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“I am sure that Cecil John Rhodes would 
have given his approval to this effort to 
make the South African economy of the 
early 21st century appropriate and fit for 

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 
to serve the interests of a small minority. 

We have not developed an industrial 
strategy.”

- Zwelinzima Vavi, 25 November 2009



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



Even government admits:



Production crash in historical terms

As bad as 1929!

Source: Eichengreen and O’Rourke



Trade crash in historical terms

A worse crisis than 1929!

Source: Eichengreen and O’Rourke

Worse than 1929!



Stock market crash in historical terms

Source: Eichengreen and O’Rourke

Worse than 1929!



Stock market volatility in 2008

Source: Unctad

widespread, dramatic 
loss of paper wealth:

JSE down 50%!



Commodity devaluations: 
Change in prices, July – December 2008
…particularly devastating for African countries 

addicted to export-led extractive-industry ‘growth’…

Source: Unctad, The Global 
Economic Crisis, May 2009
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How did SA become so vulnerable 
to world economic crisis? 

Two sources
• Trade liberalisation

– WTO from 1994
– East Asian import surge from 2000 

• Financial liberalisation
– 1995 exchange control liberalisation
– 2000s relistings of major SA firms abroad



South African growth/decline
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Five currency crashes, 1996-2008
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Source: ABSA Bank testimony to Competition Commission
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World’s biggest 
property bubble: 
389% increase, 1997-2008

Responsible for 
construction and finance 
(motor of economy, jobs)



Consumer debt reaches unprecedented 
heights

Source: SA Treasury
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But credit card and home mortgage bond
‘non-performing loans’ soared since 2007

Source: IMF Executive Board Article IV Consultation, October 2008
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Doubling of default rates during 2008, from 
less than 30% of net interest income to over 

50%

Source: SARB
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Capital 
escapes to                                      

London

Investment during 2000s: capital strike

SA’s biggest firms moved offshore, many after getting permission by
Trevor Manuel to relist financial hq on London Stock Exchange

Anglo American, DeBeers, Old Mutual, SA Breweries, 
Investec, Didata (following Gencor, Liberty Life)�
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Belated fixed investment rise: state 
megaprojects

(e.g. stadia, Gautrain, Medupi, Coega, SAA, 
arms) –

but domestic savings don’t keep up

Source: SA Treasury
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Hence the need to attract more foreign 
savings, making SA vulnerable to rapid 

swings, leading in turn to dramatic increases 
in foreign debt

Source: SA Treasury
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Rapid rise in SA 
foreign debt, 2000s



Another source of foreign debt: bank 
borrowing

Source: SA Treasury

0

5

10

15

20

25

30

35

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

US
$ 
bi

lli
on



s 
borrowi

ng is 
main 

reason 
for SA 
foreign 

debt 
explosio

n,
peaking 
at $78 
billion
in Sept 

‘08  Source: SA Treasury

In May 
1994, 
SA’s
total 

foreign 
debt 
was 

only $25 
billion  
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The Economist, 25 Feb 2009

World’s most risky emerging market



Two major reasons to change policy:Two major reasons to change policy:
-- anger from belowanger from below (protests, demand (protests, demand 

for for ‘‘service deliveryservice delivery’’ and and redistributonredistributon); ); 
-- world economic crisis from aboveworld economic crisis from above

Police record of protests:Police record of protests:
thousands/yearthousands/year…… rising in midrising in mid--20092009


