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Company Profile

Industry Insight supplies construction business intelligence through regular services and customized requests. We
provide an independent, objective and unbiased information service to the construction industry, embracing four key
marketsegmentsjncludingresidential,social housing, nenesidential and civil works.
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activity across the country, based on private and publiotazts out to tender, including a value added drill down

facility to view project descriptions. Each project has beengmted according to the coordinates of its location, to

provide reaidtime spatial analysis of construction activity.

To find out meoe about our company and services please visiv.industryinsight.co.za

Services provided

A Business services packages include a combination of the following services:
0 Quarterly state of the industry reviews
0 Monthly newsletters
o Industry Insighproject database

A Time series database of project trends based on contracts out to tender and awarded, by
city, client, number and value

A Online extraction of project descriptions
o Annualbudgetreview¢ implications forthe construction industry

A PriceMonitor ¢ review of construction costs, including the Industry Insight building cost index, contract price
adjustment provisions, average rates per m2 by type of building.

A Construction Tender Indicesmeasures activity ithe construction industry in the residential,

low cost, nonresidential and civil markets.

A Statistics

A Construction in Business Seminatsosted in Sandton

A Electronic library

A Municipal BudgetgHigh capacity municipalities)

A Preferred Supplier Trad8urvey find out who is the preferred material supplier in your product category, by

type of project and / or by province.

A Investment Map (Project Location intelligence) geographical analysis of investment in towns and cities,
based on the value of prate and public sector contracts awardeBlease note our offine service has been
temporarily suspended. Kindly contact our offices for customised mapping

A Geocrime Intelligence; Data analysis is fast moving in the direction of more defined spatialyais, whee
large amounts of data casasilybe viewed and monitored in relation to spatial boundariesdustry Insight
compares geographical construction infrastructure investment patterns with occurrences of reported crime.
There is a direct linkdiween construction development and criminal behaviour that can be further explored . -

through the CPTED (Crime Preventidirough BvironmentalDesign) principle.For more information about %
crime patterns or CPTED please contact our offices. e
O
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InvestmentMap

Preferred Supplier Survey


http://www.industryinsight.co.za/
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Letter from CEO

Conditions in the South African construction industry remain difficult and less prosperous

% compared to a few years ag@dlthough several companies have reported improved margins,

‘ / 3 it is mainly as a result of forced restructuring in order to improve internal efficiencies.

(‘ e \ Understanding the prospects for the industry is extremely difficult, as many of the indicatorsA .
= i are merely bumping alongside a winding roa@r as quoted by Dr Johan&NY I yX & ¢ KSNB

‘\ tAIKGE Fd GKS SyR 2F GKS Gdzyy Stz odzi AdG A& |
T N \ know. Firstly, that private sector investment will remain depressed for the next few years, as

the market is simply not conducive for private sacinvestment. Low interest rates do little

to stimulate investment if interested buyers are not able to access finance through traditional
lending channelsDebt levels are stubbornly high while savings to disposable income remain
much too low. Without savings to finance investment, and no access to finance, the
02 y a dzYiéhdishaee tied. No help therefore from a private residential perspective.
Oversupply in the nomesidential sector during the boom time has created surplus in the
commercial propey market, affecting capital and income growtlExcess capacity is still
being absorbed, at a slow pac&econdly, investment from public corporations, coming off a
high base, will slow in the next few years, as Eskom, ACSA and Transnet investeddillions
increase critical infrastructure.Thirdly, infrastructure allocations as per the 2011 Budget
medium term expenditure framework, is projected to either stabilise or marginally decrease
(in real terms) over the next three yearshe 2011 Budget cleangprioritises expenditure on
social infrastructure as opposed to economic infrastructufidis means greater focus on infrastructure associated with education
and health. The priority from a national perspective dtear; focus on maintaining governmeutssets ratherthan expanding the
asset base.

Thus considering all these aspects, our outlook for the next three years, is not one of a thriving construction indusdtiiebone
that will be characterised by internal restructuring to increase opieral efficiency, subdued margins, increased levels of
competition, higher levels of volatility, uncertainty and weak growth (after 2012).

At best we can only hope for an industry that will maintain an acceptable level of investment in relation tov@RiRit taking into

I 002dzyii GKS NBIdzZANBR Ay@SadaySyid ( ZhedbfickaMivestiménB(BulldizNand Coasifletidr Q a
works according to the South African Reserve Bank) to GDP ratio was 10% in 2010, down from 10,2%Qu2@ifi8casts expect

this ratio to deteriorate to around 8% by 2012.

Yours sincerely

Elsie Snyman
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Kitcliens &

Batiiroonis

GOING BEYOND THE CONVENTIONAL

Plascon Kitchens & Bathrooms™ was recently voted: Winner in the Paint Category in the Product
of the Year 2011 survey of over 5000 South African consumers.

This prestigious award recognizes the product's innovative and unique MICROSHIELD™
formulation which inhibits mould and fungus growth. In addition, Plascon Kitchens & Bathrooms™
contains SILVER PROTECT™, known for its broad spectrum antimicrobial properties.

Independent research has shown that after one day, harmful micro-organisms commonly found in
kitchens & bathroom areas, couldn't live on a surface painted with Plascon Kitchens & Bathrooms™. *

Plascon Kitchens & Bathrooms™ is 10 times more washable than conventional water based paints
and has excellent stain, steam and chip-resistance. The result is a surface with all the benefits of
enamel yet with an aesthetically appealing matt finish.

Plascon Kitchens & Bathrooms™ is available in White and can be tinted to a wide range of Plascon
pastel shades from Plascon Inspired Colours.

Plascon Kitchens & Bathrooms™ carries the unique Plascon 7 year quality guarantee, while the
handy 2.5L container is the ideal size for hard working areas such as kitchens and bathroom areas.

*When used in conjunction with standard cleaning practices.

Y
b\ ,‘“‘o\
4R

Consumer Survey of
Product Innovation

2011

Kitc/ieris &
batiiroonis

For more information contact the
Plascon Advisory Service: 0840 2040 60
or visit our website www.plascon.co.za,
www .plascontrade.co.za

low VOC
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OUR GREEN STARS

Plascon Double Velvet was the fiist product in SA to be launched with
a Breatheasy™ formulation. This leading Breatheasy™ formula releases
fewer harmful chemicals into the air as it dries, dramatically improving
indoor air quality. Plascon Cashmere soon followed.

Double
Velver

STAN B e

PLASCON DOUBLE VELVET gives your interior walls PLASCON CASHMERE gives a long lasting plush matt

a luxurious look and feel that is easy to keep clean and finish, that creates a sense of style for both the interior
beautiful, even in your most “lived in" rooms. and exterior of your home. A unique Triple Action Bead
A unigue Stain Barrier™ formulation forms a multi- Technology™, diffuses light thereby hiding imperfections
layered protective coating preventing dirt from and forms a protective barrier which maintains an
penetrating the paint. PLASCON DOUBLE VELVET absolute matt finish over time, even with regular wiping.

is Breatheasy™ - Virtually No Odour. " ”
* Washable & stain resistant

¢ Washable & stain resistant * Hides imperfections
* Low odour ¢ Stylish matt finish

* Luxurious velvet finish . .
* Low Volatile Organic Compounds

* Low Volatile Organic Compounds = Breatheasy™ formula
= Breatheasy™ formula * 7 Year Quality Guarantee
* 7 Year Quality Guarantee

Complete hiding in 2 coats
Extensive range of colours to create beautiful décor
Choose the finish that suits you

Seven Year Quality Guarantee Superior Plascon product performance
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green is not just a colour to us

Plascon South Africa strives to inspire more ecological considerate decisions
throughout our business. We have responded to the challenge by innovating
unparalleled sustainable solutions based on the 3 fundamental pillars of compliance,
sustainability and products.

Consumer Survey of
Product Innovation

2011

Compliance = Green Processes

Several Environmental Management Systems have been implemented in
all of Plascon's South African Manufacturing Plants and in 2005, we
attained ISO 14001 certification at all of our plants.

Sustainability = Green Practices

Pioneering ground-breaking processes have been implemented to
ensure that we are starting on ground level. Our processes focus strictly
on achieving complete sustainable progression.

Products = Green Products

Plascon is dedicated to provide industry-first solutions, through quality,
environmentally-aware products, which do not compromise the finished
product performance or our world.

Plascon has a one-stop product solution from preparation to topcoat;
ensuring your indoor air quality is Breatheasy™. Plascon's new Kitchens &

Bathrooms™ paint combines superior stain resistance with a premium maitt finish.

Plascon Kitchens and Bathrooms™ formulated with SILVER PROTECT™ and
MICROSHEILD ™ inhibits microbial growth. Available in White and a Pastel
tintbase, with less 16g of VOC's per litre it is also Green Star compliant.

Winner in the Paint category,
Survey of 5000 people by Nielsen

For more information contact the
Plascon Advisory Service: 0860 2040 60

or visit our website www.plascon.co.za,
www.plascontrade.co.za
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Report objective

The State of the Construction Industry Report is a focus report used by stakeholders and related industries, to monitor
developing and changing trends including economic indicators, pricing trends and financial indicators ttathaffe
current and expected outlook in the construction industry.

Data pertaining to the construction industry is scattered with most data sources measuring only a certain aspect of
investment or performance in the industry. Industry Insight aims tatiooously research available sources of
information in the industry to provide a more holistic and comprehensive view of the market.

We have developed a unique time series database of projects at various stages, which is the only national dataset
indeperdently surveyed. The Industry Insight Project Database forms the basis of many of our discussions, and
includes projects initiated by the private and public sector. It includes both building and civil projects. Each project
has been ge@oded accordingp its location, making it the only GIS compatible infrastructure dataset in the country.

Other souces of information incorporated into the report on a regular basis include:

A Statistics South Africa

A South African Reserve Bank

A Provincial Government Deptanents
A Financial institutions

A Industry Insight Library

A Industry Insight Trade Surveys

A Databuild

A Global Insight

A Cement & Concrete Institute

Forecasts are calculated based on expected trends in short to medium term leading indicators that have a strong
correlation with investment in construction.

Chapter:



Sources:

ABSA House Price Index , AB8#w.absa.co.za

ABSA Housing Review, 2010@®@w.absa.co.za

South Africa Economic Perspective, 20108BSA, www.absa.co.za.

Business Confidence Index, RMB/BER, www.ber.ac.za.

Global Insight, www.globalinsight.co.za

w2RSQa {! tNRBLISNIe& bSgax w2RS 3 1 3a20A1GSa
Statement of the Monetary Policy Committee, South African Reserve Bank, www.resbank.co.za
Consumer price index (CPI), Statistical Release P0141, Statistics South Africa

Producer price index (PPI), Statistical Release P0142.1, Statistics South Africa

Gross Domestic Product (GDP), Statistical release P0441, Statistics South Africa

Statistics of liquidtions and insolvencies (P0043), Statistics South Africa

Selected building statistics of the private sector as reported by local government institutions (P5041.1),
Statistics South Africa, www.statssa.gov.za

Quarterly labour force survey (QLFS), Statibtislgase P0211, Statistics South Africa, www.statssa.gov.za
Quarterly financial statistics, Statistical release P0044, Statistics South Africa, www.statssa.gov.za
General household survey, Statistical Release P0318, 2009, Statistics South Africa, wsaigstarza

South African Federation of Civil Engineering Contractors (SAFCEC), wwww.safcec.org.za

Billcost, www.billcost.co.za

a I NJ|, $viwmchilcost.co.za

Databuild,www.databuild.co.za

CPAP Escalation Training Seminaal



http://www.absa.co.za/
http://www.absa.co.za/
mailto:alicia@industryinsight.co.za

State of the South African Construction Industry

2nd Quarter 2011

Executive
Summary

The South African GDP expanded to 4,8% quanter
quarter for 2011Q1, up from the 4,4% recorded in the
previous quarter.

remains flat in
Total

Gross Fixed Capital Formation
residential, nomresidential and civil sectors.

GFCF increased by a minimal 0,2% y/y for 2010Q4,

measuring the first positive anease for the past five
quarters.

Residential investment declined by 4,9% yly for
2011Q1, while nomesidential sector reported a
minimal increase of 2,1% y/y in GFCF.

In the first quarter of 2011 the RMB/BER confidence
index stood at 55, indicating thdtusiness owners are
optimistic with their outlook for 2011, but as
inflationary pressures around the food and oil prices
soared, BCI slowed to 48 in 2011Q2.

Headline consumer price inflation measured 5,0% in
Wdzy S HAamMMZ
though, prices increased by 0,4% between May and
June 2011.Lending rates remain at 9% the lowest rate
recorded in 3 decades.

The number of liquidations increased by 4,1% yly for
February 2011. Compulsory liquidations increased by
39% based MAT. mtary liquidations increased by
0,2% yly (MAT).

Construction employment declined by 6,4% from 2009
to 2010 with approximately 29000 individuals having
lost their jobs. The slowdown in the construction
sector has negatively impacted within the sector.

Overall, Absa House Price Index indicated that house
prices grew by 1,2% yly for June 2011, bernains on

a downward trajectory throughout 2011. This comes
as difficulties around affordability by consumers in the

residential market persist and is caugia slowdown
with little optimism of a change in consumer demand.

Residential construction investment declined by 1,2%
in 2010Q4 compared to a 5% decline reported in the
previous quarter.

The delivery of social housing still remains below the
demand line ad backlogs continue to grow.
Government have set aside funds that seem too small
to fit the bill of refurbishing suistandard homes for
over 12 million people who currently lack proper
housing facilities.

The number of residential projects awarded foetlast

12 months to March 2011 increased by 22% followed.
The residential sector also experienced a decline in the
number of SQM approved which continues to contract
at a slower rate.

The number of SQM approved for noesidential

AYONBI aAy JageF NP Wonﬂfpcﬁoﬂ fell by g ghiicgnt 30.494/y/y |n Gebiyary

Retail space has declined by 42,2% yly (N&&DH 11),
however this showed a slight improvement from the
decline that was experienced in December 2010 of
50,2% yly. Developers are still concerned teerger
the retail construction market.

Demand for industrial space remains sober, even
though the manufacturing production has increased by
5,7% yly for February 2011.

Renovations market is still a more active market with
regards to building and construction. Although much
of the renovations market is unaccounted,
renovations, residential and nemsidential secured
36,4% of total construction building plans approved.

13
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Investment growth in civil works (including

professional and contracting fees) slowed to 7,2% in
2010Q2, éllowing 17 consecutive quarters of double

digit positive growth.

The number of civil contracts awarded fell for th8 4
consecutive quarter, down 40% vyly in 2010Q2,
following a 42% decrease in 2010QThe number of
contracts out to tender also continuetb contract,
with 38% fewer tenders issued in 2010Q2 compared to
2009Q2.

Confidence levels in the civil industry, according to the
FNB civil confidence index, weakened to a low of 25 in
2010Q1, but recovered mildly to 33 in the 2010Q2,
only to weaken gain to 28 in 2010Q3

The number of civil projects postponed, expressed as a
percentage of tenders received over a 12 month
period, increased to 16% in December 2009, from 6%
in 1998, it had moderated to 12,4% by 2010Q2 (from
13,7% in 2010Q1l1), because ofethslowdown in
tendering activity. The actual number of projects
postponed increased by 39% between the first and
second quarters of 2010, but was 40% lower compared
to 2009Q2.

Transnet and Eskom remains committed to their
respective long term infrastructe expenditure plans,
but continues to warn of financial challengesACSA
announced that there are no immediate plans to
increase capacity.

Opportunities are however presented via mechanisms
such as those provided by the implementation of

ttt Stodgd dzLILI2 NI F2NJ KSIF f (K
following the agreement between government, and
the DBSA & IDC, to provide finance for health related
PPP projectsWhile all provinces will identify projects,
the rollout would commence with a pilot project in
three of the provinces, Gauteng, KZN and Limpopo.
The major projects were identified for development at
the end of 2010Q1, including the Chris Hani
Baragwanath Hospital (projected to be the largest
health PPP on the continent).

Total investment in construiin is expected to slow to
R168,493m (in 2005 prices) by 2013, contributing an

t

average of 8,2% to GDP (from 10,3% of GDP in 2009).

Softer investment growth in civil works, coupled with
an expected sharp contraction in building construction,
overall growthin the construction industry is expected
to fall by between 1% and 3% in 2010 and possibly by a
further 3% in 2011. An expected slowdown in nen
residential invetment, not expected to recovdyefore
2013, will dampen growth in building investment,
while investment growth in civil work is also expected
to remain muted until 2013/2014. Factors such as
limited electricity supply, implementation of the
National Credit Act, affordability constraints and
limited access to government funds will continue to
hamper or delay the recovery in the construction
industry.
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Focus Forms held: 2010

o

2nd Quarter 2011

“Are you doing Government Tendering?”
”Do you need prices to consistently cost Bills of Quantities?”

“Perhaps you need market related prices for specific quantities to price a bill?”

Input quantities for rate build-ups with commonly used
master bill descriptions.

Weekly payment option available for the database.

*Other payment options pending & additional database levels in development

Software online, 24/7, safe and secure login.
*Internet connection required

Live pricing for RSA Provinces and Namibia for material and

labour items.
Export to Excel to save your Projects.

FREE DEMO at www.costabill.co.za

Tel: 086 11 11 273 / 021 - 852 1532
Fax: 086 11 13 679 / 021 - 851 3432

Implications of the 2010 Budget on the construction
industry:

2 March 2010

(Speaker, Elsie Snyman, Industry Insight)

Principles of Pricing and the role of StatistiSA in the
Price Indices:

2 June 2010

(Speakers¢ Richard Klaas, Stats SA & Elsie Snyman,
Industry Insight)

The Economic Impact of the 2010 FIFA World Cup on
South Africa:

25 August 2010

(Speaker, Gillian Saunders, Grant Thornton)

Outlook for theSouth African Residential Market
29 November 2010
(Speaker: John Loos, FNB)

The innovative solution to cost Bills of Quantities online

= costablll

bill estimating system

”~

(o]

admin@costabill.co.za

http://www.costabill.co.za

Focus Forums held: 2011

African Growth & Development
22 February 2011
(Speaker Duncan Bonnett, White House and Associates)

Budget Review
15 March 2011
(Speaker Elsie Snyian, Industry Insight)

Carbon Credits
14 April 2011
(Speaker Adam Simcock)

Affordable Housing
19 May 2011
(Speaker Kimberley Bull, Industry Insight)

Building (midyear) Indicators

15 June 2011

(Speaker Kimberley Bull, Industry Insight)
Civil (midyear) Indicators

14 July 2011

(Speaker, Henk Langenhoven, SAFCEC)
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Economic Conditions

. 2009 2010 Q1 Q3 Q4 Q1
Indicator Annual  Annual 2010 222910 5510 2010 2011
GDP -1.5% 4.6% 3.2% 2.6% 4.4% 4.8%
Gross Fixed Capital Formation (GFCF) 2.3% -2.5% -1.6% -1.4% 0.2% 1.4%
Residential -9.3% -5.8% -4.9% -6.8% -6.0% -4.9%
Nonresidential 1.9% -0.1% 1.7% 1.3% 2.1% 2.1%
Construction works (civil) 35.9% 17.2% 7.2% 1.7% 0.8% 0.4%
GFCF by Private sector -7.0% -6.9% -4.5% -0.7% 0.8% 2.1%
GFCF by Public Enpeises 40.7% 13.6% 9.8% 2.6% 2.5% 3.4%
GFCF by Government -1.2% -7.8% -8.0% -9.7% S5.2% -2.7%
Investment in construction as % of GDP ~ 11.8% 10.2%  10.1%  10.0% 9.9%  9-8%
Source: South African Reserve Bank
Global Economy
According to the Organisation off Economic GDP Projections (Annual)
Cooperation and Development (OECD) and the World 15.0%
Bank, he worldwide economic recovergxpected to 10.0%
remain sluggish and slow into 201and further s 0%
stimulus may be necessafyom private and public oo
sectors The OECDwarned thathigh unemployment ’
and government debt raises much concern around oo
global imbalances and the economic crisis that still -10.0%
f }\ y- 3 S N\E CD ¢ K é Y2 y S L,] | N\B LJ Véc[))rFI’d us Japan China Russia Brazil India K
developing and developed economies have changed
. .. . . m 2008 w2009 2010 m2011f 2012f
severely since the crisis, where developing economies

are eperiencing higher growth and tighter policy
regulations, while the developed markets are facing
contrasting effects of slow growth and looser policy
regulations.

Global emerging economies, although smaller than
developed countries are growing at a muester pace
leading to great investment opportunity.

Gonsumers are likely to remain under pressure
because of higher levels of unemployment and
declininghouse prices Unemployment rate decreased
to 9% in January 2011, the lowest level recorded in the
pag 21 months. The recovery of the US economy,
being the largest in the wor|chas a large impact on
the global recover in general. Spending by
government has been cut according to United Nations
which could threaten global recovery.

The Japanese economys facing difficult times.

I O0O2NRAY3 G2 GKS LacCI Wt
reach approximately 250% of its GDP in 2015, with tax
hikes seemingly spelling political disaster.

LJk

Figurel: Global GDP projections

Brazil had dast growing economy gaining much speed
G261 NRa GKS SyR 2F wnmnz
largest economy, the acceleration has started to slow
into 2011 due to higher interest rates and tighter
domestic spending. Inflation is sitting above 6%,
causingecuts in budget.

wdza a A | @éonoMictr@diBecord is strong and it is
enjoying its lowest levels of inflation while maintaining
a 2% of GDP budget deficitEstimates for 2011
economic growth have an increase from 5% to 6% with
the possibility that thefiscal deficit may be eliminated
altogether

A report released by a research centre at Peking
' YADSNBAGE NBELR2NISR GKIF
macroeconomlc imbalance, the country is faced wit

uz
h 5
both inflationary pressures and the risk of slugglsg %%

RSold Aa

R, YHaA2YL ¢

Initial guidance provided by Ministry of Finance
indicated a growth of 9 percent in 20412. However,
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recent develoments, particularly the loss of
momentum in industrial growth, show thahis could
be a difficult target to achieve. With a continued
tightening of monetary policy and further escalation in
global oil prices are the kelownside risks to growth in
201112,

Domestic Conditions

The South African GDP expanded to 4,8% quanter
quarter for 2011Q1, up from the 4,4% recorded in the
previous quarter The sectors which made the largest
contribution were:

e Manufacturing industry contributed 2,2%,
based on a growth of 14,5%.

e Finance, real estate and business services
contributed 1% based on a growth of 4,8%.

e Wholesale, retail, motor trade and
accommodaibn industry contributed 0,5%.

e Transport, storage and
industry contributed 0,3%.

communication

Growth in the manufacturing sector was led primarily
by strong growth reported in the production of
petroleum, chemical products, rubber and plastics
product divsion.

The recorded quarterly GDP for 2010 are higher than
the quarters of 2009 and thus allowing the outlook in
2011 to be reasonably optimistic. 2009Q4 GDP
measured 3,1% compared to the 4,4% recorded for the
last quarter of 2010. It is important to keen mind
that the growth rates have inclined slowly indicating
that the economic expansion process will be difficult
and prolonged. Recovery back to GDP rates
experienced in 2005 and 2006 take time.

The nominal value added to the economy in the fourth
guarter amounted to R698bn, which was R18bn more
than the third quarter. Finance, real estate and
business services and general government services
were the largest performing industries as measured by
their nominal value added to GDP in 2010Q4, recording
20,7% and 16,3% respectively. The activity in the
construction sector increased in real value at an
annualised rate of 0.2% in fourth quarter of 2010, 0,6%
lower than the 0,8% increase recorded in the 2010Q3.
Residential market activity remains subduedeiitihe
f2g AYyGSNBald NrGS RdzS G2
indebtedness. Civil construction and n@sidential
building activity continues to be muted as the number
of new projects are lacking.

{ 2 dzil K ' TNROI Q& SO02y2YAO
contractions inQ2 and Q3 of 2010 from the first
quarter of 2010, but recorded a 4,4% g/q expansion.

GDP (%)
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Figure 2: GDP quarterly (Source: Stats SA)
Final Consumption Expenditure by households based
on constant 2005 annualised rates declined from a
5,1% q/q &pansions in 20100Q4 to 5,0% qg/q in 2011Q1;
a minor slowdown in expenditure by households.

Government speding decreased more moderately
falling by 5,2% for 2010Q4.

The household debt to disposable income ratio has
declined minimally in the last quarteof 2010,
reporting 1,1% declined to 77,6% but recorded a
further decline in the first quarter of 2011 to 76,8%.

Household Saving/Debt ratio to disposable income
90 15
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70 1
60 0.5
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Figure 3: Household savings / Debt ratios to disposable income

Household savirgy as a percentage of disposable
income improved from 0,3% ctmaction reported in
the last quarter of 2010 to a negative savings rate of
0,2% for the first quarter of 2011. Albeit the
improvement saving remains negative, indicating that
South African consumers are highly indebted with little

p&E3biif e a KA IK  SOSH
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Gross Domestic Expenditure

Gross Domestic Expenditure based on constant 2005,
annualised rates declined in the last quarter of 2010 to
5,4% yly from the 6,3% increase reported in 2010Q3.
Currently on a downward trajectory, Gross Domestic
Expenditure has ame off a peak of 6,3% yly
measuring expenditure at RM6715m as of Q3 last
year. Household final consumption expenditure
(constant 2005, annualised rates) too declined in the
last quarter of 2010, down 0,4% from the previous
quarter to 5,2% yly, currety moving downwards.

Gross Domestic Expenditure vs Final Consumption
Expenditure by Households
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----- Final Consumtion Expenditure- Households

Figure 4: GDE vs Final Consumption Expenditure

Gross Fixed Capital Formati¢g®FCF)

GFCF for residential, naesidential and civil sectors
have flattened in the last two quarters of 2010 and
look to remain flat. As seen in the agh, the
residential market has had little movement over the
past five quarters.

Gross Fixed Capital Formation for the residential sector
declined by 0,9% t66,0% y/y for 2010Q4 based on
constant 2005 prices. The noesidential sector
declined 0,6% frm a 2,7% yly increase recorded in
2010Q3 to a 2,1% yly increase in 2010Q4. In monetary
terms, investment in the nomesidential sector
increased y/y from R4047m to R4028m (2010Q4).

Gross Fixed Capital formation by Private business
enterprises continug on an upward trajectory and
reported the first yly increase for 6 consecutive
quarters in 2010Q4 of 0,7%.

GFCF by Public Corporations continues declining, but
still reported the largest y/y increase of 2,4% yly for
the fourth quarter, while GFCF by Geale
Government, although still in the red, has improved
slightly from -9,7% y/y in 2010Q3 t65,2% y/y in
2010Q4.

Total GFCF increased by 0,2% yly for the last quarter of
2010, the first positive increase in past 5 quarters and
has made an upward turn.

The graphs below indicate the movement in GFCF for
residential, norresidential and civil construction
works, as well as Total GFCF, Government, Public and
Private enterprises.

Total GFCF, General Government and Private
Enterprise have started reporting ireases and thus
indicate a turn around. As can be seen, these three
enterprises are on the up, but have reported minimal
increases, implying that the construction sector
remains tight. GFCF by Public Corporations continue to
decline and may do so for senmonths going forward.

Note: Gross fixed capital formation include spending on
residential buildings, noresidential buildings, construction
works (including civil works, mechanical and electrical
engineering), machinery, equipment and transport.

Gross Fixed Capital Formation
(% change, constant 2005 prices, annualised)
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Figure 5: GFCF: Construction (% Change)

GFCF of Government, Publi and Private
Enterprises (%change,constant 2005 prices, annualised)
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Figure 6: GFCF: Government, Public & Private (% Change)
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Inflation

Headline consumer price inflation measured 5,0% in
Wdzy S HnanmmI AYONBIF&Ay3
though, prices increased by 0,4% between Mand a
June 2011.

Between May and June the food and nraltoholic
beverage index increased by 0,5%, while the annual
rate increased to 7,1% from 6,1% for June. Housing
and utilities made the largest contribution to CPI of
1,6%, followed by food and neaicololic beverages
which added 1,1%. Contributions by the residual group
declined by 0,1%, while the restaurant and hotel group
made no contribution for June 2011.
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Figure 7 CP(Source: Stats SA)

When food and noralcoholic beverages, petrol, VAT
and otheradministered prices are excluded from CPI
the rate measures 3,8%.

PP|

The Producer Price Index (PPI) for domestic output
increased by 7,4% yly for June 2011 when compared to
a year ago, while increasing by 0,5% from the annual
rate recorded in May 2011 &9%.

The higher rate in June resulted from an increase in the
mining and quarrying rate of 3% from May to June.
Electricity recorded a substantial increase of 1,5%
between the two months as well as increases recorded
in food and manufacturing increasirig 5,9% in June
from 4,8% in May.

The PPI for exported commaodities in June 2011 had an
annual rate of 5,3% when compared to a year ago.
This is 0,4% higher than the rate reported in the
corresponding month of May 2011. The increase in PPI
for export commodities was mainly due to the rise in
price indices of mining and quarrying, basic metals,
paper and paper products and chemicals and chemical
products.

TNRY
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Figure 9: CPI vs PPI (Annual % Change)

Interest Rates

Interest rakes were cut to 9% in November 2010,
following a 50 basis point cut to 9,5% in September
2010. The monetary policy committee (MPC) decision
to cut interest rates was based aomestic inflation
whichmoderated to lowefthan-expected levelg¢down

to 3,5% asopposed to an expected 4,9% average for
the 3° quarter), and it is anticipated that it will remain
within the target range for the rest of the forecast
period. With intered rates currently sitting at 9%t is

the lowest it has ever been in 30 years.

With the global market volatility remaining a great
concern for domestic consumer confidence and
expenditure, the Monetary Policy Committee
committed to increasing economic activity in the
market by lowering interest rate to the lowest level it
has ever ben in the past 30 years (since October
1980). The decision to lower the rate resulted from 3
primary effects. Firstly, due to the persistent negative
output gap, followed by the diminishing demand by
consumers and finally largely because of the
appreciding value of the Rand.
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The output gap, the difference between supply and
demand, has remained negativemeaning there is
insufficient demand to support current capacity in the
economy, suggesting the economy is under
performing. Growth, however is exped to increase
somewhat as South Africa has now joined the BRIC
union, being one of the fastest growing developing
economies.

The impact of lower interest rates has taken longer to
filter through to economic activity and has as yet not
had the impact may anticipated. The main reasons

are the higher levels of debt (beyond 75%) and the
limitations imposed by the National Credit Act (NCA).
It is expected that interest rates will start increasing
towards the end of the 2011 due to increases in oll
price and food prices in addition to secondary

inflationary effects. There are views that the market
has been unable to utilise the low interest rates to
their advantage and have therefore missed out on the
opportunity.

With interest rates being significantlyuo it has also
been anticipated that domestic economic activity
would be higher; however this is not the case.
Consumer confidence remains moderate resulting in
little spending. High indebtedness continues to
suffocate some consumers; however the low imetst
rates are creating a suitable market for paying off their
debt at a much cheaper cost.

The easing of monetary restrictions has allowed some
individuals to start obtaining credit. For the building

sector, this means that there is some possibility that
prospective home owners may be able to access
finance, bearing in mind nonetheless that the National
Credit Act may still implicate many individuals.

Demand for housing is not back to what it was in 2006

2007.

Prime Lending rate (%)
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Figure 10: Repo Rate

Low interest rates should have a positive impact on the
value of houses along with a growing economy,
increase in employment and modest growth in
disposable income, however with financial markets
being under strict control and demand for housing
continuing to bedown.

The latest release from ABSA House Prices indicated
that all sized house prices are currently on a downward
slope, implying that house prices continue declining.
Medium sized houses (14220m2 recorded a 0,2%
incline in the value of a house fron®RL 050 in June
2010 to R973 379 in June 2011. Although small sized
house price (8(140nf) recorded a 6,0% yly decrease
for June 2011 a minimal improvement of only 0,1%
from the -6,1% y/y decline reported in small house
prices in the previous month. THarge sized houses
(221—400r‘r?) recorded the largest increase of 0,9% in
house price from R456 806 in June 2010 to R&9

880 in June 2011.

Overall, house prices grew by 1,2% y/y for June 2011.

ABSA House Price vs SQM Approved: Residential
(y/y% change)
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Figure 11: ABSA Hi SQM Approved: Residential (y/y%
change)

The number of square meters (SQM) approved has
declined from the beginning of 2009; however the
decrease has slowed from March 2010 January 2011 as
indicated in the graph above. The pace of decline has
slowed significantly into 2011itk the number of SQM
being approved following an upward trend.
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Household Saving/Debt ratio to disposable income
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Figure 12: Household Debt vs Savings to Disposable Income

The impact of lower interest rates during the first half
of 2009, has taken some time to filter through to real
economic activity. The declining trends in credit
extension started to moderate in December 2009, 6
months after interest rates were lowered for the first
time in the current downward cycle in June 2008.

Household debt to disposable income has declined to
77,6% in 2010Q#om 78,7% recorded in the previous
quarter. While debt to disposable income is declining,
the savings ratio remains flat with little change.

Oil Price obscurity

Serious concern surrounds the rise in oil price as
political impact in Africa causes the mand to
increase, in addition to external factors assisting in
increasing the price.

NByid ONHzRSQ& LINAOS Lkol
2010Q4 at approximately $88/barrel to over
$120/barrel in April 2011. The rise in the price came as
a result of theEgyptian political chaos which called for

concern around the supply available in the Suez Canal.

In addition, political riots in Libya (with approximately
one million barrels of oil being lost due to the crisis)
and striking workers in Gabon threatened pgly
pushing the price up.

According to OPEC Secret@gneral, Abdalla Salem El
Badri, the global oil market has sufficient supply and
there is no need for OPEC to increase output. The
most efficient way to decline the oil price is to curb
speculation ad reduce taxes ($1$20 a barrel).

With many market players, including financial experts
blaming the financial crash on speculators trading oil
and causing the excessive high price of $148/barrel in
2008, the rise in oil price brings much concern to the
domestic and global economy.

For South Africa a rise in oil price given the continuous
movement in the Rand value can have a detrimental
effect on the economy. The depreciating Rand value to
the Dollar will have a ripple effect into output costs to
consumes. High oil prices lead to higher costs all
round ¢ transport costs in terms of delivery to retail
outlets will increase, pushing costs to the retailer up,
this rise will be converted into an increase in cost of
product to the consumer. Secondly persbnansumer
transport expenses will increase as a direct result of
the oil price increase on fuel prices. Implications of the
oil price changes are both direct and indirect to the
consumer.

Finally, an oil price increase relaying into fuel and food
priceincreases causes much apprehension surrounding

inflation. Growth in the inflation rate will not only
FFFSOU LINAOSaz AU oAt
which consequently could result in higher debt.
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Figure 13 Oil Price vs Exchange Rate
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Business cofdence

Business confidence remained well below the 40%
level throughout 2009¢ based on the Bureau of
Economic research (BER) Business Confidence Index,
but recovered slightly in 2010Q1 to a level of 43. By
2010Q2 BCI reached 47, however had declineddtdn

the 3¢ quarter. In the first quarter of 2011 the
RMB/BER confidence index stood at 55, indicating that
business owners are optimistic with their outlook for
2011, but as inflationary pressures around the food
and oil prices soared, BCI slowed toid2011Q2.

An index value of at least 50 (preferably 60) is required
to stimulate new investment, which means an
environment conducive to stimulate new investment is
plausible.

According to the South African Chamber of Commerce
and Industry (SACCbushess confidence increased in
the first quarter of 2011 to 88,3 after contracting to
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86,4 in February 2011. The BCI is 5,1 index points
higher than a year ago.

Only twoof the seven real economic stibdices used
to compile their business confidence indgthe BCI)
improved from the previous month, was retail sales
and construction

SACClvs FNB
Business Cofidence by quarter
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Figurel4: SACCI vs FNB business confidence indices (Quarterly)

The RMB/BER BusineGsnfidence Index increased to
55 points in the first quarter of 2011 from the
contraction recorded in 2010Q4. Given thhe index
level measures more than 50 it can be said that more
companies have a positive outlook on the prevailing
business conditions

Business confidence increased in three of the five
sectors, namely motor trade, wholesale trade and
manufacturing sectors, while recording declines in the
retail and building sectors. Business confidence in the
motor industry reached a five year higlecording a
strong recovery to 84 point index. Wholesale trade
increased to 50 index points after reporting levels of
around 50 for most of 2010. Manufacturing recorded a
10 index point increase and reached a level of 51.

The building sector of the Bugiss confidence index is
the only sector to still show no sign of recovery.
Nevertheless, it must be maintained that business
cycles are longerm in nature and will typically lag
changes made in other sectors.

Business confidence is a reliable indicatdr the
economic outlook and is also driving thevelopment

of nonresidential buildings The latest trend in
business confidence should therefore suggest an
improved economic outlook, but still not at a pace that
O2dzf R 6S O2yaARSNBR &4 WSELJ

The local economy has, to some degree, established
momentum, however it remains sensitive to domestic

sociteconomic  developments, including local

government elections, the way in which corruption

level is dealt with, as well as the level of labour dispute
activity.

Credit Extention vs Prime Lending Rate
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Figure 15: Credit Extion to Private Sector

Liquidations

The total number of liquidations for South Africa
declined to 267 for April 2011, from 350 recorded in
March. Based on a Moving Annual Total number of
liquidations declined by 25,4% yly.

The total number of compulsory liquidations in
construction increased by a total of 5 (38,5%) to 18 in
April 2011 when compared to a year ago based on the
MAT.

The total number of voluntary liquidations in
construction decreased by a substantial 16,2% tg'y
192 from 229 (MATApr 2010/2011). Total number of
liquidations in the construction industry experienced a
decline of 12,2% y/y based on MAT from 254 in May
2010 to 223 in May 2011.

The total number of liquidations in Close Corporations
based on a MA@ecreased by 15,5% yly from250 to

1 902 in June 2011. The total number of companies
that were liquidated decreased by 19,0% y/y (or by 380 @
companies) to 1 617 (MAT) for June 2011. While the &
ydzZYo SNJ 2F fAljdZARFGAZ2ya AYS [/
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liquidations for companies have too started showing

. . Total Liquidations vs Total Construction Liquidations
signs of contraction.

(y/y% change - MAT)

Liguidations in the construction industry have declined 150.0% 30.00
somewhat from the large numbers that were taking 110.0% 2400
place from 2008 to early 2010. Liquidations in the 0.0% 18.00
construction industry contractetb only 1 in June 2011
. . 30.0% 12.00
from 13 in the previous month.
-10.0% 6.00
The construction sector remains sensitive to the 0.0% 000

impact of the global recession and the completion of

N wmw~LO O A4 o8 m s n W WU~ oo
. ; 2299929820009 3Q92%3 -
large multibillion projects that took place in 838823555585 8358%
. . -0 oo = 0
preparation for the 2010 soccer world cuplt is S 22" z- 0w«
therefore expected that the Iagged effect of the Y /Y% Total Liquidations ====Y/Y% Total Construction === Interest Rate
recession will persist in the construction industry in the Fioure 16: Liauidations: Consiructi
. gur S Liqui lons: nstr on
short to medium gure 16: Liquidations: L-onstructio

term.

Tablel: Number of Liquidations: % annual change (MAT)

Constuction: Construction Construction Total cAll Total Closed Total Closed
Total Compulsory Voluntary sectors Corporations Corporations
Construction  (All sectors)
2007 -24.00% 17.20% -30.21% 4.10% -41.70% -13.20%
2008 1.80% -44.10% 13.40% 4.70% 41.00% -37.70%
2009 32.80% -10.50% 38.20% 25.20% 34.50% 29.90%
2010 4.00% -17.60% 4.70% -3.40% 12.90% -8.50%
2010 (JarMar) 55 3 52 1121 65 510
2011 (JarMar) 20 5 15 530 34 562
additional/less -35 2 37 118 -31 52
% change -63,6% 66,7% -71,5% 12.5% 47.7% 10.2%

Source{Statistics SA (P0043)
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Construction: General overview

Investment in the construction sector (including
residential, norresidential and civil construction
works) for 2010Q3 rose by 0,3% y/y while the last
quarter of 2010 recorded no emge in investment for
the construction industry. The expansion rate of
investment for total construction recorded double digit
growth rates from 2003Q1, but slowed substantially as
of 2009Q3 with a y/y expansion of 23,6%.

Gross Fixed Capital Formation
Total Construction (y/y% change)
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Figure 17: GFCFotal Constrution (y/y% change)

Growth remains slow and is on a downward trajectory.
Investment growth in civil works measured an increase
of 0,8% yly in 2010Q4 contracting down from the 1,4%
yly increase in Q3 however grew by 1,4% yly in the
first quarter of 2011.

The rate of decline in investment in buildings slowed
from -6,9% y/y in 2010Q3 te6,0% y/y in Q4. Total
investment, based on seasonally adjusted annualised
rates and in constant 2005 prices, therefore declined
to R27572m from R2®843m (when comparing g/q
2009/10). In 2011Q1 disinvestment in building
decelerated and recorded a contraction of 4,9%.

Investment by general government declined by 2,7%
yly although at a slower pace. Private enterprises
recorded an increase of 2,1% vyly, while public
corporationsincreased by 3,4% y/y for 2011Q1.

The contribution of GFCF to GDP slowed marginally
from 19,7% in 2010Q3 to 19,6% in 20100Q4.
Investment in civil works contributed 9,9% to GDP
while contributing a significant 50,6% to total GFCF for
the last quarter of 200. Nonresidential investment
amounted to R4B28m and contributed 11,6% to total
GFCF while only securing 2,3% of GDP. Investment in
residential construction contributed 1,5% and 7,6% to
GDP and total GFCF respectively.

Spending on civil works declideto 62,2% of total
construction spending in 2010Q4 from 62,4% in

2010Q3. Nowesidential and residential spending
contributed 22,8% and 15,0% to total spending in
construction.

According to Quarterly Financial Statistics P0044, (a
sample of formal busirsses operating in the nen
agriculture sector) released for the fourth quarter of
2010, profitability in the construction industry (before
tax and company tax) contracted by 2,3% to283m

for 2010Q4 compared to the previous quarter which
recorded profit b be R329m. Based on a y/y change,
construction profitability increased by a significant
40,0% for 2010Q4 when compared to 2009Q4 profit of
R2322m.

Expenditure is likely to moderate in coming months, as
demand from both the private sector and the
goveinment, is expected to weaken. Once conditions
however, start to improve in the private sector,
additional capacity put in place over the last years, will
AAAYAFAOLIYyGte AYLINRGS (KS
full growth potential.

Net Profit or Loss before taxation:

Construction Industry (y/y% change)
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Figure 18: Net profit or loss before taxation (% of total income
source Stats SA)

Income vs Expenditure:Construction Industry
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Figurel9: Sector contribution to total construction
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General Sector Employment

According to the Quarterly Employment Statistics
surveyed by Statistics South Africa total employment
dedined by 0,9% y/y in 2010Q4 compared to the
previous year. Informal sector employment increased
by 7% yly in the third quarter of 2010, but slowed in

the last quarter recording a growth rate of only 3% yly.
On the other hand, the formal sector reported a

decline of 2,7% yly for third quarter, but improved to

secure a decline of only 1,9% y/y for 2010Q4.

As the public sector endures in creating employment,
various sectors have recorded job losses including
manufacturing, construction, goldhining and trae.
The pace of private sector employment growth is slow
and highly dependent on global and domestic
recovery.

The financial intermediation and insurance sector
employment recorded a 12% yly decrease in the
number of employees from 2009Q4 §12000) to
2010Q4 (1594000). A total of D73 000 people were
employed in this sector for 2009 compared to only
6623000 for 2010, therefore declining in total number
employed by 6,4% (or by 450 000 individuals).

Construction Employment

Total employment in the awstruction industry

declined by 6,4% from 2009 to 2010 with
approximately 29®@00 individuals having lost their
jobs. In 2009 an estimated581000 were employed

in construction, while only 241000 were employed in

2010.

Construction job losses come as result of the
slowdown in the construction industry in conjunction
to the completion of road of BRT infrastructure. As of
end December 2010 the construction industry
reported an annual decrease of DDO0 employees
compared to December 2009, a 6,3% gécline.

According to Statistics South Africa, the construction
sector experienced a 1,9% (00 job losses) decline
in the number of people employed fromQ76000 in
2010Q3 to 1056000 in 2010Q4.
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Average Monthly Earnings:Construction Sector
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Figure 20 Average EarningsConstruction Sector
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Figure21: Construction employment vs investment

Based on changes in employment during thst half

of 2010, we can expect a further weakening in
investment in construction. Employment levels within
the construction sector continue on a downward path
diggng up concerns surrounding productivity, demand
and investment levels.
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Construction Industry: Employment vs Investment
Real Y/Y Change
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Figure22: Construction Employment

The contribution of women in construction
employment decreased in recent quarted 16000 in
Q3 to 110000 in 2010Q4, indicative of a 5,2% q/q
contraction. From 2009Q4 there has been 22%
decline in the number of woman employees in the
construction sectorto date, however women have
made significant strideshiincreasing their role in the
construction industry.The contribution as per Stats
{ ! Qdefinition is disappointing considering the
significant increase in the number of womemwned
construction companies registered with the CIDB.

Contribution of women to the
Construction Industry
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Figure 23: Contribution of women in total construction
employment (Source Labour Force Survey)

Table 2: Labour Force, construction, by province: 2010Q4
(Source Stats SA Labour Force Survey)

Province 2010¢4 QQ%chg Y-Y % chg
WC 130 -7.8% -24.0%
EC 129 7.5% 12.2%
NC 18 -10.0% 0.0%
FS 54 5.9% -6.9%
KZN 225 -2.6% -5.5%
NW 43 13.2% -21.8%
GAU 274 -11.1% -2.1%
MPU 74 2.8% -11.9%
LIM 109 16.0% 2.8%
TOTAL 1056 -1.9% -6.3%

For information about women owned companies that
are registered in South Africa, visitww.cidb.org.za
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