
   
 
When Does South Africa Exit Recession? – Commentary February 2022 

While global markets again declined in February, the movements were more mooted. The 

MSCI World Index declined -2.5% in USD terms in February vs -5.3% in January. The S&P 

500 was down -3.0% vs -5.2% and the Nasdaq was down -4.5% vas -8.5% in February. 

The ALSI, in contrast, was up +3.1% in USD terms, while Emerging Markets, as measured 

by the MSCI EM Index, were also down -3.0%. Finally, the MSCI World Large Cap Value 

and Growth indices were down -1.6% and -3.5% respectively. These various index returns 

are set out in Table 1 below. 

Table 1. South African and global equity returns (USD) for February 2022* 

 
*Total return indices, Source: Factset 

 

Most international commentary for this month focusses on the war breaking out in Ukraine. 

This is why this month we chose to focus closer to home, on South Africa’s long term 

economic performance. We attempt to draw some insights and implications from this. 

Is South Africa in recession? 

To be clear, South Africa does not meet the technical requirements of recession i.e. two 

successive quarters of negative growth. We are also not talking about the Covid period. 

We are instead focussed on longer term trends and their underlying drivers. 

Consider Chart 1 below, setting out South Africa’s annual economic growth rate since 

1994. We deliberately stop at 2019 to avoid the distortions of Covid. 

Chart 1. South African GDP growth p.a. 1994-2019 

 

Source: St Louis Fed, FRED 

Feb-22 YTD 2022

FTSE/JSE ALSI (ZAR) 2.9% 3.8%

FTSE/JSE ALSI (USD) 3.1% 7.2%

MSCI World -2.5% -7.7%

MSCI EM -3.0% -4.8%

MSCI Value -1.6% -2.9%

MSCI Growth -3.5% -12.5%

S&P 500 -3.0% -8.1%

Nasdaq 100 -4.5% -12.6%



   
 
From Chart 1 above we can make the following observations. Prior to 2008, South Africa 

experienced relatively higher growth, rising towards 2007, and with an average of 3.6% 

p.a. over the period 1994-2007. From 2008 to 2019 the average growth rate declined to 

1.5% p.a. Critically, this also exhibited a declining trend, with growth in 2019, the last 

year prior to Covid, a measly 0.15%. 

Why such dismal economic performance? 

There is no shortage of popular explanations – poor government, corruption, electricity 

supply disruption. To be sure, these are all contributors. We, however, suggest an 

alternative explanation, one we feel is a sufficiently powerful underlying driver both of the 

stronger performance prior to 2008, and the poorer one following 2008. 

We believe the answer lies in debt, the credit cycle, and a mutli-year process of 

deleveraging i.e. more conventional macroeconomics. 

Credit extension  

Chart 2 below sets out the growth rate in private credit extension from the 1960s. Note 

the clear cyclicality prior to 2008, coinciding with the economic cycle. Importantly note 

also that since 2008 the level of credit extension has persisted at levels which prior to 

2008 were recessionary, complete with a most recent contraction during Covid. Hence the 

use of the word Recession in the headline of this article. 

Chart 2. South Africa growth in private sector credit extension   

 

Source: www.tradingeconomics.com 

Chart 2 above confirms the data in Chart 1. We believe the driver of poor performance lies 

in the leverage built up prior to the Financial Crisis, and that South Africa is suffering from 

a 15-year and counting deleveraging, driving lower spending and exacerbated by the 

governance and electricity supply disruption factors mentioned above. 

 

 

 

http://www.tradingeconomics.com/


   
 
Debt and more debt 

Chart 3 below sets out South Africa’s household debt to income ratio from the 1960s to 

today. 

Chart 3. Household debt to disposable income 

  

Source: www.tradingeconomics.com 

Household debt to income fluctuated to the early 2000s for the most part between 40% 

and 60%, rising on average. Then an apparent golden period arrived, after the dotcom 

bust in 2001. Accommodative US monetary policy and a current account deficit stimulating 

the rest of the world led to buoyant global real estate and stock markets, including in 

South Africa. The South African debt to income rose rapidly from a low of 52% in 2002 to 

a peak of 86% in 2007 – a stunning 65% increase in the level of indebtedness over a 

relatively short five-year period, backed primarily by strong property prices. 

The power of debt and credit extension in the economy cannot be overemphasised. On 

average 90% of money is credit-based, with only 10% in the form of notes and coins. 

Debt levels and demand for credit are therefore fundamental drivers of the level of 

spending. So with increased leverage comes increased spending – more than justified by 

productivity – and higher levels of growth – 3.6% p.a. on average, and rising up to 2007. 

Much in economics and finance hinges on expectations and confidence – Keynesian “animal 

spirits” – difficult to model statistically, and, therefore, difficult to predict. At some stage 

things turn, sometimes triggered by market events, and have to return back to normal. A 

long period of deleveraging then commences. Such a cycle has been repeated many times 

in many countries around the world. What is clear is that it takes many years to unwind, 

spending is lower, often accompanied by debt restructuring, social upheaval, demands for 

redistribution of resources, and pressure to print more money. Lower spending is evident 

in the GDP numbers, as is social upheaval. Note also the recent demands for a State Bank 

and the pressure to change the mandate and/or to nationalise the Reserve Bank.  

The long hangover from the Financial Crisis  

The long slow period of deleveraging is evident from Chart 3 above.  The debt to income 

ratio decreased on average by 1.2% from a peak of 86% in 2007 to 72% in 2019. Reducing 

debt makes for less spending. Consumption is by far the largest component of spending 

in the economy so depressed spending impacts the growth rate and the results we have 

seen. 

http://www.tradingeconomics.com/


   
 
Debt to income has most recently increased again with the Covid pressures. If the past is 

a guide we would probably need to reach at least 65-70% to work out the leverage. This 

unfortunately suggests, after Covid, more years of depressed growth and more pressure 

on South Africa-focussed company revenues and profits. 

 

     

 

 


