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It’s very easy to become over pessimistic or over optimistic. I think this is human
nature. Unfortunately neither is good. John Maynard Keynes referred to animal spirits
(a spontaneous urge to action rather than inaction, and not as the outcome of a
weighted average of quantitative benefits multiplied by quantitative probabilities) as the
driving force for economic booms and busts. For many many years economic policy
makers have tried to minimize these booms and busts (smooth the business cycle)
since its agreed by most economists that both is undesirable and inevitable will lead to
hardship. What is important is that a balanced approached be followed when talking
about economics. What is also important is that in economics nothing is always good or
always bad or there are never just winners or just losers.
It is well understood that the world economy performed very well from 2003 to 2008. It
was a period of unprecedented growth and wealth creation. Unfortunately this utopia
did not last and the world economy crashed during 2009 with massive lay-offs, hardship
and wealth destruction. It took only one year to basically destroy 5 years. The “good”
did not last, just as suggested by the animal spirit theory postulated by Keynes. The
“good” very quickly became the “bad” and the “ugly”. Even those countries that had
nothing to do with the source or origin of the crash eventually were pulled into the
consequences of the crash. This is the reality of globalization of which there is no
escaping off. Nor would it be wise to try to escape from globalization. Just ask North
Korea and many other similar type countries. Just compared South Korea and North
Korea as displayed below. Its chalk and cheese.

2010 was overshadowed by the so called “green shoot” debate.

Politicians,

economists, analysts and ordinary people were interpreting any improvement or
possible sign of improvement as a green shoot. Ben Bernanke (Chairman of the US
Federal Reserve) in April 2009 said the following “I am seeing “green shoots” showing
up in the economy”. Unfortunately these so-called green shoots were not sustainable,
since although the world economy did recover during 2010 the growth performance
during 2011 and 2012 was worse than what was expected or hoped.
The above illustrate that the world economy went from one extreme to another extreme
very quickly. We went from extreme optimism to extreme pessimism. However it took
only about a year to go from extreme optimism to extreme pessimism whilst it is now
taking more than 4 years to go from extreme pessimism to some form of optimism. It
therefore seems that to go from “good” to “bad” or optimism to pessimism is very easy
and quick, but to go from “bad” to “good” or from pessimism to optimism is ultimately
mush more difficult and takes much longer. This was the case in the great depression
and all subsequent bust periods.
And this is no different to our current situation. It is well understood that a recovery from
a financial crises does take time and that the subsequent recovery will be painful and
slow. It shows that a period of too much “good” will ultimately result in something “bad”
or undesirable. But it also shows that this period of “bad” or undesirable over time and
with pain will end and that a period of economic growth and wealth creation will follow.
There is a saying that says no gain without pain. This is very evident during 1998 when
local interest rates increased from 14% to 21% within a year, many people had to sell
their houses and lost their jobs.

How many people can still remember the Asian

financial crisis of 1997 and 1998? Between end-April and end-August in 1998, the rand
depreciated by 28 percent in nominal terms against the U.S. dollar. Fears of a
worldwide economic meltdown due to financial contagion were widely report
internationally and nationally. This fortunately did not happen and the national economy
quickly recovered to a 3% to 4% growth rate.

So we have been through difficult economic times, most recently during the 1998 Asian
financial crises, the 2001 currency crises and the 2009 subprime mortgage crisis. With
each crisis the economy manages to recover and rebound to before crisis growth rates.
It is also interesting to note that the economy was in each post-crises period growing
faster that during the pre-crises period. So all things equal the economy should be in a
better position post the current crises. The only question at this stage is when?
The International Monetary Fund (IMF) in its April 2013 report states that global
prospects have improved again but the road to recovery in the advanced economies will
remain bumpy. World output growth is forecast to reach 3¼ percent in 2013 and 4
percent in 2014. This is intimately better than the -2 percent during 2009. The IMF
further states that economic activity has picked up in emerging market and developing
economies, supported by policies and renewed confidence. Both the IMF and the Word
Bank is cautiously optimistic about the world growth prospects during 2013 and 2014.
However both warn that these prospects are under some pressure and may have to be
downgraded because of the fading effect of the past fiscal and monetary stimulus-driven
surge.
The October 2013 IMF report states that overall, growth in emerging market and
developing economies is expected to remain strong at 4½–5 percent in 2013–14,
supported by solid domestic demand, recovering exports, and supportive fiscal,
monetary and financial conditions. Commodity prices will continue to boost growth in
many low-income countries, including those in sub-Saharan Africa. But economies in
the Middle East and North Africa, Afghanistan, and Pakistan region will continue to
struggle with difficult economic and political transitions.
The bottom line is that the world economy is fundamentally in a better place today than
a year, two years and 3 years ago. It’s not ideally where we want it to be but one would
have taken a 3 percent to 4 percent growth rate if offered during 2009. A 3 percent to 4
percent growth rate also offers a good base for further growth during 2015 an onwards.
So there is light. It’s now about creating that growth and not waiting for it to happen.

The African Development Bank (ADB) states that Africa’s economy continues to show a
high degree of resilience against global economic turbulences. However, the growth
momentum has eased in countries with strong links to global markets and also in those
where political and social tensions have increased. With a gradual recovery of the
global economy, the continent’s average growth of gross domestic product (GDP) is
likely to amount to 4.8% in 2013 and 5.3% in 2014. Africa’s growth was 4.2% in 2012..
Africa is now firmly on the economic radar screen. The IMF indicates that in financial
centres such as London barely a week goes by without an Africa investor conference.
Private-equity firms that a decade ago barely knew sub-Saharan Africa existed raised
$1.5 billion for projects on the continent during 2012. In 2010 total foreign direct
investment was more than $55 billion—five times what it was a decade earlier. The
World Bank said in a 2011 report that “Africa could be on the brink of an economic takeoff, much like China was 30 years ago and India 20 years ago,” though its officials think
major poverty reduction will require higher growth than today’s—a long-term average of
7% or more.

The reasons for Africa’s competitive advance are founded on the

following:
•

60% of the world’s total amount of uncultivated arable land

•

nearly double the amount of cities with populations of over million people than
in the US

•

abundance of young people

•

half the world’s gold reserves and a third of its diamonds

•

significant reserves of most natural resources

•

new discoveries of oil

•

tourism industry maturing

•

technology progress - Africa has 600 million mobile phone users, more than
Europe or America

The below front page of the Economists is definitely no longer valid. There has been a
complete change in Africa since the article published in 2001. Africa is fast becoming

the darling continent although much change is still needed and the faster the better.
South Africa is now in the ideal neighborhood.

South Africa has been plagued by problems over the past couple of years. Some the
most recent past headlines include the following:
•

The unrest is exposing a stark reality - South Africa is falling behind, even in
Africa," read the Wall Street Journal article, published on its website on Friday

•

Moody's downgrade left South Africa, rated at Baa1 - around the level of peers
Russia, Brazil and Thailand. But the diagnosis was bleak and a further ratings cut
is likely

•

Toxic mix of government stasis, creaking infrastructure and social unrest is
prompting doubts about South Africa's stability in a continent with too many
economic scare stories.

•

Moody's said South Africa's twin fiscal and trade deficits were a serious worry,
but the more immediate problem was a government that is unwilling and,
increasingly, unable to tackling mounting economic problems.

Also recently the Economists had the following front cover.

It’s interesting to see the similarities between the 2001 article and the 2012 article. If it
can take Africa (the hopeless continent) 10 years to become the “darling” continent then
there is no reason why South Africa (cry the beloved country) cannot become the sweat
hard country in the next 5 to 10 years. It can be done and Africa has proofed this. Yes
one has to acknowledge that SA has massive internal problems.
The IMF in its 2013 SA Country Report states that SA is destined to continued sluggish
economic growth and higher current account deficits, leaving the economy exposed to
both internal and external shocks.

The main risks, according to the report, to South

Africa’s economic outlook are the reversal of capital flows and a "disorderly adjustment"
in the fiscal and current account deficits. Other domestic constraints fingered for the
sluggish performance include:
•

Increased labour unrest

•

Poor and adverse public policies

•

Shy private sector

•

Electricity constraints

•

Large oligopolistic firms

•

Social discontent

In general the fast majority of articles published about SA is negative and focus on the
problems, constraints, issues etc. This is a classic case of animal spirits and selffulfilling prophecy. If we all act as if it’s all doom and gloom the outcome most probably
will be doom and gloom. This is not to say that the doom and gloom is not warranted,
but as mentioned earlier in any economy it’s never just bad. So intuitively there must

also be good. And I don’t think you have to look to far and wide to find the good. For
example many many countries are dreaming of growing at 2 percent. Yes 2 percent is
not very good and we expect much more, but ask anybody in Greece, Ireland, Portugal,
etc and they will gladly take 2 percent. The financial system in SA is still intact and
solvent with no right-offs. We still have real savings rates and house prices have not
decreased much in real terms. The SA stock market is at record levels and private
sector investment levels are increasing. SA also has a solvent Government and is a
valued member in many multilateral organizations.
Yes poverty has deteriorated and inequality has not narrowed. Unemployment is still a
problem, but at least some policy options that would have been tabooed a couple of
years ago is no being implemented for example the youth wage subsidy. There is also
a growing realization that the private sector is not the enemy of the state but in fact the
friend of the state and has much to offer. It’s now in the hands of the private sector to
determine the course of business in SA. All of these are included and agreed in the
National Development Plan. This is a plan that builds on the idea or ideal of a social
compact to ensure inclusive growth. This basic assumption is crucial for SA to exceed
into the future.
There is absolutely no reason for SA to fail. SA will fail if we allow it to fail. But this is not
in anybody’s interest. The SA economy is extremely resilient and has showed its
strength through many difficult times. Many countries have gone through what SA is
going through and has ended in a much worse position than the SA of today. I also
believe that what we are experiencing in SA is a necessary evil. It’s evil in the sense
that it’s not nice, but necessary for SA to rebalance and re-adjust itself. Change by
itself is not always very pleasant. But the outcome of change may just deliver a better
SA. It seems that SA worst enemies are its citizens. Not foreigners, not imperialists, not
globalization, but ourselves. So who can we blame? I think the title of the below book
says it all; for Better or Worse.

So it’s easy to advocate the doom and gloom, but equally it’s very easy to advocate the
good and the opportunities. And yes there are many opportunities for example, green
economy, innovation economy, technology economy, infrastructure economy, but the
biggest opportunities lie to the north of SA and it’s massive. Africa with its 1,1bn people
and rising middle class. It is estimated that Africa’s population will reach almost 2bn
people in 2050.
If we in SA do not take advantage of the opportunities in Africa then the Chinese and
Indians will and they are. We in SA must integrate into Africa and business needs to
expand into Africa, but knowing the risks associated. Why must Africa come to SA
when in fact SA must go to Africa and I think here it’s vital that government and
business work together.

Only by forming a united front will SA be successful in

integrating into Africa.
The same can be said about the beautiful province of Zulu i.e., KwaZulu-Natal (KZN).
KZN has many good attributes, for example:
•

it has outperformed the national economy over the past 3 years

•

it has created over 100 000 jobs over the past 2 years

•

it has a solvent provincial government

•

it has very little labour unrest

•

it has very little social unrest

•

it has two massive harbours

•

it has good transport infrastructure

•

it has vast tracks of undeveloped land

•

it has s scenic beauty

•

it is a tourism mecca

•

it offers quality if life

I think one can continue adding many more attributes. However the biggest advantage
is that it has lots of water (in relative terms), both fresh and salt.

The below picture

shows that the fastest growing cities and agglomerations are located close to major
water ways. Look at the lights and specifically the location of the lights. You can do the
same for most other countries and continents. Water seems to be key and is growing in
relevance and importance since it’s a vital resource in the production of goods and
services, it’s a vital means of transport and it’s vital in the quality of life. KZN therefore
has two location advantages, 1) its located close to water and 2) its located in Africa.

Yes we can agree that the economic performance has not been what was hoped for or
expected and that we cannot be complacent about the past and current growth picture.
However we are still growing and we are living and business is making money and
people in general are happy. So there is no real doom and gloom. Only hypothetical
doom and gloom. So let’s be more optimistic about what we have achieved and let’s

use or crab the opportunities that do exist. Only then we will deliver on the SA and KZN
that we all want and need.

