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The economy fared better in Q2 2016, growing 3.3% over the
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quarter, but still only up 0.6% over the year wareen | NEDBANK
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Mining and manufacturing improved in Q2, while some stability
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returned to agriculture warren | NEDBANK
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SA economic outlook — key constraints on growth

m Subdued global demand & the slump in global commodity prices



The IMF’s latest forecasts: “too slow for too long”
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Global recovery continues but at an ever-slowing and increasingly fragile pace HAPPEN | NEDBANK

Countries and regions

Forecasts Forecasts
July 2016 April 2016
2014 2015 2016 2017 2016 2017
World 0.1 5.4 4.2 35 3.3 3.4 3.1 3.1 3.4 3.2 35 3.6
Advanced economies -3.4 3.1 1.7 1.2 1.2 1.8 1.9 1.8 1.8 1.9 2.0 2.0
us 2.8 25 1.6 2.2 15 2.4 2.4 2.2 25 2.4 25 2.4
Japan -5.5 4.7 -0.5 1.7 14 0.0 0.5 0.3 0.1 0.5 0.1 0.4
UK -4.2 15 2.0 1.2 2.2 2.9 2.2 1.7 1.3 1.9 2.2 2.2
Euro area -4.5 2.1 1.6 0.9 0.3 0.9 1.6 1.6 14 15 1.6 1.6
Germany 5.6 3.9 3.7 0.6 0.4 1.6 15 1.6 1.2 15 1.6 14
Emerging and developing 3.0 7.4 6.3 53 4.9 4.6 4.0 4.1 4.6 4.1 4.6 4.8
Developing Asia 7.5 9.6 7.8 6.9 6.9 6.8 6.6 6.4 6.3 6.4 6.3 6.3
China 9.2 10.6 9.5 7.7 7.7 7.3 6.9 6.6 6.2 6.5 6.2 6.0
India 8.5 10.3 6.6 5.6 6.6 7.2 7.3 7.4 7.4 7.5 7.5 7.6
Middle East and N Africa 15 52 4.6 5.1 2.1 2.6 2.3 3.4 3.3 2.9 3.3 3.4
Sub-Saharan Africa 4.0 6.6 5.0 4.3 5.2 5.1 3.3 1.6 3.3 3.0 4.0 4.4
South Africa -1.5 3.0 3.2 2.2 2.2 15 1.3 0.1 1.0 0.6 1.2 2.1
Angola 2.4 3.4 3.9 52 6.8 4.8 3.0 n/a n/a 25 2.7 3.2
Nigeria 9.0 10.0 49 4.3 5.4 6.3 2.7 -1.8 11 2.3 35 3.9
Zimbabwe 75 11.4 11.9 10.6 45 3.9 15 n/a na 2.7 35 3.7
Namibia 0.3 6.0 5.1 5.1 5.7 6.4 45 na n/a 4.2 5.8 5.9
Latin America -1.2 6.1 49 3.2 3.0 1.3 0.0 0.4 1.6 0.5 15 2.1
Brazil 0.1 7.5 3.9 1.9 3.0 0.1 -3.8 3.3 0.5 -3.8 0.0 11
Mexico -4.7 5.1 4.0 4.0 1.3 2.3 25 2.5 2.6 2.4 2.6 2.8
Emerging and developing Europe -3.0 4.7 54 12 2.8 2.8 3.6 35 3.2 35 3LE 3LE
Russia -7.8 45 4.3 3.5 1.3 0.7 -3.7 -1.2 1.0 -1.8 0.8 1.0




The domestic economy is inextricably linked to the global

THINGS

environment e SEE ANy
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There has been some good news on this front — commodity prices off RS
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their earlier lows e | NEnsane

Economist $ Indices (2005=100)
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Demand for commodities supported by some improvement in China
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Figure 1.SF.5. Development of Metal Market
Imports: Y-0-y % change
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China’s growth rate was supported by stimulatory fiscal & monetary
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policies, but the longer term trend is still softer happen | NEDBANK
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SA economic outlook — key constraints on growth

m Subdued global demand & the slump in global commodity prices
m Rising local production costs

m Negative relationship between cost and productivity of labour

m Surging costs of utilities and basic economic services — power, transport (road, rail,
ports), water, telecommunications

m Compliance costs & red tape

m Inefficient government services & corruption

m Capacity constraints amplifying costs pressures & constraining expansion



The reality has been different — significantly lower demand in
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response to the massive price increases and unreliable supply wappen | NEDBANK

Electricity produced by Eskom: GWh (12-month moving average)
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SA economic outlook — key constraints on growth

m Subdued global demand & the slump in global commodity prices
m Rising local production costs

m Negative relationship between cost and productivity of labour

m Surging costs of utilities and basic economic services — power, transport (road, rail,
ports), water, telecommunications

m Compliance costs & red tape

m Inefficient government services & corruption
m Capacity constraints amplifying costs pressures & constraining expansion
m Increased policy uncertainty & political turmoil

m Households are also feeling the pinch
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Even on the more optimistic measure of employment, the narrow

unemployment rate has shot up over 26% HaPPeN | NEDBANK
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Slowdown in consumer spending is likely to intensify (only 0.7%

growth in 2016) wsoren | NEDBANK
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The high debt burden is also starting to hurt again
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Debt as % of income Debt service costs as % of income
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Inflation is running at 6% and food inflation at 11.5%
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The worst of the decline in global oil prices are behind up, with prices %
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starting to drift higher wnren | NEDBANK
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But so much depends on what happens to the rand....
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I52andl US$ and euro
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Rand lost ground recently after crawling its way back from the abyss [E»
from February
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Currencies against the US$: Index 2012=100
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Global investors are searching for higher yields again...
MSCI equity indices Relative performance
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SA specific risks are again surfacing
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Rand/US$ MSCI Emerging market risk premium
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SA can still be downgraded at the end of this year or throughout next %
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Key points highlighted by ratings agencies
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m Lack of confidence & falling business confidence
m High unemployment & labour market reform
m Infrastructure constraints & SOEs

m Lack of cohesion at the executive branch of government

m Budget deficit targets

m Progress in containing wasteful spending

m Containment of public sector wage bill (employment & nominal wages)
m Stick to spending ceilings

m SOEs reform
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Meeting budget deficit targets are part of the problem but by no

means the only worry
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Consolidated deficit: % of gdp
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Interest rates are near its peak
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CPI, Prime (%)
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Forecast summary
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Thank you for your time
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Very slow pace of US interest rate normalisation are starting to
frustrate investors
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How exposed is South Africa?
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Breakdown of SA exports

m Commodity-related = Other

4 commodities feature strongly

% of total exports
Coal 6.8
Gold 6.0
Iron ore 8.1
Platinum 14.1
35.0

Breakdown of commodity exports

m Agriculture = Chemicals
= Basic metals = Mining

Source: Customs & Excise
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There has been some good news on tourism e
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Foreign arrivals (number 3-month moving average)
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Explosion in public sector jobs insufficient to compensate fully for
stagnant to falling private sector employment
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Employment trends: Index 2008=100
130

-—=Public sector

125 -—Private sector

-—=Total Employment

120

115

110

105

100

95

90

08 09 10 11 12 13 14 15 16

Source: SARB QB June 2016



The impact of high unemployment on income has to a degree been

contained by strong wage growth
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Real total wage bill: Index 2008=100
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