ECONOMIC VIEWS

Politics take centre stage
“If you want peace, you don’t talk to your friends. Xou talk

to your enemies.” — Archbishop Desmond 1titu

By MARIE ANTELME
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“Globally, more voters than ever in history will head to the polls, as at least 64 countries
(plus the European Union) — representing a combined population of about 49% of

the people in the world — are meant to hold national elections, the results of which, for
many, will prove consequential for years to come.” Time Magazine, December 2023

Marie s an economist WE HAVE PASSED the year’s halfway mark, and a significant number of scheduled elections have
W;Zhozﬁ;/fkizseizii:ﬁ:ﬁe already been held, as well as some that weren’t scheduled. Several have had materially unex-
pected results. In some cases, a free and fair democratic process was observed and accepted; in
some, it was not so smooth. The results will, in all cases, have a meaningful influence on political
and economic outcomes in the respective countries and associations. And the biggest national

election is yet to come, as the Republicans and Democrats face off in the USA.

A JUMPTO THE LEFT... OR A SHIFTTO THE RIGHT?

The year started with presidential and parliamentary elections in Taiwan. This election was
important because of Taiwan’s contested relationship with China, and growing tensions in the
Taiwan Strait between the two, with Taiwan backed by mighty allies. While the Democratic
People’s Party won the election and presidency, it lost its majority. China’s response to the pro-in-
dependence president was negative, and there is no sign of abatement.
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The European Union Parliamentary elections in June saw French nationals vote strongly in favour
of right-wing party National Rally (RN) led by Marine le Pen. This outcome prompted French
President Emmanuel Macron to announce snap parliamentary elections at home. Run in two
rounds, a week apart, the initial round went to RN, but was followed by a massive swing to the
left in the second round, with a surge in support for the left-wing coalition New Popular Front
(NPF).This leaves France with a hung parliament, a president with no mandate, and even more
disordered domestic politics than before.

In the UK, the Conservatives lost to Labour, with former Prime Minister Sunak’s early election
yielding a very weak outcome for the incumbent party. A quiet transition to what is expected to
be a largely technocratic Labour government, focusing on service delivery within the UK’s very
constrained fiscal position, has already taken place.

There were surprises in emerging markets too. Despite its leader’s popularity, Indian Prime
Minister Modi’s Bharatiya Janata Party lost its majority. In Mexico, former President Andrés
Manuel Lépez Obrador’s (aka AMLO) centre-left, progressive National Regeneration Movement
(Morena) party swept to a super majority, enabling his successor, President Claudia Sheinbaum
to make changes to both the Constitution and the judiciary.

In South Africa (SA), the ruling African National Congress (ANC) also lost its majority, conceding a
free and fair election. The new ruling coalition faces historic and ideological hurdles, but arguably
shares several common causes. This could meaningfully improve the growth outlook if acted on.

The recent assassination attempt on US presidential candidate Donald Trump has boosted his
popularity in the polls. While many uncertainties related to the US election persist, the economic
and political policy choices of a second Trump administration could see dramatic changes to
already-fragile domestic fiscal as well as geopolitical balances.

Running in the background, but certainly likely to influence the shifting political tectonics are
the ongoing wars in Ukraine and Gaza. Already, Russia’s Putin has signalled an offramp to the
conflict in Ukraine if Trump wins the US presidential election; while the risk of escalation in the
Middle East threatens stability beyond just the region itself, as the war has started to become
a political devisor globally.

The economic impact of political change takes time to be felt, as assets reprice and policies
adjust. Given the outcomes to date, these changes are more likely to be disruptive of the current
status quo than providing continuity. The US election is the biggest uncertainty, but Mexico,
India, SA, the UK, and France all have shifting policy mandates.

GLOBAL ECONOMIC UPDATE

The global economy has once again proven to be more resilient than was anticipated early
in the year. Specifically, the US continued to enjoy tight labour markets and solid domestic
demand. Real GDP growth is expected to be only marginally slower in 2024 than in 2023, at
2.3% from 2.5%. Sticky inflation - despite slowing food prices and weak goods inflation - has
kept the Federal Reserve Board’s policy rate on hold. However, more recently, some weaker
activity indicators and better evidence of moderating inflation have reignited expectations of
some easing before year-end.

In Europe, the growth trajectory has been a little different. Very weak growth in the first quarter
has picked up as the cost-of-living constraints combined with the dual impact of restrictive
monetary policy and fiscal consolidation in some countries has eased. GDP growth is expected
to accelerate to 0.8% in 2024, from 0.6% in 2023. While inflation’s retreat has been uneven, the
European Central Bank (also later than initially expected) cut policy rates by 25 basis points
(bps), taking the deposit rate to 3.75% in June. Japan has surprised expectations with mounting
evidence of a sustainable recovery in inflation, as price pressures have pushed up wages. Figure
1 (following page) plots regional growth and forecasts.
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Taken together, a more benign narrative around developed market economic growth is emerging.
With the expansion broadening (with some signs of a sharper slowing in some sectors), inflation
is expected to slow a little more (but remain above target) and a modest easing cycle is antic-
ipated in late 2024 into 2025 (Figure 2).
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Emerging markets have seen an uneven growth expansion, but a much more pronounced improve-
ment in inflation (driven by an easing in food and fuel prices) has provided the various central
banks with greater scope to ease monetary policy. Nonetheless, high developed market policy
rates are not a friendly environment for emerging market assets, and a strong US dollar has kept
emerging economy exchange rates on the back foot. This has been exacerbated by China’s weak
domestic economy, with its real estate sector under immense pressure, and growth being largely
kept afloat by strong export performance. Price disinflation - and at times deflation - has limited
policy options and hampered economic consolidation in the world’s second-largest economy.

CLOSERTO HOME, THE ELECTION DOESN’T FIXTHE ECONOMY - YET

The ANC lost its 30-year majority in the May 29 election. In the following two weeks, it drew the
Democratic Alliance (DA) and the Inkatha Freedom Party (IFP), along with a range of smaller
parties into a fractious alliance under the umbrella of a Government of National Unity (GNU). The
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significance of achieving this arrangement, when there was a potentially ‘easier’ alliance with
the Economic Freedom Fighters (EFF) and other smaller parties, shouldn’t be underestimated.

President Ramaphosa appointed a cabinet that includes seven other parties, albeit retaining
a strong (71%) ANC presence (including the president and deputy and all deputy ministers),
with the DA holding 15.6% ministerial positions and the remaining parties at 13.4%. Looking
ahead, the ability of the two larger parties, the ANC and DA, to move beyond historic political
confrontation, and ideological and economic differences - especially when the ANC itself is
now even more visibly divided after the election - remains to be seen.

Certainly, there is significant common ground on which to build. Many ministers in the economic
cluster value private participation and partnership with government and have committed to
pursuing policies in line with this. Seeking to improve service delivery, IFP leader and Minister
of Cooperative Development and Traditional Affairs has called for municipalities to improve
critical service delivery, or have these responsibilities removed and face liquidation. Minister
of Transport, Barbara Creecy, has prioritised the stabilisation of the sector, and the creation of
a private sector participation unit to boost its investment in SA’s transport infrastructure and
operations. National Treasury’s determined efforts to consolidate spending and commit to a
fiscal anchor should find greater support in a more representative cabinet. And, although SA
was not keen on a bigger cabinet, a positive outcome is that ministerial accountability should
also improve.

Critically, Operation Vulindlela’s prioritised interventions to fast-track economic reform provide a
roadmap for the reference of new ministers, with a high level of political support. There are also
a number of key legislative decisions - including revised White Papers on transport and logistics,
the Water Services Act, and the National Water Infrastructure Agency Bill - which are already in
motion for 2024, paving the way for constructive interaction by the coalition in the near term.

That said, there is clearly a part of the ANC that is more closely aligned to the EFF or even the
uMkhonto weSizwe Party (MKP), which has been spun out of the party over time. This has the
potential to be a powerful grouping within the government.

SA ECONOMIC OUTLOOK.

GDP growth started the year on a back foot, following a weak end to 2023. Figure 3 shows that,
on a sequential basis, real GDP contracted 0.1% quarter-on-quarter in the first quarter of this
year (Q1-24) and eked out poor gains of just 0.6% year-on-year (y/y). Data for the second quarter
has been patchy, with little real evidence of the loadshedding relief in the numbers, although
we see an upside of between 0.5 and 0.8 percentage points of GDP, should loadshedding be
contained to levels 1-2 in the second half of this year into 2025.
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A significant part of the growth challenge is that few of SA's economic headwinds are cyclical.
GDP growth peaked in 2006 and has been slowing on a trend basis since the 2008/2009 Global
Financial Crisis. The drivers of the deceleration include:

- adeterioration in the business climate alongside rising political and social risks;

« the impact of negative supply shocks, including the sectoral deterioration in electricity,
transport, and water;

- labour market inefficiencies;

- the effects of State Capture on productivity;

- wasteful spending, misgovernment, and corruption in the allocation of resources; and

+ the impact of the weakening fiscal position on borrowing costs and the crowding out of private
investment, amongst others.

None of these issues were short in the making, and all will take time to resolve. We are encour-
aged by the new configuration of government, especially in instances where ministerial heft
can be brought to critical issues of reform already presented by Operation Vulindlela (such
as energy and transport, skilled visas, and communications), but a full commitment to critical
projects will take time.

As such, the near-term drivers of growth can only really come from an improvement in current
headwinds and better sentiment, but these improvements are likely to be marginal.

The outlook for domestic consumers has started to improve (Figure 4), supported by lower
inflation, real wage gains and the prospect of lower interest rates. Consumption accounts for
67% of GDP (and about 61% of government revenues), and household spending has been deeply
bruised by high inflation, the increase in interest rates, and debt service costs; and, more recently,
fiscal pressure, which provided no relief from bracket creep this year!

Figure 4
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We expect these constraints to start easing, as inflation is set to slow to about 4% y/y in October,
driven by lower pump prices for fuel, easing food prices, and some knock-on from a stronger
currency. We see consumer inflation averaging 5% this year and next, with core inflation steady
at 4.6%, an anticipated reduction in interest rates, and a modest acceleration in credit utilisa-
tion should help support spending (Figure 5 following page).

"Inflation pushing taxpayers into higher tax brackets without income increases
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Figure 5
SOUTH AFRICA’S CONSUMER INFLATION AND POLICY RATE OUTLOOK
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With some uplift from consumer spending, and a marginal easing in energy and logistics
constraints amidst a looser global policy environment, we see scope for growth to accelerate in
the second half of 2024 to bring annual GDP to 1.1% in 2024, 1.6% in 2025, and 1.8% in 2026.

We see limited room for a strong response to changing conditions from private capital expendi-
ture, although a more enabling regulatory and political environment could present significant
upside.

The South African Reserve Bank (SARB) has been cautious about the outlook for inflation, and,
through most of the past year, has assessed the risk to its forecasts as being to the ‘upside’. Some
of these risks - including currency weakness and the threat of higher food prices - have receded,
and we expect the SARB to start cutting the policy rate in the fourth quarter of this year, with
some risk? of an earlier start (end-Q3-24) to a 75bps easing cycle. We see the ‘terminal’ repo rate
at 7.5%, limited by the weak fiscal position and, possibly, an official lowering of the inflation
target in 2025

National Treasury has done well in containing spending in the fiscal year 2023/2024, delivering
a primary fiscal surplus of 0.3% of GDP, excluding allocations to Eskom. This certainly improves
the current year’s starting position. Looking ahead, however, decisions about large allocations
(such as the long-term future of the Social Relief of Distress grant and funding of national health
insurance, have yet to be made. Greater efficiency in fiscal allocations is possible under the new
administration, but we believe that it is too soon to embed greater restraint in the numbers until
there are clearer indications of the political dynamics within the new government.

AWEAK NEW DAWN?

It is said that a day is a long time in politics, and now, perhaps, more than ever, this is true in
SA. Much has changed in a short period of time, but much is also still the same. The ANC, still
responsible for many of the inefficiencies and administrative failures of government, retains a
heavy majority of ministerial positions (including deputies) and roughly 73% of the Budget allo-
cation. It is not clear whether or not the new administration is reorientated enough to create
a growth-enabling environment that can support stronger, more inclusive growth. There is also
now clearer internal opposition to the coalition, which will need careful navigation. The political
arrangements in the provinces have yet to be tested.

But there is a case to be made for cautious optimism, given the initial success in agreeing a
coalition, and early indications of a renewed focus on a common reform agenda. +

2While desirable, early easing in the policy rate carries several potential risks, such as an uptick in inflation, currency weakness and negative market sentiment, among
others
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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