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Floods, load shedding, and activity headwinds

¢ Our activity tracker contracted by 3.2% m-o-m in April...

David Faulkner

¢ ...amid severe floods, port disruptions, damage to transport B Seetrites (South Affica) (Pty) Lt
infrastructure, and worsening energy shortages Matlhodi Matsei
Economist
¢ We expect a sharp contraction in Q2 GDP and forecast full HSBC Securities (South Africa) (Pty) Ltd

year growth of 1.7% y-0-y

After a strong start to the year with the economy expanding by 1.9% g-o0-q in 1Q 2022,
activity fell sharply in April. Our activity tracker contracted by 3.2% m-o-m in April, from a
0.7% gain in March, against a backdrop of persistent load shedding and severe flooding in
parts of KwaZulu-Natal and the Eastern Cape that disrupted port operations and damaged
transport and logistics infrastructure.

Declines in activity were broad-based but led by manufacturing, mining, and the
wholesale trade sector. Manufacturing production contracted by 5.4% m-o-m , with
output in the petroleum sector slumping after Sapref — South Africa’s largest refinery —
was mothballed at the end of March. Wholesale trade contracted by 4.9% m-o-m,
taking seasonally adjusted sales back below pre-pandemic levels after a strong
showing in Q1, while mining output fell by 4.3% m-o0-m, as large declines in coal (due
to the impact of heavy rains) and gold production (due to strike action impacting some
mines) outweighed positive contributions from iron ore and manganese. Elsewhere,
there were smaller contractions for retail sales (0.2% m-o0-m), transport volumes
(0.3%), and electricity production (1.0%), with the latter reflecting a rise in unplanned
outages that intensified power cuts during the month.

Outside of the data entering our tracker, there was more positive news for building
completions that reached their highest level since the pandemic began, and for tourism
and hospitality sectors that showed strong gains in tourist arrivals, and improvements
in restaurant spending. Despite these gains, however, both construction and tourism
indicators remain well down on pre-pandemic levels, although there may be additional
gains following South Africa’s recent decision to remove its remaining COVID-19
restrictions as the fifth wave of infections ebbs after imposing much less pressure on
the healthcare sector.

The broader outlook for household spending nevertheless appears challenging, amid
elevated inflation and rising interest rates, low confidence levels, and a still-subdued
jobs recovery. We think there are signs that consumer activity has plateaued in recent
months, while headwinds from low business confidence, ongoing energy shortages,
and a slowing global economy are also likely to weigh on growth. At this stage we
expect the economy to contract sharply in the second quarter, with GDP shrinking by
1.7% g-o-q, and forecast full year growth of 1.7% this year and 1.1% in 2023
(consensus: 2.0% in 2022 and 1.8% in 2023).

This is a Free to View version of a report with the same title published on 27-Jun-22. The full
version of the note is available for clients of HSBC and contains further discussion of the
Macro scenario currently affecting South Africa. Please contact your HSBC representative or
email AskResearch@hsbc.com for more information.
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1. Our activity tracker contracted by 3.2%
m-o-m in April...
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Note: Our activity tracker comprises seasonally adjusted monthly data
for mining, manufacturing, and electricity production, freight transport
volumes, and wholesale and retail trade sales

Source: Statistics South Africa, HSBC
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..led by steep falls in manufacturing,
mining, and wholesale trade...
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..leaving manufacturing and mining output significantly below pre-pandemic levels
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4. Manufacturing production declined
sharply, falling by 5.4% m-o-m...
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5. Coal and gold dragged total mining
production lower in April...
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6. A rise in unplanned outages has weighed on energy availability and electricity output
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7. Tourist arrival numbers continue to 8. The government removed COVID-19
improve restrictions as the fifth wave ebbs...
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9. Mobility data, however, suggests a 10. ...business confidence remains weak,
plateau in consumer activity in recent and dipped in the second quarter
months...
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This document has been issued by the Research Department of HSBC.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments, both equity and debt
(including derivatives) of companies covered in HSBC Research on a principal or agency basis or act as a market maker or
liquidity provider in the securities/instruments mentioned in this report.

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment banking,
sales & trading, and principal trading revenues.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.
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payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
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factual or analytical data, nor is HSBC liable for damages arising out of any person’s reliance on this information. The information and opinions contained within the report are based upon publicly
available information at the time of publication, represent the present judgment of HSBC and are subject to change without notice.

This document is not and should not be construed as an offer to sell or solicitation of an offer to purchase or subscribe for any investment or other investment products mentioned in it and/or to
participate in any trading strategy. It does not constitute a prospectus or other offering document. Information in this document is general and should not be construed as personal advice, given
it has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on it, consider the appropriateness
of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional investment and tax advice.
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recipient for any direct or indirect or any other damages of any kind arising from or in connection with reliance on any information and materials herein.

Past performance is not necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested. Where
an investment is denominated in a currency other than the local currency of the recipient of the research report, changes in the exchange rates may have an adverse effect on the value, price
or income of that investment. In case of investments for which there is no recognised market it may be difficult for investors to sell their investments or to obtain reliable information about its value
or the extent of the risk to which it is exposed. Some of the statements contained in this document may be considered forward looking statements which provide current expectations or forecasts
of future events. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described
in such forward-looking statements as a result of various factors.

This document is for information purposes only and may not be redistributed or passed on, directly or indirectly, to any other person, in whole or in part, for any purpose. The distribution of this
document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions. By
accepting this report, you agree to be bound by the foregoing instructions. If this report is received by a customer of an affiliate of HSBC, its provision to the recipient is subject to the terms of
business in place between the recipient and such affiliate. The document is intended to be distributed in its entirety. Unless governing law permits otherwise, you must contact a HSBC Group
member in your home jurisdiction if you wish to use HSBC Group services in effecting a transaction in any investment mentioned in this document.

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors. Investors should consult
with their HSBC representative regarding the suitability of the investment products mentioned in this document.

HSBC and/or its officers, directors and employees may have positions in any securities in companies mentioned in this document. HSBC may act as market maker or may have assumed an
underwriting commitment in the securities of companies discussed in this document (or in related investments), may sell or buy securities and may also perform or seek to perform investment
banking or underwriting services for or relating to those companies and may also be represented on the supervisory board or any other committee of those companies.

From time to time research analysts conduct site visits of covered issuers. HSBC policies prohibit research analysts from accepting payment or reimbursement for travel expenses from the
issuer for such visits.
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