Reimagining the
South Africa
economy after
COVID-19: Build
back better

21 September 2021

pwc |



PwC’s ADAPT: Global trends accelerated by COVID-19 pandemic
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regions, countries) will
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also grow
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Sovereign debt and
GDP growth issues
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on young countries
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of economies due to
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REPAIR

The pandemic negatively affected the South African economy across
all sectors — but the recovery has been uneven across industries.
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Total government revenues

VAT revenues
Electricity distribution

Monthly economic data showed sharp % y-0-y declines in many of South Africa’s major economic indicators during
2020Q2 and 2020Q3. due to the lockdown. Green shoots have been gaining momentum in 2020Q4 and 2021Q1.

Sources: Trade Map, IHS Markit, Bureau for Economic Research, Statistics South Africa, BankServ Africa, Trading Economics, South African Reserve Bank (SARB) Updated: June 2021

PwC



REPAIR @

Difference between 2020 and 2021 budget expenditure

2019/20 2020/21 2021/22 2022/23 2023/24
R billion MTE (2022-2023) % difference

Outcome Revised estimate Medium-term estimates

/g\ Energy -23.6 -21.1 -8.2 5.0 -3.1 -3.2%
Nl Water and sanitation 111 2.2 3.6 0.2 43.2 3.4 -4.2%
Q Transport and logistics -20.0 -21.3 -12.7 -9.0 98.3 -10.3%
Eﬁ Other economic services -7.3 11.6 8.5 8.4 19.9 68.2%
‘@ Health 0.2 5.4 0.0 0.4 12.8 1.6%
21 Education 2.0 2.2 1.0 1.2 19.3 2.2 5.5%
.i-. Human settlements 2.1 -1.7 0.0 0.0 14.5 0.0 -0.1%
i‘ Other social services -5.8 -8.2 -8.2 -8.4 1.9 -16.6 -82.8%
@ Administration services -2.1 -11 -1.1 -0.8 10.5 -1.9 -8.6%
National departments . -3.5 -2.2 -2.2 15.3 -4.4 -12.9%
Provincial departments . 3.1 2.1 0.6 62.1 2.8 2.4%

Local government 0.8 -4.9 -5.1 66.4 -10.0 -7.5%

Public entities . -0.8 -0.2 0.3 21.5 0.1 0.2%
Public-private partnerships . 0.9 0.0 -0.4 6.3 -0.4 -3.6%
State-owned companies -41.4 -21.0 0.5 104.2 -20.5 -9.7%

Source: National Treasury and PwC calculations
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Building confidence remains negative and below the long-term
average due to multiple challenges.
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Total employment fell by 54,000 from 2021Q1 to 2021Q2. However, @
only the community and social services, finance, and manufacturing
industries saw job numbers fall (a decline of 527,000 jobs).
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3.50 The construction and trade industries were the biggest winners in the second quarter, seeing
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REPAIR

202102 employment was only 90.9% of the pre-pandemic (end-2019)
level. Some services industries have taken a hit this quarter, while
manufacturing continues to struggle.
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vining || °2.7%
Construction _ 90.5%
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Employment in 2021Q2 as % of employment in 2019Q4

Finance _ 87.6%
Manufacturing - 82.2%

Source: Statistics South Africa
PwC
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RETHINK

How long before South Africa’s GDP returns to 2019 levels?

GDP GROWTH OUTLOOK (Y-O-Y % CHANGE)
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How long before South Africa’s employment returns to 2019 levels?

EMPLOYMENT OUTLOOK (Y-O-Y % CHANGE) * EMPLOYMENT OUTLOOK (THOUSANDS)
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Source: SARB, StatSA, PwC analysis  * Note: The employment numbers are based on PwC’s estimation that for every 1% increase in GDP, jobs increase by 0.91% (Quarterly from 2010Q1 — 2021Q2).
PwC ** Note: 2020 saw a -2.5% decrease from 2019’s labour force number — the first time since the previous recession in 2009.



A myriad of uncertainties leave the private sector unable to ¥
retain workers and/or create new jobs

South Africa continued to lose jobs in 2021Q1 despite four consecutive quarters of The big question is: why are we seeing a jobless recovery?
real GDP growth.

L . * The answer might lie in the other third of the drivers behind employment growth that
» By the end of 2019, every one percentage point increase in real GDP would translate to a our GDP-only regression model could not explain.

1.01 percentage point increase in employment. In addition, real GDP change during a
specific quarter would explain 74% of the change.

« When extending the regression period to 2021Q2, we observe that a one percentage point A number of factors are keeping the private sector from retaining and
increase in real GDP now only translates to a 0.91 percentage point change in job appointing new workers, including:
creation. The calculation also has a reduced model fit of 0.67 — this means that, at
present, the change in real GDP can only explain two-thirds of the change in jobs.

A diminishing relationship between real GDP and employment growth Potential higher future tax burden
% change in employment as Proportion of the change in
Time period a result of a 1% change in employment explained by the
real GDP change in real GDP Vaccine delays and lingering lockdown

2010Q1 - 2019Q4

2010Q1 — 2020Q1

PwC 10

Increased electricity load-shedding

There is a direct link between policy certainty and business confidence
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Automotive
Masterplan (launch:
July 2021), draft green
paper on electric
vehicle production
(released: May 2021)

Publication of the new
National Health

Insurance (NHI) Bill in
2019 which brings full
implementation of NHI

a step closer

Source: Fitch Solutions
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RECONFIGURE @

A “new normal” with COVID-19 and lockdown restrictions have
changed the risk/reward profile of local industries — some are quite
different from the pre-pandemic norm.

Deterioration in
household spending
power, decline in
tourist arrivals
reducing demand from
rental companies

Reduced demand for
financial products due
many business
closures and an
increase in
unemployment

Petro-
chemicals

Renewables
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Auto Sales Power Insurance Banking &
Financial

Services
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A Fitch Solutions Risk/Reward Index (RRI) quantifies and ranks attractiveness within the context of a specific
industry, based on the balance between the risks and rewards of entering and operating in different countries. This ,;
combines industry-specific characteristics with broader economic, political and operational market characteristics.



The South African recovery path: potential to change the direction

446,722 jobs

4.48%
5.00%
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1.00%
0.50%
0.00%
Current potential 1% increase in FDI 1% 1% increase in pvt 1% increase in local 1% improvement Potential
long —term annual improvement in sector investment content in knowledge achieved GDP
GDP growth digitilisation capital growth rate 2031
Potential share of 4.30% 2.40% 37.90% 5.00% 14.42% 5.25% 30.73%
GDP improvement
Incremental Increase 0.45% 0.25% 3.94% 0.50% 1.44% 0.52% 3.00%

in GDP growth rate

PwC

Note: The job numbers are based on the 2019 official employment figure of 16.42 million and the PwC estimation that for every 1% increase in GDP, jobs increase by 0.91%.
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The information contained in this publication is provided for general information purposes only, and does not constitute the provision of legal or professional advice in any way. Before
making any decision or taking any action, a professional adviser should be consulted. No responsibility for loss to any person acting or refraining from action as a result of any material
in this publication can be accepted by the author, copyright owner or publisher. This publication has been prepared for general guidance on matters of interest only, and does not
constitute professional advice. You should not act upon the information contained in this publication without obtaining specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers Inc, its
subsidiary and associated companies and entities and their respective directors, employees agents and subcontractors do not accept or assume any liability, responsibility or duty of
care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

Itis not possible for PwC to assess with any certainty the implications of COVID-19 on the local and global economy, both generally in terms of how long the current crisis may last and
more specifically in terms of its impact on specific organisations. From the supply side of the economy, businesses are likely to face significant operational challenges due to
authorities implementing measures to contain and/or prevent the spread of COVID-19. From the demand side, purchasing activity of goods and services may be significantly impacted.
To the extent that PwC has attempted to form a view of the economic situation and the potential impact of COVID-19 thereon, the potential variation between the current view and
actual results are likely to be materially greater than it might historically have been. The current view is based on assumptions that are subject to revisions at any time due to the high
level of uncertainty over key influencing factors.

© 2020 PricewaterhouseCoopers (‘PwC’), a South African firm, PwC is part of the PricewaterhouseCoopers International Limited (‘PwCIL’) network that consists of separate and
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