Good morning, ladies and gentlemen,
It is certainly a pleasure for me to be in front of such a globalized audience. In my
talk I will cover three topics:
• The global economy - huge uncertainties
• The global economy and the rand
• South African upswing to be sustained
So, let us first have a look at the global economy.
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On this chart the blue lines depict the world economic growth. These are IMF
numbers for all the 200 or so economies in the world. What we know is that in 1982,
in the early nineties and again in 1998 the world economy was in recession and then
we had the mother of all recessions in 2009. There has been quite a strong recovery,
at least in the emerging markets. The IMF expects growth to continue, although at a
slower pace in 2011. This is also our guess.
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Now the big question is: What is the shape of this recovery? Is it going to be a V, a
big fall and a big recovery as we had so far, or is there a danger that it could in fact
be a sort of a double dip, a W-shaped recession, that having recovered, promptly
falls back into a renewed downswing. We cannot go on forever with interest rates
that are around 1%. We cannot go on with these big stimulus measures. Budget
deficits have become very large.
Eventually some spending cuts have to be made. Some are occuring already in
some of the advanced economies. If they are done too soon, then we will get this Wshaped, double dip situation. If they are done too late, then the increase you see for
instance in the gold price, which is a symptom to some extent of a bubble, that could
translate into higher inflation, which would then eventually crash like it did in each of
those blue dots, that you can see here. Those are the major uncertanties that we
face.
Of course, there is an additional complication of sovereign debt crises in various
countries, in particular in Southern Europe, and then also the effect, that
governments have not been able to coordinate their policy approaches to these
problems. These are big issues, which clearly we do not have the time to discuss in
more detail today.

A Global and South African Economic Outlook – Rudolf Gouws – page 55

Some of the problems that lie ahead are shown here: In this boom phase, when the
economy was growing so rapidly, a lot of that - especially in English speaking
countries – was financed with a big buildup of debt on the part of households. In the
next years they have to reduce their debt levels, because in a recession
governments take on huge amounts of debt. Now you have two different kinds of
debt, which have to be addressed, have to be de-leveraged, to put it in another way.
At present, the global economy is operating without a safety net. Households can‘t
borrow huge amounts anymore. Governments must reduce their deficits. That
means, should something go wrong, the danger is that the double dip becomes a
reality.
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My feeling is that the V or the W do not really describe, what lies ahead. As I see it,
we should expect something, which looks more like a square root sign. We drop off,
we recover, but then we don‘t keep on recovering. Then there is a sort of lid on top of
growth. A reason for that is that growth will be depressed by the debt service burdens
of the private sector - all the households, that borrowed so heavily in the previous
upswing from 2003 to 2007. Governments will have to reduce the amount of debt
they are now making. Both of these aspects of de-leveraging will weigh on the world
economy.
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Now, the question that we all have and I certainly do not have the answer to it,
should we expect deflation or inflation? Deflation looks likely, because we have got
major output gaps, persistent unemployment and a spending collapse, whereas
inflation also looks likely because of the massive printing of money, particularly in the
United States.
There is another possibility, that all this talk about currency wars, countries trying to
devaluate competetively against each other – the Americans don‘t like what the
Chinese are doing and will perhaps raise protection barriers. All of that is a major set
of uncertaincies.
Of course, I am hoping that we will get it just right, the right balance between all
factors. There is a fairly good chance that this will be the case. But all of us in our
businesses should be watching the signs very closely, to see which of these three
alternatives will come about.
It is my hope, that we will be successful. I don‘t think the world will re-enter another
deep recession, but neither do I think that we will have very rapid growth, when you
have got all this de-leveraging.
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For South Africa and other emerging markets this creates a sort of double trouble:
Slow global growth has an impact on our export demand and the low interest rate,
that we have due to the low growth rate, means that there will be so-called „carry
trade“ – investors can borrow very cheaply in America and Europe and then buy the
assets of countries like South Africa, Korea, Brazil and so forth – that makes their
currencies very strong. So from two sides a country like South Africa and a range of
other emerging markets have a problem.
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Now let us look what is happening in the world economy and in some commodity
prices. The scale on the right hand side of the graph is a logarithmic scale, which
means you can compare the slope of the line over time. From 2001 onwards we had
a massive rise, e.g. the platinum price; the same for gold; the same, but to a lesser
extent for metal prices. I presume those are things like copper, lead and aluminum,
which go into making cables. Everything doubled in this period of rapid growth.
Each time you can see the major correction that occured at the time of the recession.
When the economy went into recession, all of these commodity prices fell sharply.
Fortunately for a country like South Africa export commodities have returned to a
growth path.
I tried earlier to explain the bubbles that occured during the boom times. The red line
is an index of consumer prices in the United States. We see from 2003 onwards that
commodity prices – and you can add to that house prices and prices of other assets
– ran away from the general inflation rate. This was sort of a bubble, which then
crashed in 2008. My own expectation is that those commodity prices will not now fall
back sharply, but that the slower growth internationally will hold back strong further
gains in all of these commodity prices.
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Let us have a look at China and India. The green and the purple line depict the
reasons why the world growth is still rapid as it is. As you can see by the little brown
line, the advanced economies, Europe, USA, Japan, took a very big tumble in 2009,
showing major negative growth, which has barely recovered.
I am sure, where you are doing most of your business is in the developing countries
such as China and India rather than in the advanced economies.
Africa is doing a lot better. If you look at the red line, in the past it always used to be
below the blue bars, representing world economic growth. The red line shows
Subsaharan African growth. We as a continent have always underpeformed
compared to the world. From 2001 onwards we did not look as good as India and
China but we looked a great deal better. South Africa‘s picture looks quite similar to
this.
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Here you can see South Africa; the blue bars show the world growth rates and the
red line the South African quarterly growth rates. Again you can see that we
underperformed very badly, but recently we overperformed.
Looking at this chart, you see that the declines in our growth rates coincided very
nicely with the blue dots, the world recessions, because the world is our market. In
the mid-80s we had a major political crisis in the country. We had to announce a debt
standstill, we could not pay our debt. We almost had a mini-revolution in the country
and the economy, of course, suffered. But for the rest, you see these brown bars, the
downswings of the South African economy coincide very nicely with world economic
developments. Our expectation, as you can see by the little dotted line, is that we will
do a lot better than developed economies. But we have no chance in the immediate
future to perform as well as India and China.
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The saving grace for South Africa, the reason we didn‘t have such a big problem
during the recession, is because of the policies, that the new government has
followed since 1994. The broader process is called GEAR or Growth Employment
and Redistribution Strategy. It comprises a major cut, in fact a reversal of deficit
service. It meant a reduction in our foreign debt and also in our domestic debt and
we had a flexible exchange rate to help us when times are tough.
I think, those things broadly are still in place. I would lie to you if I said that there was
not a lot of debate about economic policies in South Africa. The left wing of ANC and
its alliance partners, the Communist Party, wanted to push us to the left. I think,
common sense will prevail and we will stick to this broad and healthy policy.
Now let us talk about the global economy and the rand.
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The red line is our currency since 2000 on an index basis, but it is a trade weighted
index (TWI). It shows the rand against a basket of currencies. What you see on the
left hand side, is the big fall, that the rand had in 2001, its subsequent recovery, then
its big drop in 2008 with the world financial crisis and then the subsequent recovery.
You can see, that the correlation between the red line and the blue line (metals price
index) is pretty good.
America had a recession in 2001, metals prices fell, world economy was in
downswing and that took the rand down with it. Then we had an upswing in metal
prices, it pulled the rand up again. That was during the global commodity and asset
price boom. Then came the global crisis and the commodity prices fell taking the
rand down too. Now they are both rising on account of this global recovery. Much of
the rand‘s current strength is really a reflection of what is happening globally, rather
than something particular in South Africa.
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Our central bank, The Reserve Bank, publishes a paper, called „Coincident
Economic Indicator“. That tells us when the economic downswing started, namely in
2007, and that it ended in late 2009.
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I use a very simple traffic light, red for stop and green for go. In common with almost
everywhere where English is spoken we had a huge build-up of household debts.
Ours were never as bad as elsewhere. It got only up to 80%, in the US it is well over
100%.
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The houehold debt as a percentage of household income rose sharply in the
upswing. That funded the boom in consumer spending, as you see on the left. But
when they had to start reducing that, it meant that households had to cut back. You
can see these negative bars, those hanging down. We got quite a bit of contraction
in consumer spending, which now has reversed.
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On fixed investments, which matter more to you in the cablemaker industry, you see
in 2004 to 2006 we had very high rates of real fixed investment growth. You see on
the right the scale in red. But eventually that also turned around, like it did elsewhere
in the world. I think, in South Africa it has something to do with an overbuilding of
shopping centers, of car dealerships, of townhouse complexes. We had quite a
serious contraction in 2009. But that has now turned around.
RMB sponsors a business confidence index, which has now turned. The fixed
investment has stopped falling.
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We saw a big spending boom and household debt build-up, but then we started to
have rising inflation from the middle of 2006. Then our Central Bank, in common with
Central Banks elsewhere, started to raise interest rates. We implemented a so-called
National Credit Act, which made it more difficult for people to get credit so cheaply.
So the banks tightened their credit standards. Then we had the global financial crisis
and all of this meant: Stop.
In addition, South Africa had an electricity shock in the beginning of 2008. But
inflation has been falling, interest rates have been cut. There is a global recovery.
Banks have somewhat eased up on their credit standards. But to me it looks like
South Africa will be driving with the foot on the gas, but with the handbrakes slightly
on as well. Household have to de-leverage here.
Our treasury wants to reduce our budget deficit, which fortunately never got very
large. Subsequently, we had two interest rate cuts, and there may one coming up in
a few weeks time.
But we think the green dominates over the red. The big question mark is: Can we
bank on that global recovery? We must hope and pray that it does not stall.
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The blue line and the green line are rates of change in our retail sales and in our
manufacturing production. You can see how strong the upswing was in 2004 to 2006.
Then in the recession we had a serious contraction in both of them. But then both
recovered nicely and our view is that this will continue. It will not be as strong as
before, but we think South Africa is on the way up. I think it is a definitely worthwhile
country for you to be looking at.
Thank you very much.
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