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Core Views

BMI sees the South African economy posting tepid growth over the medium term, with
real GDP expanding by just 2.2% in 2014. Our below-consensus view is predicated on
several factors including tepid investment sentiment and the ongoing retrenchment in
the domestic gold mining sector.

South Africa’s current account deficit will remain sizeable over the coming years, with
BMI predicting that it will remain over 5.0% of GDP in 2014. Inflows to the capital and
financial account have propped up the balance of payments in recent years, but with
investor appetite for South African bonds waning, this trend can no longer be assured. T
he ANC's dominant position is coming under threat ahead of legislative polls in April
2014. Dissatisfaction is rising among poor black South Africans who form the majority of
the population. Nevertheless, we expect the ANC to win the election.

Major Forecast Changes
We are now forecasting 50 basis points of interest rate hikes for the remainder of the

year, while previously we expect rates to remain on hold. This view is predicated on
increased inflation risks which the South African Reserve Bank is seeking to contain.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
On The Ground: Election Outlook
During a research trip to South Africa in early April, we concluded that although there is
widespread dissatisfaction with the ANC, the party will likely maintain its dominance in
government given that the opposition is weak and fragmented. We expect that once the
polls are over, the ANC will force President Jacob Zuma to step down.

Table: Politica | Overview
Long-Term Political Outlook
Political Trials And Tribulations Over The Coming Decade
Many issues threaten South Africa's political stability over the long term, not least the
inequalities still stemming from the apartheid era and the foreign policy challenge of
Zimbabwe. Although our core scenario envisages no major change to the political
backdrop, we present a number of alternative scenarios.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Lacklustre Growth To Continue
We are below consensus on South Africa, forecasting real GDP growth of 2.2% in 2014.
Our projection is predicated on the Chinese economic slowdown, the troubled domestic
mining industry and rising interest rates which will bite the consumer.
Table: Real GDP Growth, % chg g-o0-gq, SAAR
Table: ECONOMIC ACTIVITY
Monetary Policy
Rate Hikes: How Much, How Soon?
We expect the South African Reserve Bank to hike the repo rate by 50bps over the
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remainder of 2014. However, our view is predicated on our expectations of a modestly
appreciating rand, contained food price pressures and weak domestic growth - all of
which are subject to risk.

Table: MONETARY POLICY
Fiscal Policy
Fiscal Policy To Remain Prudent And Predictable
The South African National Treasury's latest budget signals a continuation of prudent
policy whereby the fiscal deficit is gradually reined in. We forecast a shortfall equaling
4.4% of GDP in fiscal year 2014/2015, which is higher than the Treasury's 4.0%
projection primarily due to our lower forecast for real GDP growth.

Table: FISCAL POLICY
Regional Economic Outlook
Opportunities And Risks For African Banks
We are optimistic about the prospects for Sub-Saharan Africa banking sectors believing
that asset growth will be strong in the years ahead, particularly in those countries where
sector penetration remains low. However, asset expansion will not be without its
challenges. High interest rates will continue to exclude many would-be borrowers and
banks will continue to face difficulties in assessing credit-worthiness. The informal
nature of many SSA economies as well as corporate governance weaknesses also
present challenges.

Table: Hig h Growth Potentia | Almost Across The Board

Table: African Ban ks Compa re Favourab ly To Global Coun terpa rts In Returns On
Ass ets & Equi ty

CHAPTER 3: 10-YEAR FORECAST

The South African Economy To 2023
Structural Constraints To Curb
Long-Term Growth
While we forecast relatively stable real GDP growth rates over the coming 10 years,
ongoing structural shortcomings will continue to limit South Africa’s long-term growth
potential. High unemployment and powerful trade unions present key challenges to the
authorities.

Table: Long-Term Macroeconomic Forecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis
BMI Business Environment Risk Ratings
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Business Environment Outlook
Institutions

TABLE: BMI BUSINES AND OPERATION RISK RATINGS

Table: BMI LE GAL FRAMEWORK RATING
Infrastructure

Table: LABOUR FOR CE QUALITY

Table: TRADE AND INVESTMENT RATINGS
Market Orientation

TABLE: ANNUAL FDI INFLO WS

TABLE: Top Export Destinations, 2004-2011
Operational Risk

CHAPTER 5: KEY SECTORS

Defence
Table: Defence Expenditure

Freight Transport
Table: Air Freig ht, 2009-2018
Table: Road Freig ht, 2009-2018
Table: Rai | Freig ht, 2009-2018
Table: Maritim e Freig ht Throug hpu t, 2009-2018 ('000 tonn es)
Table: Trad e Overview, 2009-2018

Other Key Sectors
Table: Oil & Gas Sector Key Indicators
Table: Pharma Sector Key Indica tors
Table: Infrastructure Sector Key Indicators
Table: Telecoms Sector Key Indicators
Table: Food & Drink Sector Key Indicators
Table: Autos Sector Key Indicators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Chinese Economy Under Pressure
Table: Global Assumptions
Table: Developed States, Real GDP GrowtH, %
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Table: BMI VER SUS BLO MBER G CONSENSUS RE AL GDP GRO WTH FORE

CASTS, %
Table: Em erging Markets, Real GDP Growth, %
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