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AREAS TO BE COVERED
» COVID 19

* MACROECONOMIC POLICY

* INHERENT RISKS

* MINING
* MANUFACTURING

* SERVICES

LL#YD

AFRICA HOUSE i




COVID-19

= Virus threat has arguably ebbed and the economy is likely to open up further.

" Business recovery will be noteworthy, as it will be coming from a low base
because of the 2 year disruptions.

= But the transition to normalcy is likely to remain uneven across sectors.
" Tourism presents the biggest upside from resumption of travel.

" Primary sectors have a huge potential - but output capped by
structural/policy and associated funding challenges.

= Services sector remains defensive — with further support expected as the
economy opens up and aggregate earnings improve.
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Macro-economic policy

= Upcoming elections pose a material threat to macro-economic policy

prudence.
" Populist policies ahead of elections could be a real threat of sound policies.
" Expansionary fiscal policy, could be adopted, leading to higher inflation

= The effects of SDR allocations from the IMF in 2021 will have a small, but

meaningful impact

* Political considerations likely to override economic logic and policy
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Inherent Risks

" Currency management and direction remain largely unclear. Local currency
hedging strategies remain prudent.

" The economy’s primary output relies heavily on rainfall and commodity prices.

*" The country has a history of political fragility and military involvement. Risks
are inflated with approaching elections.

" The country has a wide infrastructure deficit, utility supply is a persistent risk
to output.

" Human and natural resource bases are highly competitive, globally. They
anchor the economy’s upside risks.
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Agriculture

* The first half of the rainfall season was underwhelming. The second half has
been dominated by extreme weather events. 2021/22 sector outturn is likely
to be lower than earlier anticipated.

* Pre-election public spending is likely to have a heavy tilt towards the
agriculture sector. We expect significant allocations from H2’2022 towards the
2022/23 season.

* There is a noticeable surge in private sector interest and participation in the
horticulture subsector — supported by a relatively more liberalised distribution
and pricing framework and the sub-sector’s ability to generate forex
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Mining
* Firmer than earlier anticipated global commodity prices pose a firm base for
the sector’s 2022 earnings outlook.

* Small scale and artisanal miners account for approximately 60% of national
gold output.

* The sector is prone to smuggling and under declaration, ostensibly in response
to overregulation.

* Other minerals output — Platinum, Chrome, Lithium — expected to continue
Improving
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Manufacturing

* COVID19 induced downtime weighed down sector output over the past two
years. Easing lockdown regulations presents upside from a very low base.
Industry capacity utilization was estimated around 54% in 2021, from 47% in
the prior year.

* Utility supply (power, water and internet connectivity) pose an inherent threat
to steady sector output.

* Other common constraints include foreign currency access (most raw materials
and machinery are imported) and a fragile policy/(doing business) framework.

* Import substitution and value-addition inclinations pose some policy support
for the sector.
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Services

* The sector accounts for approximately 60% of annual GDP.

* Sector contribution growth is attributable to contraction of other sectors and
the defensive nature of base consumption. Resultantly, consumer retail and
distribution dominates the sector — mostly through imports.

* The sector is fairly insulated from inherent constraints. Foreign supply sources
as well as significant Diaspora remittances (demand) ensure weak backward
and forward linkages with the rest of the economy.

* Financial services sector to remain resilient, even under heavier regulation
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CONCLUSION

e Cautiously optimistic

* Agricultural recovery likely to be impacted by inadequate rainfall and political
influence, except Horticulture and Dairy farming

* Electioneering mode to come into play and affect infrastructure development

* Services likely to be unaffected
* Foreign currency generating activities likely to be the winners
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