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Large inventory drawdown pulls GDP growth into negative 
territory for the third quarter of 2019 
 
Highlights ______________________________________________________________________________________ 
 

• Third quarter gross domestic product (GDP) contracted by 0.6% in quarter-on-quarter (q/q) seasonally adjusted and 
annualised (saar) terms, following a significant rebound in the second quarter.  

• Using the supply-side GDP data, the decline could be explained by a contraction in the mining, transport, storage and 
communication sectors as well as a fall in growth in the manufacturing sector.  

• GDP from an expenditure point of view contracted by 0.3% q/q saar in the third quarter of 2019 from a downwardly 
revised 2.9%. Growth in household spending came to a standstill, but growth in gross fixed capital formation continued to 
support growth. 

• Paltry growth in household spending reflected the downbeat consumer sentiment print we saw for the third quarter of the 
year. Recent vehicle sales data for November 2019 indicates consumers’ lack of desire to spend on durable goods 
persisted into the fourth quarter of the year.  

• A trickle through of positive reform announcements should keep the trajectory in consumer and business confidence 
positive from here on out, but the slow pace of execution is likely to prevent a surge in sentiment and spending.  

• The slow pace of reform coupled with downbeat sentiment will likely cap growth below 0.5% for 2019, with growth in the 
economy struggling to reach 1% in 2020. 
 

Growth contracted in the third quarter of 2019 _____________________________________________________ 
 

Statistics South Africa (Stats SA) released gross domestic 
product (GDP) growth for the third quarter and it 
contracted, following a significant rebound in the second 
quarter. GDP declined by 0.6% q/q saar in the third quarter 
after increasing by 3.2% q/q (revised up from 3.1% q/q) 
(see chart 1).  
 
GDP grew by 0.1% in year-on-year (y/y) terms in the third 
quarter of 2019 and by 0.3% year-to-date.  
 

The Iress consensus expected a soft positive figure of 0.3% 
q/q for the third quarter. The decline was explained by a 
6.1% contraction in mining production, followed by a 5.4% 
contraction in the transport, storage and communication 
sector as well as a 3.9% decline in manufacturing which 
respectively deducted 0.5% from the third quarter number.  
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Chart 1: GDP growth slips back into contraction (% q/q 
saar)  

 
 Source: Stats SA, Momentum Investments 
 

Four out of the 11 sectors grew in the third quarter of 2019. 
These sectors were largely concentrated in the tertiary 
industry (services-related) (see chart 2). Trade and 
government added 0.4% to the third quarter number, 
followed by financial services (including banks, insurance 
and real estate) which added 0.3%.  
Meanwhile growth in personal services was relatively flat.  
 
Chart 2: Growth in the supply-side breakdown of GDP 
(% q/q saar)  

Source: Stats SA, Momentum Investments 

GDP based on the expenditure method contracted by  
0.3% q/q saar in the third quarter of 2019 from a revised 
2.9% q/q saar (previously 3.0% growth in the second 
quarter of 2019). Growth in gross fixed capital formation 
slowed in the third quarter to 4.5% q/q saar, from a revised 
5.8% q/q saar (previously 6.1% q/q saar) in the second 
quarter of 2019. Machinery and equipment, other assets 
and transport equipment were the main drivers of the 
consecutive growth rate in gross fixed capital formation.  
 
Exports rebounded in the third quarter and grew by  
3.5% q/q saar (previously contracting 1.5% q/q saar) while 
imports contracted by 6.8% q/q saar (previously  
18.3% q/q saar). After reporting a large inventory build-up 
in the second quarter, inventories experienced a R9.5 billion 
drawdown (mostly in the manufacturing and mining 
sectors) in the third quarter which pulled a significant 4.7% 
off from the q/q saar overall growth number (see chart 3).  
 
Chart 3: Contribution to growth (% points)  

Source: Stats SA, Momentum Investments
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Primary sector weighing down growth ___________________________________________________________ 
 
The primary sector contracted by 5.5% q/q saar in the 
third quarter of 2019 followed by the secondary sector 
which fell 3.8% q/q saar. Meanwhile the tertiary sector 
grew by 0.9% q/q saar. Growth in a majority of the primary 
and secondary sector industries declined in the third 
quarter of 2019 (see chart 4).  
 
Chart 4: Growth in GDP by supply-side breakdown (% 
q/q saar) 

Source: Stats SA, Momentum Investments 
 
The SA Reserve Bank (Sarb) did an analysis of the nature of 
historic downswings and how the current downswing 
relates to history. The results show that the primary sector 
has slumped more in the current downturn relative to past 
downturns.  
 
Although the agriculture sector still contracted, there was a 
softer decline in growth than what was recorded for the 
second quarter of 2019. The Agriculture Business Chamber 
(Agbiz) Confidence Index signalled a mild improvement in 
the agriculture sector shown by the index lifting to 46 index 
points in the third quarter of 2019 from 44 index points in 
the second quarter of 2019 (see chart 5). The index might 
have increased, but it is still below the 50 neutral mark,  
 

placing it in contractionary territory and suggesting that the 
agriculture sector is unlikely to make a meaningful  
contribution to growth in the near term. The SA Weather 
Services have forecasted that summer rains will be late and 
below average. This further signals that the outlook for 
agricultural production in the near term remains weak. 
Other domestic production constraints such as electricity 
supply also contribute to low confidence, agricultural 
investment and growth. 
 
Chart 5: Agriculture confidence index 

Source: Agbiz, Momentum Investments 
 
Weakness in the manufacturing sector is underpinned by 
headwinds from both muted local demand as well as a 
downward bout in global manufacturing exacerbated by 
trade tensions. The local manufacturing purchasing 
managers’ index has failed to break past the  
50 neutral mark for the first two months of the fourth 
quarter of 2019 suggesting that manufacturing growth in 
the fourth quarter is also likely to disappoint.  
 
The construction sector has been in the doldrums for a 
while and is unlikely to grow significantly unless robust 
infrastructure projects are rolled out.   
 
  

Household spend deteriorated in line with weak fundamentals _____________________________________ 
 
Household consumption expenditure grew by a meagre 
0.2% q/q saar in the third quarter of 2019, down from 
2.6% q/q saar in the second quarter of 2019 (see chart 6).  

The most significant contribution arose from food and non-
alcoholic beverages and restaurants, which grew by 1.0% 
q/q saar and 3.2% q/q saar and added 0.2% and 0.1% 
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respectively to the third quarter number. The rest of the 
categories were flat or subtracted from growth in 
household spending. 
 
Chart 6: Paltry growth in household consumption 
expenditure (% q/q saar) 

 
Source: Sarb, Momentum Investments 
 
Growth in durable goods remained positive in the third 
quarter of 2019 but grew at a softer 2.1% q/q saar.  
Semi-durable goods and non-durable goods contracted by 
1.3% q/q saar and 0.3% q/q saar, respectively. Growth in 
services also slowed to 0.5% q/q saar but remained 
positive. Consumer confidence delving back into negative 
territory in the third quarter of 2019 signalled weakness in 
consumers’ appetite to spend. 
 
Chart 7: Household credit growth by category (% y/y) 

  
Source: Sarb, Momentum Investments 

Consumer credit growth has risen in the current credit 
growth cycle, but unsecured credit has outpaced secured 
credit growth (see chart 7). The rise in credit cards and 
general loans suggests that consumers are financially 
vulnerable in the current low growth environment.  
The Sarb has warned about rising debt (especially 
unsecured debt) in a slowing economy combined with 
slowing disposable income growth. This raises concerns 
about the sector’s ability to service its debt.   
 
The tepid trajectory in consumer spend is likely explained 
by the consumer’s inability and lack of desire to spend. 
Table 1 shows how the consumer’s ability to spend has 
deteriorated in the last few quarters. Consumer debt has 
risen in the last while but has not translated into spend, 
once again signalling financial vulnerability and an inability 
to spend in the current low growth environment. We 
expect further pressure on growth in household 
consumption expenditure in 2020.  
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Table 1: Deterioration in household financial indicators
 

 2018 2019 

Household indicators Q2 Q3 Q4 Q1 Q2 

Disposable income 
(nominal, %) 

5.9 5.3 4.9 4.9 4.7 

Net wealth (%) 7.8 3.9 -2.1 2.9 3.5 

Capital gearing 16.1 16.3 17.0 16.6 16.5 

Credit extension (%) 4.5 5.1 5.6 5.9             6.2 

Savings as % of 
disposable income 

0.4 0.0 -0.5 -0.1 -0.2 

Debt-to-disposable 
income 

71.6 71.9 72.7 72.5 72.7 

Debt-to-GDP ratio 42.7 42.8 43.3 44.3 43.3 

Debt-service cost as % 
of household debt 

2.5 3.8 6.5   6.7   8.4 

Debt-service cost as a 
% of disposable 
income 

9.1 9.2 9.3 9.4   9.4 

Source: Sarb, Momentum Investments 
 
Slow reform efforts should support confidence in the long run, but slow pace caps near-term recovery __ 
 

Business confidence ticked higher in the fourth quarter of 
2019 to 26 index points but remained below the neutral 
mark for the composite index and all its sub-indices  
(see chart 8). Some reform announcements likely pushed 
the index marginally higher, but the faster execution of 
more contentious reform would likely increase this 
sentiment indicator more significantly.  
 
The slow pace of reform coupled with downbeat sentiment 
will likely cap growth below 0.5% for 2019, with growth in 
the economy struggling to reach 1% in 2020. Following the 
latest GDP print, the market consensus for full-year growth 
appears to be shifting closer to 0.4% for 2019. For this to 
materialise, growth in GDP has to reach 0.2% in year-on-
year terms and 1.4% q/q saar. For full-year growth to reach 
0.5%, growth for the fourth quarter would have to increase 
by a more significant 0.6% y/y and 2.8% q/q saar.  

Chart 8: Discouraging business confidence index

 
Source: BER, Momentum Invest
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Reasonable steps have been taken to ensure the validity and accuracy of the information in this document. However, Momentum Investments does not accept any responsibility for any claim, damages, loss or 
expense, howsoever arising out of or in connection with the information in this document, whether by a client, investor or intermediary. The content used in this document is sourced from various media publications, 
the Internet and Momentum Investments. For further information, please visit us at www.momentuminv.co.za. Momentum Investments is part of Momentum Metropolitan Life Limited, an authorised financial 
services and registered credit provider, and rated B-BBEE level 1. 
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