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The State of the Nation Address (SONA) reaffirmed the key economic policy objective of reviving fixed
investment rates to place the economy on a sustainable faster economic growth path. Economic growth
has stagnated at an average of below 2% for nearly a decade, but needs to be closer to the 3 - 5% mark in
order for unemployment rates to recede from close to 30% presently, for poverty alleviation and for fiscal
sustainability. The President emphasised the importance of collaboration between government, business
and organised labour to aid effective implementation of infrastructure projects. Public and private sector
infrastructure growth is vital to raising potential economic growth over the long run.

Restoring confidence through improved legislative and regulatory clarity and enhancing the ease of doing
business is integral to a recovery in fixed investment by the private sector. The President noted the progress
made over the last year in mining sector regulation. Going forward, the Competition Amendment Bill is
scheduled to be signed into law and is aimed at lowering industrial concentration in various sectors. Further
enhancements to the visa regime will be made to boost tourism, a sector that is labour intensive and in
particular has the potential to absorb unskilled labour, especially the youth. The allocation of broadband
spectrum will also be prioritised. On universal access to quality health care, the President confirmed that
the National Health Insurance Bill will be submitted to parliament soon.

However, uncertainty relating to property rights is likely to persist for now. Although the President reiterated
that the land reform programme would be accelerated, and the intention remains for agricultural output to
be increased and food security protected, the methodology of land expropriation without compensation was
not detailed.

The SONA outlined further steps to unwind state capture and deal with corruption in an effort to rebuild
institutional strength. Specifically, an investigating directorate that deals with “serious corruption and
associated offences” will be established within the office of the National Director of Public Prosecutions.
Moreover, evidence permitting, prosecutions are expected to be forthcoming. In the event, this would likely
lend support to business and investor confidence levels.

In parallel to the existing efforts to strengthen governance at many of the state owned enterprises (SOEs),
the SONA set out policy actions to shore up the weak financial position of Eskom in particular. These actions
will include the unbundling of Eskom into separate entities of generation, transmission and distribution.
Although not mentioned in the SONA, this would create the opportunity for strategic equity partnership with
the private sector. The President endorsed Eskom’s nine-point turnaround plan and emphasised the
imperative of cost cutting and raising revenues (via the electricity tariff increases). In the meantime, the
President affirmed that government will extend financial support to Eskom, although the quantum was not
specified. Government’s guarantee exposure to SOEs is already a key sovereign credit rating weakness
owing to the weak financial performance of the SOEs. The realisation of associated SOE contingent
liabilities (guarantees) could push government debt well beyond the high risk benchmark of 70% of GDP.
As such, the implications for the sovereign credit rating of the financial transfer to Eskom will depend on
the rating agencies assessment of how effective the measures will be to improve Eskom’s financial position
and whether the configuration of the transfer is deficit neutral so as the reduce the contingent liability risk.

The forthcoming 2019 Budget (20" February 2019) will contain the details of the financial support extended
to Eskom. The SONA did highlight the “need to safeguard our national fiscal framework” and “achieve a
positive impact on our sovereign credit rating”. As such, the Budget is not expected to show further fiscal
slippage versus the 2018 Medium Term Budget Policy Statement. However, over the medium-term, in the
absence of a meaningful lift in economic growth it will be difficult for government to arrest the increase in
debt levels.

The President announced that the national and provincial elections will take place on the 8" May 2019. As
2019 is an election year, there will be a second State of the Nation Address. In prior years this usually
occurred in the month of June.
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Disclaimer

The information and materials presented in this report are provided to you for information purposes only and are not to
be considered as an offer or solicitation of an offer to sell, buy or subscribe to any financial instruments. This report is
intended for use by professional and business investors only. This report may not be reproduced in whole or in part or
otherwise, without the consent of Investec.

The information and opinions expressed in this report have been compiled from sources believed to be reliable, but
neither Investec, nor any of its directors, officers, or employees accepts liability for any loss arising from the use hereof
or makes any representation as to its accuracy and completeness.

Investec, and any company or individual connected to it including its directors and employees may to the extent
permitted by law, have a position or interest in any investment or service recommended in this report. Investec may, to
the extent permitted by law, act upon or use the information or opinions presented herein, or research or analysis on
which they are based before the material is published.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or
warranty, express or implied is made regarding future performance. Information, opinions and estimates contained in
this report reflect a judgement at its original date of publication by Investec and are subject to change.

Investec is not agreeing to nor required to update research commentary and data. Therefore, information may not
reflect events occurring after the date of publication. The value of any securities or financial instruments mentioned in
this report can fall as well as rise. Foreign currency denominated securities and financial instruments are subject to
fluctuations in exchange rates that may have a positive or adverse effect on the value, price or income of such securities
or financial instruments. Certain transactions, including those involving futures and options, can give rise to substantial
risk and are not suitable for all investors.

Investec may have issued other reports that are inconsistent with, and reach different conclusions from, the information
presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts
who prepared them.

This report is disseminated in South Africa by Investec Bank Limited, a firm regulated by the South African Reserve
Bank.

To our readers in South Africa this does not constitute and is not intended to constitute financial product advice for the
purposes of the Financial Advisory and Intermediary Services Act.

This report is disseminated in Switzerland by Investec Bank (Switzerland) AG.

To our readers in Australia this does not constitute and is not intended to constitute financial product advice for the
purposes of the Corporations Act.

To our readers in the United Kingdom: This report has been issued and approved by Investec Bank (UK) Limited, a
firm regulated by the Financial Conduct Authority and is not for distribution in the United Kingdom to private customers
as defined by the rules of the Financial Conduct Authority.

To our readers in the Republic of Ireland, this report is issued in the Republic of Ireland by Investec Bank (UK) Limited
(Irish Branch), a firm regulated by the Central Bank of Ireland

This report is not intended for use or distribution in the United States or for use by any citizen or resident of the United
States.
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