees Stores Notes

Takealot
Takealot

Online

Fashion, books, gaming,

homeware, toys and travel
na na na

Merged with Kalahari.com, another South African

leading e-commerce player, on January 5 2015.

Zando Zando Fashion na na na
Founded in 2012. Recorded number of visits

from South African users as 8,744 per day.

Loot
Loot

Online

Books, DVDs, electronics,

homeware and crafts
na na na -

Wantitall
Wantitall

(Pty) Ltd.

Beauty, books, appliances,

homeware, and

accessories

na na na Imports products from the US.

na = not available. Source: Fitch Solutions
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refurbishments, supply chain infrastructure and IT over the course of 2018.

As of May 2018, Nikel Cosmetics are now available in South Africa and can be bought through Zando and Beauty Worx.

Shopping Centres And Malls

Shopping centres have steadily expanded their presence beyond the traditional retail hotspots to more suburban townships.

Additional new residential developments outside the country's most urbanised areas have encouraged developers to include retail

centres. South Africa possesses a wide range of retail formats, from department stores to chain supermarkets, with many typically

reflecting the standard of outlets available in the US or Western Europe.

Opened in April 2016, the Mall of Africa, located in Midrand, is one of the largest retail developments in the country. The mall offers

about 300 stores and restaurants, including international brands such as Zara, H&M, Krispy Kreme Doughnuts and Häagen
Dazs. The mall is also one of the two locations for the April 2016 launch of Starbucks in South Africa, and contains a number of

local stores and fast-food restaurants. While it is a huge development for South African retail, the size of the investment and the

timing of its launch are concerning, given the economic downturn currently faced by the country.

Fourways Mall is currently under construction and aims to be the second largest mall in the country. The project is being built

through Accelerate properties, which will see the expansion of Fourways Mall - joining with other centres in the area - to cover

175,000sq m under one roof. The project is due for completion in late 2018.

In late September 2017, the Cornumbia Mall near Durban, KwaZulu-Natal, opened its doors for the first time. The ZAR1.8bn facility

offers 65,000sq m of retail space, and opened with 110 tenants, representing around 80% of total letting capacity. The mall is

estimated to have created 1,100 jobs. Among the retailer present are major domestic fashion chains such as Edgars and Truworths

and food retailers such as Checkers, Pick 'n Pay and Woolworths. The mall also offers sports and leisure facilities, including a seven-

screen cinema and mountain bike trail, and a selection of bars and restaurants. Plans are already in place to add another 20,000sq

m of retail space in the future.

Smaller, traditional and family-owned stores are still abundant in the country's rural areas; however, this has ensured that the rural

retail market remains somewhat fragmented. Two major developments underway include Billion's 35,000sq m mall in Pretoria

North's Hebron township, as well as the mall by Thavhani Property Investments, in partnership with Flanagan & Gerard
Property Investments, in Limpopo's Vhembe District Municipality.

SELECT PHARMACIES

Company
Parent/

ownership
Sub-sector Revenues Employees Stores Notes

Clicks Clicks Group Ltd Health, beauty, retail pharmacy ZAR26.8bn
8,658 (group

total)
622 -

MediRite
Operates within 56 ShopRite

stores
-

Dis-Chem
Dis-Chem

Pharmacies

Pharmaceuticals, beauty and

electricals
na na na -

Alpha

Pharm
Alpha Pharm Pharmaceuticals na na 250 -

na = not available. Source: Fitch Solutions
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Consumer & Retail Glossary

Fitch Solutions' household spending data is based on the UN Classification of individual consumption by purpose (COICOP), which is

a classification system used to define consumption expenditures incurred by households. This lists various categories and sub-

categories defining the different categories of items on which households spend, and is the preferred model used in household

expenditure surveys carried out by national statistics agencies from which Fitch Solutions’ household spending data is sourced.

Where spending data is not readily allocated into the COICOP format, Fitch Solutions applies a rigorous and logical approach in

allocating data to align with these categories, and if needed, apply aggregation methods or other techniques to achieve category

level data.

Fitch Solutions' spending data defines spending in terms of three different types of consumer units: individuals (given as per capita),

households and total economy.

• Household - is defined as a group of people living in the same residential unit. The number of households and average persons

per household is sourced from national statistics. Where this data is unavailable, Fitch Solutions uses alternative best sources for

the data, and where needed use best practice techniques to make an estimate. Households exclude institutionalised individuals,

such as those in hospitals and military, religious and other institutions. Where national statistics include it, Fitch Solutions uses

the relevant best practice to amend the data in order to keep all countries similar with respects to their definition.

• Per household spending - is defined as spending by each household unit.

• Per capita spending - is defined as spending by each individual person.

Below are definitions to the different indicators covered in our consumer & retail publications. For more details on what is included

in each of the categories, please review: 'UN - detailed structure and explanatory notes', http://unstats.un.org/unsd/cr/registry/

regcst.asp?Cl=5&Lg=1

Food and non-alcoholic drinks spending - refers to the sum of food spending and non-alcoholic food spending. Details of what

is included in these categories are given below.

Food spending - refers to the sum of spending on the following food items:

01.1.1 - Bread and cereals

01.1.2 - Meat

01.1.3 - Fish and seafood

01.1.4 - Milk, cheese and eggs

01.1.5 - Oils and fats

01.1.6 - Fruit

01.1.7 - Vegetables

01.1.8 - Sugar, jam, honey, chocolate and confectionery

01.1.9 - Food products, other.
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Note that this refers to spending on food for home consumption and excludes food spending for consumption outside the home.

Non-alcoholic drinks spending - refers to the sum of spending on the following types of drinks:

01.2.1 - Coffee, tea and cocoa

01.2.2 - Mineral waters, soft drinks, fruit and vegetable juices

Note that this refers to spending on drinks for home consumption, and excludes spending for consumption outside the home.

Alcoholic drinks and tobacco spending - refers to the sum of spending on the following items/services:

Alcoholic drinks spending - refers to the sum of spending on the following items:

02.1.1 - Spirits

02.1.2 - Wine

02.1.3 - Beer

Tobacco spending - refers to spending on the following tobacco products: cigarettes; cigarette tobacco and cigarette papers;

cigars, pipe tobacco, chewing tobacco or snuff. Excludes other smokers' articles.

Clothing and footwear spending - refers to the sum of spending on the following items/services:

Clothing spending - refers to the sum of spending on the following clothing items:

03.1.1 - Clothing materials

03.1.2 - Garments

03.1.3 - Other articles of clothing and clothing accessories

03.1.4 - Cleaning, repair and hire of clothing

Footwear, including repair, spending - refers to the sum of spending on the following items:

03.2.1 - Shoes and other footwear

03.2.2 - Repair and hire of footwear

Housing and utilities spending - refers to the sum of spending on the following items:

04.1 - Actual rentals for housing

04.2 - Imputed rentals for housing

04.3 - Maintenance and repair of the dwelling

04.4 - Water supply and miscellaneous services relating to the dwelling
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04.5 - Electricity, gas and other fuels

Furnishing and home spending - refers to the sum of spending on the following items/services:

Furniture and furnishings spending - refers to spending on the following items:

05.1.1 - Furniture and furnishings

05.1.2 - Carpets and other floor coverings

05.1.3 - Repair of furniture, furnishings and floor coverings

Household textiles - refers to the sum of spending on the following items:

05.2.0 - Household textiles which includes items such as fabrics, bedding, linen, kitchen and bathroom linen, cloths and towels.

Household appliances - refers to the sum of spending on the following items:

05.3.1 - Major household appliances, whether electric or not

05.3.2 - Small electric household appliances

05.3.3 - Repair of household appliances

Glass, tableware and utensils - refers to the sum of spending on the following items:

05.4.0 - Glassware, tableware and household utensils which includes items such as cutlery, flatware, silverware, kitchen utensils,

pans, non-electric household containers, waste bins etc.

Home and garden tools/equipment spending - refers to the sum of spending on the following items:

05.5.1 - Major tools and equipment

05.5.2 - Small tools and miscellaneous accessories

Goods and services for routine household maintenance - refers to the sum of spending on the following items:

05.6.1 - Non-durable household goods

05.6.2 - Domestic services and household services

Health spending - refers to the sum of spending on the following items/services:

06.1 - Medical products, appliances and equipment

06.2 - Outpatient services

06.3 - Hospital services

Transport spending - refers to the sum of spending on the following items/services:
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07.1 - Purchase of vehicles

07.2 - Operation of personal transport equipment

07.3 - Transport services

Communications spending - refers to the sum of spending on the following items/services:

08.1 - Postal services

08.2 - Telephone and telefax equipment

08.3 - Telephone and telefax services

Recreation and culture spending - refers to the sum of spending on the following items/services:

09.1 - AV, camera and computer - refers to the sum of spending on the following items: AV equipment spending, including

television, radio and CD players; cameras and video cameras, including sound recording equipment; computers spending, including

all types of personal computers, software and peripherals; recorded media, including recordable CDs, cassette and recording films;

AV, camera and computer repairs

09. 2 - Other major durables for recreation and culture

09.3 - Toys, sports, gardens and pets - refers to the sum of spending on the following items: games, toys and hobbies spending,

including items such as card, board, electronic games and hobbies, eg stamp collecting and video games; sport and camping

equipment, including items such as sports equipment, and game specific footwear; gardens, plants and flowers, including artificial

flowers, pots and pot holders; pet food/products and vet fees, including all pet related accessories.

09.4 - Recreational and cultural services

09.5 - Newspapers, books and stationery

09.6 -

Education spending - refers to the sum of spending on the following items/services:

10.1 - Pre-primary and primary education

10.2 - Secondary education

10.3 - Post-secondary non-tertiary education

10.4 - Tertiary education

10.5 - Education not definable by level

For more details on what is included in each of the above categories, please review 'UN - detailed structure and explanatory notes'.

Restaurants and hotels spending - refers to the sum of spending on the following items/services:
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11.1 - Catering services

11.2 - Accommodation services

Personal, insurance and other spending - refers to the sum of spending on the following items

Personal care and effects spending - refers to the sum of spending on the following items:

12.1 - Personal care products spending - includes spending on hairdressing/personal grooming, small electric appliances for

personal care, toiletries and other similar products.

12.2- Personal effects products spending - refers to the sum of spending on the following items:

12.3.1 - Jewellery, clocks and watches

12.3.2 - Other personal effects

12.3 - Insurance - includes all types of personal, home, health and transport insurance.

12.4 - Other spending - which includes social protection, financial services and other similar services etc.

Household goods (Fitch Solutions only category/Fitch Solutions calculation) - the sum of spending on furniture and

furnishings, household textiles and appliances, glass, tableware and utensils, home and garden tools and equipment, AV, cameras

and computers, toys, sports, gardens and pets.

Income Definitions

Gross income - refers to income received before tax and deductions.

Net income - refers to income received less any income taxes and social contributions.

Tax and social contributions, % of gross income - refers to tax plus social contribution rate as percentage of total gross

income.

Consumer & Retail Methodology

Industry Forecast Methodology

Fitch Solutions' industry forecasts are generated using the best-practice techniques of time-series modelling and causal/

econometric modelling. The precise form of model we use varies from industry to industry, in each case determined, as per

standard practice, by the prevailing features of the industry data being examined.

Common to our analysis of every industry is the use of vector autoregressions, which allow us to forecast a variable using more than

the variable's own history as explanatory information. For example, when forecasting oil prices, we can include information about oil

consumption, supply and capacity.

When forecasting for some of our industry sub-component variables, however, using a variable's own history is often the most
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desirable method of analysis. Such single-variable analysis is called univariate modelling. We use the most common and versatile

form of univariate models: the autoregressive moving average model (ARMA).

In some cases, ARMA techniques are inappropriate because there is insufficient historic data or data quality is poor. In such cases,

we use either traditional decomposition methods or smoothing methods as a basis for analysis and forecasting.

Fitch Solutions mainly uses OLS estimators, and in order to avoid relying on subjective views and to encourage the use of objective

views, we use a 'general-to-specific' method. We mainly use a linear model, but simple non-linear models, such as the log-linear

model, are used when necessary. During periods of 'industry shock', for example poor weather conditions impeding agricultural

output, dummy variables are used to determine the level of impact.

Effective forecasting depends on appropriately selected regression models. Fitch Solutions selects the best model according to

various different criteria and tests, including but not exclusive to:

• R2 tests explanatory power; adjusted R2 takes degree of freedom into account;

• Testing the directional movement and magnitude of coefficients;

• Hypothesis testing to ensure coefficients are significant (normally t-test and/or P-value);

• All results are assessed to alleviate issues related to auto-correlation and multi-collinearity.

Fitch Solutions uses the selected best model to perform forecasting.

Human intervention plays a necessary and desirable role in all of our industry forecasting. Experience, expertise and knowledge of

industry data and trends ensure analysts spot structural breaks, anomalous data, turning points and seasonal features where a

purely mechanical forecasting process would not.

Sector-Specific Methodology

In the Retail forecasts human intervention might include, but is not exclusive to, business environment changes; changes in

consumer trends; the introduction of new technology; changing fashion trends; the expansion of retail capacity/stores; and

regulatory changes.

Intervention can also be necessary with respect to the following factors: changing regional trends; demographic factors;

infrastructure investment; macroeconomic indicators; and regulatory changes. Our analysts take into consideration both macro and

industry factors when intervening, bringing together our country risk and industry knowledge to give a complete forecast of the

industry.

During periods of 'industry shock', for example a deep recession, dummy variables are used to determine the level of impact.

The retail industry data can be divided into the following main categories: demographics, household structure, consumer price

index (CPI) breakdown and total household spending.

• Demographics covers the different types of consumers by age group, sex and urban/rural population. This is important in

highlighting the different consumer groups and the size of each group.

• Household structure includes indicators such as household size by number of people in the household, net/gross income per

household/capita and number of households earning above USD5,000, USD10,000 and USD50,000. This gives an overview of

the households within a country.

• CPI breakdown comprises indicators on the price index and annual change in price of all goods/services and the main

categories of spending.
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• Total household spending across the main categories of consumer spending.

The categories for household spending forecasts are:

• Food and non-alcoholic drinks;

• Alcoholic drinks and tobacco;

• Clothing and footwear;

• Housing and utilities;

• Furnishing and household goods;

• Health;

• Transport;

• Communications;

• Recreation and culture;

• Education;

• Restaurants and hotels;

• Personal care, insurance and other.

These main categories can then be divided into the following sub-categories:

Food and non-alcoholic drinks:

• Food

• Non-alcoholic drinks

Alcoholic drinks and tobacco:

• Alcoholic drinks spending

• Tobacco

Clothing and footwear:

• Clothing

• Footwear, including repair

Furnishing and home, and recreation and culture:

• Household goods spending

• Furniture and furnishings

• Household textiles

• Household appliances

• Glass, tableware and utensils

• Home and garden tools/equipment

• AV, camera and computer

• Toys, sports, gardens and pets

The following categories are forecast:

• Demographics. Fitch Solutions forecasts this data using UN and World Bank projected population levels as a benchmark, while

objectively and subjectively intervening where necessary.

South Africa Consumer & Retail Report | Q4 2018

fitchsolutions.com

THIS COMMENTARY IS PUBLISHED BY FITCH SOLUTIONS MACRO RESEARCH and is NOT a comment on Fitch Ratings’ Credit Rating. Any comments or data included in the report are solely derived from Fitch

Solutions Macro Research and independent sources. Fitch Ratings’ analysts do not share data or information with Fitch Solutions Macro Research.

38

https://www.fitchsolutions.com/


• Household structure. This data is forecast objectively based on Fitch Solutions' core country-specific macroeconomic data.

This includes Fitch Solutions' views on population, household demographics and GDP.

• Total household spending. Using a selection of leading retail indicators and macroeconomic data from our Country Risk

service, Fitch Solutions estimates each indicator of spending individually. This can be intervened subjectively to take into account

qualitative information believed to be necessary. Once every individual spending indicator has been forecast, Fitch

Solutions then uses this information, along with any other sector and macro views, to form headline total spending indicators.

Sources

For the Consumer & Retail sector, Fitch Solutions sources data primarily from national-level sources. This includes data from national

statistics organisations, government ministries, and industry associations. Fitch Solutions uses national sourced data in conjunction

with data available from Eurostat, the World Bank and the UN where needed. In some instances where full-time series data is not

available, we use a combination of the above, coupled with industry expertise, to model industry data.
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