South Africa: A captured economy




The 9 wasted years
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GDP and Business confidence
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Potential impact of selected NDP on GDP growth
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Production-side
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Leakage at Stages of the Brand Journey | Barriers — 2019

Market Size (million pax) Barriers o a 6 o

160.48 [l Concerns for my personal safety @;{‘é é:{o};; (25132;, (g_gf%

_NEVER — 13219 ~ Leakage 3‘; Uncertain about politicz.al climate 'é??’ 1;;/0 20% 18%
million pax Concern about health risks 20% 12% 11% 8%

5071 38% = Too expensive to get there 24% ég(;/i\" (ézo/} ,\Q’é%

AWARENESS miﬁiﬁax 8 Too expensive once there 11% 1:% 1:1:% i_ZE;O
Another destination was more appealing ({i‘;/;j ’3:1-‘;/5\;‘ @i%‘a @6;/:6

POSITIVITY No particular reason 1£;An 1;;& 1?% 1_5:’/0
Too much time to get there 16% 15% 17% 16%

CONSIDERATION E Don’t know anyone there 11% 9% 8% 7%
o} Not a relaxing destination 11% 4% 4% 4%

SOUGHT INFO Nothing interesting to do there 8% 5% 2% 3%
Bad Climate 3% 4% 3% 4%

Difficult to get a VISA 3% 4% 3% 4%

SHORT-TERM
CONSIDERATION

i

Reduce Leakage Points 2, 5 and 4 followed by Point 1

-

RN
O Points with Maximum Leakage ( ,; Key Barriers

Note: Based on all respondents (n=25,660); All market sizes are for the 'Never Visited' category in market; All calculations have been done using absolute values, and not the rounded off values. The %

figures at different stages are calculated based on those who have never visited South Africa, and the barriers are based on the leakages at those stages; The calculation for barriers is based on ‘
marketing spend; 2019 onwards the percentages are direct values after applying filters at different stages without converting them to a sum of 100% 5 fA Af -
Source: SAT BrandTracker Feb,Jun and Nov-19 waves 4 \reca
SAT — Global Market Report, 2019 9 il
Copyright © 2019 — Confidential
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Poverty, unemployment, Inequality

W eek n

RIETTE







Inequality in South Africa

- South Africa is known as one of the
most unequal countries in the world,
reporting a per-capita expenditure Gini
coefficient 0,65

- According to the Palma ratio, the top
10% of the population spent 7.9 times
more than the bottom 40%

The Palma Ratio Explained

The Palma ratio is a measure of inequality. It is the ratio of the richest 10% of the

population's share of income/expenditure divided by the poorest 40%'s share.
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Unemployment rate
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m War Veteran's grant = Care Dependency grant Grant in Aid m Foster Child grant

m Disability grant Old Age grant = Child Support grant



Service delivery protests
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» Rs506-billion was wiped off the value of South » South Africa was downgraded to junk status by

African bonds and listed companies, where pension Fitch and Standard & Poor’s in April 2017, both
funds are heavily invested, after the midnight end- citing institutional and political uncertainty in
of-March 2017 Cabinet reshuffle that saw Pravin the wake of the Cabinet reshuffle, policy
Gordhan and Mcebisi Jonas booted from the uncertainty, and possible changes of direction
finance ministry. with regard to nuclear power and SOEs.

» Over two days the market value of the country’s 17 » South African bonds lost 12% of their capital
biggest financial and property shares fell by R290- value (R216-billion)
billion.

e . » Debt service costs were R5-billion higher than
> Rg78-billion had been wiped out on the initially planned because of the impact of
Johannesburg Stock Exchange (JSE) and some Nenegate

148,000 jobs



https://www.timeslive.co.za/politics/2018-11-23-zumas-sacking-of-nhlanhla-nene-cost-148000-jobs-zondo-inquiry-hears/

Government expenditure R1.95 trillion

State Capture in the past 4 years = R1.5 trillion
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State of the State-Owned Entities




The BIGGEST liability to South Africa's economy

Eskom's financial crisis
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ESKOM Revenues and Expenditure
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Medupi Power Station



Cost escalations at Medupi Power Station
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SOEs: Not generating enough revenues to cover costs

Eskom — given equity injection of R49bn in 2020, R56bn in 2021 and R33bn in 2022

Transnet — net profit to R6bn in FY18/19, however, ratings agencies downgraded
Transnet citing increased liquidity risk as a result of loan covenants triggered by an
audit qualification

SAA - in Business Rescue since Dec 2019 because it was unable to meet its
financial obligations. Since 2008, SAA has incurred net losses of over R32bn. Govt
has set aside R16.4bn to settle guaranteed debt.

SAX - illiquid and insolvent and unable to settle short or long-term debt. Incurred
losses of about R1.2bn over 10 years. Under involuntary Business Rescue

Denel — faces serious illiquidity problems. Govt provided R1.8bn in FY18/19. Govt
guarantee amount to R6.9bn. Additional funding of R576m allocated for FY20/21

SABC - Govt allocated R3.2 in FY19/20. R2.1bn transferred and remainder R1.1bn
to be transferred in March 2020



*  Between 2008/09 and

FINANCIAL SUPPORT FOR SOES o
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Eskom accounts for 82
per cent of fiscal
mESKOM  mSAA Denel mSAX  mSABC support to state-
owned companies
over past 12 years.

* Over the next three years,

projected support amounts to

- a further R129 billion, mostly
I for Eskom.
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The Fiscus
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ANC Govt 2020 Budget Speech in a nutshell

- iﬁ’k‘ -
F—

My fellow South Africans... the
money is all gone. There is
nothing left in treasury...

My comrades have stolen it
all - it is gone.

Now you, the people of South
Africa. must pay back the money
we stole.




Gross debt-to-GDP

—o—2019 Budget —8— Gross loan debt without financial support for Eskom
== Gross loan debt with financial support for Eskom
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BUDGET EXPENDITURE
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Composition on tax revenues

Persons and individuals
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o Distribution of taxes and spending by household income

Taxes® M Social spending™*
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Comparative standard VAT rates by country
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Corporate income tax as a share of GDP
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WIDENING BUDGET DEFICIT
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Source: National Treasury

. A widening gap between revenue and expenditure, with debt-service costs making up an increasing share of the budget deficit.

The spike in the deficit in 2019/20 reflects lower economic growth, increased support to state-owned companies and a downward
revision to nominal GDP.
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National budget deficit as percentage of the GDP, 1990 to 2022
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PUBLIC SECTOR WAGES % OF CONSOLIDATED EXPENDITURE
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R160bn to be raised in the next three
years from slowing the rate of growth
of the wage bill..But labour says its
also being squeezed unnecessarily!




Ownership of domestic government bonds

100,0 r

8,7 10,3
90,0 - n 13,6 14,5
80,0
14,7 15,0
70,0 - 17,6 17,8 16,1 16,7 16,8
60,0
=
7]
2 50,0 -
o
o
: 40,0 +
30,0
20,0 +
10,0 -
31,7 30,6 26,6 25,8 24,9
0’0 1 1 1 1 1 1
2014 2015 2016 2017 2018 2019 Jan-20
m Pension funds B Foreign investors Monetary institutions

W [nsurers m Other financial institutions = Other

41



| South Africa bonds sales/purchases by foreigners
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Ratings of Long Term Debt Emerging Markets

Standard & Poors
Singapore AAA Aaa AAA
China AA- Aa3 A+
Chile AA- Aa3 A+
Czech Republic AA- AT A+
South Korea AA- Aa?2 AA-
Botswana A- A2 -
Malaysia A- A3 A-
Poland BBB+ A2 A-
Taiwan AA- Aa3 A+
Thailand BBB+ BaaT BBB+
Mexico BBB+ A3 BBB+
Peru BBB+ A3 BBB+
Colombia BBB Baa2 BBB
Philippines BBB Baa?2 BBB-
India BBB- Baa3 BBB-
Indonesia BB+ Baa3 BBB-
Turkey BB+ Baa3 BBB-
Russia BB+ Bal BBB-
South Africa BB+ (negative) Baa2 (negative) BB+ (stable)
Hungary BB+ BaT BB+
Brazil BB Ba2 BB+
Nigeria B+ Ba3 BB-
Kenya B+ B1 B+
Ghana B- B3 B
Egypt B- B3 B
Venezuela CCC Caa3 CCC
Avr~nAarntirmnA on NAA1 DN




