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Figure 1: GDP sector performance in Q1.19 (production approach), qgsaa
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e GDP growth contracted by a marked 3.2% on a quarter on quarter seasonally adjusted annualised
(ggsaa) basis in Q1.19, compared to an increase of 1.4% qqsaa in Q4.18. This is the largest quarterly
contraction since 2009 and was notably below market expectations of a 1.6% qqgsaa dip. The decline
was broad based with only three sectors of the economy, namely finance, general government and
personal services exhibiting signs of growth. The disappointing performance was underpinned by a
domestic environment plagued by weak business confidence and muted demand and was
exacerbated by heightened rotational load shedding during the quarter.

e The primary sector of the economy plunged 11.4 % qgsaa, dragged down by large contractions in both
mining and agricultural sector activity. That is, the mining and quarrying industry deteriorated, sliding by
10.8% qgsaa, this after falling by -3.8% qqgsaa in Q4.18. Decreased production “(i)n ‘other’ mining and
quarrying (including diamonds), iron ore and coal” was cited by Stats SA as the primary reason behind
the prominent decline. Domestic mining activity continues to be hindered by operational inefficiencies
and rising costs of fundamental inputs, including climbing electricity and water tariffs. Additionally,
productivity concerns and declining ore grades continue to burden the sector.

e Agricultural (including forestry and fishing) activity dropped by 13.2% qqgsaa, after two successive
quarters of gains, underpinned by a “(d)rop in the production of field crops and horticultural products”.
According to agbiz “(t)he impact of a lower summer crop harvest will be more apparent in the upcoming
quarters’ data, and could, in the end, lead to a contraction in South Africa’s agricultural economy this
year”.

e Combined the mining and agricultural sectors detracted -1.1% from the headline outcome.

Figure 2: Contributions to Q1.19 GDP (production approach) - %
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Figure 3: GDP sector performance in Q1.19 (expenditure approach), qgsaa
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¢ Manufacturing sector activity contracted by 8.8% qgsaa in the first quarter, detracting 1.1% from the
topline number, with “(s)even of the ten manufacturing divisions” recording negative growth. This
following a 4.5% qqsaa lift in Q4.18. As such, the secondary sector of the economy fell by 7.2% qqgsaa.

e The implementation of stage 4 load shedding would have adversely affected manufacturing activity in
the first quarter of 2019. Additionally, softening external demand conditions, likely exacerbated by
renewed trade tensions, coupled with weak domestic demand could impede manufacturing activity for
the remainder of the year.

e Looking at a disaggregation of the tertiary sector of the economy, the transport sector slid by 4.4%
ggsaa, this after climbing by 7.7% qqsaa in Q4.18, with declines in both the “(p)assenger and freight
land transport” segments weighing on growth.

o Similarly, the trade sector fell by 3.6% qqgsaa, reducing the headline GDP reading by 0.5% with
diminished activity reported in wholesale trade, motor trade and retail.

e The expenditure approach to measuring GDP dropped by a significant 3.6% qgsaa in Q1.19, this
following an increase of 1.6% qqgsaa in Q4.18.

e Net exports had the largest negative impact on the headline outcome, detracting a marked 9.0%,
followed by gross fixed capital formation and household consumption expenditure, which reduced the
overall reading by a further 0.9% and 0.5% respectively. Household balance sheets have deteriorated
owing to a decline in net wealth and a marked increase in household debt.

¢ Conversely, “(a)n R11,6 billion drawdown of inventories”, occurred in Q1.19, according to Stats SA
which was “(c)onsiderably smaller than the drawdown of R53,9 billion in the previous quarter”. As a
result, “(t)he change in inventories component made a positive contribution”, adding 5.3% to the growth
rate.

o The effects of perceived domestic political and policy uncertainty have weighed on sentiment and been
a contributing factor to SA’s lacklustre economic performance. However, the President, following a
favourable election outcome, together with his newly elected cabinet are expected to move ahead
ambitiously with reforms that drive growth, reduce unemployment and foster an environment conducive
to fixed investment. Improving the ease of doing business remains key in this regard, together with the
constant revision and successful, transparent implementation of key policies. This, in order to foster
policy certainty amongst South Africans and propel a lift in business sentiment.

Figure 4: Contributions to Q1.19 GDP (Expenditure Approach) -
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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.

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 Services Authority Limited and is not for distribution in the United Kingdom to private
customers as defined by the rules of the Financial Services Authority Limited.

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 Financial Services Authority.

This report is disseminated in South Africa by Investec Bank Limited, a firm regulated by the South African Reserve
Bank and in Switzerland by Investec Bank (Switzerland) AG.

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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