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its time.”
- Nelson Mandela, launching the Mandela
Rhodes Foundation, 25 August 2003

“We are on a completely disastrous
path... We're calling for total overhaul of
the economy of South Africa ... We've
inherited an economy that was designed




A critique of South African
macroeconomic management
during world’s worst-ever
capitalist crisis

- Why interest rates should be lower,
and ‘inflation targeting’ scrapped

- Why fiscal stimulus should be
higher and better directed

- Why exchange controls and a debt
audit are needed to solve SA’s
international financial vulnerability



“8 the dti Even government admits:
&) 5 OVERVIEW OF THE ECONOMY

AEPLUBILIC GF SO0TH AFRICA

The current economic environment is shaped overwhelmingly
by the prevailin@global economic crisis

While the crisis first appeared in the financial sector, it has
now become a deep real economy and jobs crisis, which
threatens toGeverely damage economie®in the developed
and developing world

Domestic economy Is in recession GDP contracted by 6.4% in

Q1 2009
The cnisis threatens South Africa’s industnal base:

- Manufacturing production decreased by 11,7% in March 09
- 23 of 39 industrial subsectors experienced output declines

including in basi eel products (-24 1% Y autos (-26.8%
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TwO sources

* Trade liberalisation
— WTO from 1994
— East Asian import surge from 2000

 Financial liberalisation
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Political liberation
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- Highest ‘real’ rate in SA’s modern history

FEHE

Removal of financial rand

exchange controls, March 1995
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The Economist's house-price indicators
e change

Latest 04 2007

an a year eartier

Switzerland

Ttaly : 3

Sl _'j'fg e Responsible for

T construction and finance

ﬁ“m e | g (motor of economy, jobs)
n - . .33

Canada -1.9 5.9 66 ] | |

EE_MHH 2.5 4.2 ha 387 - 1% = anrs] amploymeant growdh) . Consiruction

Spain 3.2 48 184 5. / L

Australia -3.3 14.0 163 _ .| /

United States (OFHED) 4.5 0.6 84 g / _

Singapore -4.7 31.2 na & L LY

Denmark 4.9 1.2 118 o "0

MNetherlands -5.2 2.8 90 gﬁ A

New Zealand -8.9 8.0 102 | =

Treland -9.8 -6.0 193 | V—— ~_ 3

Hong Kong 140 214  -35 T —T N Mg

Britain -17.6 7.1 0 g

United States -18.2 -8.7 66

(Case-Shiller national index) &P FLe S

?&ﬁnﬂﬂﬂerhndm !I'ldﬂ'.l]- -19.2. -8.3 102 Annual % ohange betwean Q12008 and @1 2008




- o o o
© Lo <

)ui d|gesodsip Jo Judd 194




Credi card debt and NFLS
{y-0-y perceEntage change dC02-2007)

— ek Card
%r-:md-tm
cein

RYTYIXIITINEY,

o0 L

B

Fearipage ioan: and KFLs
L¥-0-y perceniage change JO0S-2007

— Marigage KPLs
Wiorgage dext

TITIITTTXTE

ultation, Octoba":' 2008

i

&

5 A



10

o

Feal Repo and Prime Ratesz, deflated by expected
inflation LY

({Percant) r T

P ‘ane rats i .

Fepoc rate

20040Q1 2005Q1 20060Q1 2007Q1  Z008Q1 200901

14

I



R billions

Far caent

)

=) pr May  Jun

B Met interest income

m Creclit losses to net interest income
(right-hand acale)

2008

Bl Credit losses

Dot

Mo

Source:

Dec

SARB

50

S0

40

20

20

10



Avsa House Price Index
40 | VANNUAIpErcenrichangs) ... mnal 12-month percent
Real 12-month perceny . charge
10 change, 3-monin -l ;)
maving average _ /

20 et

T

i
-0
-0 =

—an-01 “amn-03 Jan-Is Jan-07 —an-02

Esuer Amagamaberd BEans sFSoul® Aldica (A bsad

=3

400

S0

20

10




i Interest Rates
Turkey { =2

16 |
14 |

12

10 F
USA (nght scalke)

L Mexico
A 2

"ﬁ "3&"#@1@ 'ﬁt}rﬁﬁ@ .-.;;étl 'E%# '-Fib

= s



21
18
15
12

5
il
3
a
= |

Jan-07F

Inflation

- Percent change, yv-o-v)

CPIXSCPI

CPECPY excl. food, petrol,
£ and energy
Jul-LV7 Jan-0a Jul-08 Jan-0%

21
18
15
12

Iih.lEll'.-.'llJ'.lll.l:l



Impaired Loans
7 | (Percent of total loans) d 7
& - -1 &G
5 | 45
4 | 4 4
2 F -~ 3
2 I 1 2
T 4 1
a ' ' ' ' ' ' ' ' ' ' ' ' ' ' a

Jan-08 Mar-0a hay-05 Jul-05 Sep-08  MNow-03 Jan-0d MMar-CE
=SQunca; Soueh African Resarvwe Sank.



80

a8 r

70 F

85

a0

Household Debt and Debt Service
iln perecent of deposable income |

—— Household debt ,f’f

— Dieb# service (right scale)’
i

<5
19E8

1680 2000 2001 2002 22003 2002 20006 2006

Smere Smdh Afrnican Recerneas Rank

2007 HKE 2008

17

T3

11

a



180 R — ___‘f.-._._._____...-—-—

1084 |

e ————————— e e e —e
i

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Grioefient 0672 065 064 OS%8 OGM 083 0885 (068 0665 OG0 0G5 0G78 (0683 08

Thelltoralvale 0200 00 0890 0018 0006 0997 093 09% 097 091 1013 0% 1012 1030

Tl e T T Ty’ L] e SR Agt yag SR AEA oL A



Income Distribution, latest year
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Anglo American, DeBeers, Old Mutual, SA Breweries,
Investec, Didata (following Gencor, Liberty Life)

Capital
escapes to

London
—

SA’s biggest firms moved offshore, many after getting permission by
Trevor Manuel to relist financial hq on London Stock Exchange
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E Net foreign purchases of equities 11
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reason
for SA
foreign
debt
explosio
n,
peaking
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FOREIGN TRADE AND PAYMENTS
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=owth Afmca: Financing the Current Account Dehoit
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Yolatility of Capital Account Inflows 1995-2008
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Current-account Shaort-term debt Banks’ loan/ Owerallrisk
as %o of GDP* as 9% of reserves* deposit ratio rankingt

South Africa < =104 > 21 1.049

-d4. 3 79 1.340 1&
Polamd -a. [ 38 1.035 14 =
south Korea 1.3 102 1.30 14 =
Mexico -2.5 39 093 12 =
FPakistan -7.8 2r 0.g4 12 =
Brazil -1.5 22 1.36 10 =
Turkey -2.3 70 0.83 10 =
Russia 1.5 28 1.51 Q
Argentina 0.2 a3 0.7 4 =
Venezuela 0.8 58 0.75 )
Indonesia 1.2 2.8 062 &
Thailarnd 0.3 17 0.a5 E
India =25 4 0.7 & ks
Tatwam 7.9 26 o827 3
Malaysia 11.3 15 .72 2
China 5.2 F) 0.68 1
Sources: HSBC: BEcomomist Intellicoence Unit  * 2009 fordclad Fikiainmnanicin@ias Fale2AN0




Two major reasons to change policy:
= (protests; demand
iorservice deliverysandiredistributon);
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