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State of the world economy

The world is now four 
years into what is 
proving to be the slowest 
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The next hurdle for the US 
economy is the ‘fiscal cliff’
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The world is now four years into what is proving to be the slowest recovery since the 
1930s.  Normally four years after a crisis, the global economy is recovering strongly. 
This time, however, we seem stuck with anaemic growth, record low interest rates and 
QE3.  QE3 will of course weaken the US dollar, which is good for US exports and will 
help American growth recover. It will also obviously have inflationary ramifications which 
will ironically have a positive angle, in that this will help dilute the debt impact over time.

On the subject of debt: US debt is now more than $16 trillion.  When Mr Obama 
became president back in 2008, it was $10.6 trillion, so the Obama increase has been 
approximately $6 trillion.  Add that to the roughly $4 trillion from George Bush before 
that and the two of them have added around $10 trillion of America’s $16 trillion of debt!

US economy showing signs of recovery

Economically the US has had a torrid time.  With house prices down 34% from the 
2007 peaks and 16 years of zero percent real return on the stock market, this has been 
a crisis that has effectively wiped out the wealth of the middle class and poor in the 
US.  Middle class wealth is down roughly a quarter since 2000, while the poor have lost 
close to 50% over the same period.

The good news is that the US economy is showing signs of recovery.  Home resales 
and housing starts are at the highest levels in two and four years respectively, and the 
level of foreclosures is at a 5 year low.  Also, unemployment is below 8% for the first 
time in 43 months.

The next hurdle for the US economy is the ‘fiscal cliff’, which will see at least $600 billion 
of demand sucked out of the US economy next year, starting 2 January, as a result of a 
variety of government spending cuts and tax increases.  These measures were part of 
a ‘deal’ to allow the debt ceiling to be ‘pierced’ last year and if they are implemented, 
will most likely put the US economy – and possibly the global economy – back into 
recession.  Expect, therefore, to see some fairly quick action from Mr Obama to alleviate 
this threat.  We anticipate a growth knock of around 1%, rather than the 3%-4% likely 
to eventuate if cuts go ahead as currently envisaged.

European and British waters still murky

Turning to Europe, the eurozone remains in recession, and will probably shrink by close 
to 1% this year, with flat growth expected next year.  Since Mr Draghi agreed to buy the 
bonds of stricken eurozone countries, thereby ensuring that nobody needs go bankrupt, 
Europe feels a lot better.  Not everybody feels better though - Spain’s €100 billion bank 
bailout pales into insignificance when one considers that €74 billion got withdrawn from 
their banks in July alone, and €233 billion since June last year.  In total, banks in Spain, 
Portugal, Greece and Ireland have seen approximately $425 billion withdrawn over the 
past year alone – we most likely haven’t seen the end of bank bailouts yet.

Athens has cash flow problems and needs another €14 billion to pay pensions, service 
debt and pay public sector wages.  If they don’t get more money, they will run out of 
money around November 18th.  Interestingly, 57% of Greece apparently prefers default 
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to austerity, so expect more riots across Athens, not less.  Greek stock markets are up 76% since 
June!

Italy remains in a reasonable condition whilst Spain has a property problem.  Roughly 50% of 
Spanish banks’ mortgage books are impaired. Italy’s problem is debt.  At a ratio of 120% to GDP, 
Italy’s total debt is over €2 trillion.  To put that into perspective, it is more than Greece, Spain, 
Portugal and Ireland combined – hence the saying too big to fail or too big to save.

Spanish austerity plans have thus far not been particularly successful, with tax receipts down 
over the past year and government spending up – which is the opposite of austerity!  Now they’re 
trying to spend €30 billion less in exchange for a bailout, so they are cutting pensions, public 
sector salaries and government spending, and hiking road tolls, fuel taxes and VAT.  Needless 
to say, the Spanish people are not amused, and last weekend saw tens of thousands of people 
participating in riots across 56 Spanish cities!

Britain, meanwhile, is struggling through an austerity-induced recession.  Their economy shrank 
by 0.7% in the first quarter and by 0.4% in the second.  Fortunately Olympic spend had lifted 
them out of recession in Q3 with growth of 1% being celebrated for the third quarter.  Further 
austerity – induced by debt running into over a trillion pounds – will see taxes, particularly on the 
rich, remaining high for many years to come.

China not disappointing

Fears from earlier this year that Chinese growth could possibly collapse to levels of around 3%-4% 
have proven unfounded. Growth of 6% would be described as a ‘hard landing’, so 3%-4% would 
be a ‘crash landing’, and if the Chinese economy tripped that badly, the global economy would 
have tripped with it.

First quarter Chinese growth came through at 8.1%, the second quarter at 7.6%, and the third 
quarter at 7.4%, which is probably as low as it will go.  Standard & Poor’s recently said that China 
‘still has plenty more powder in their stimulus keg’ and that they expect growth of 8.2% in 2013 
(World Bank says 8.6% for 2013) so seemingly one less worry for 2013.

All good on the home front?

I have just returned from a series of presentations around SA and once again the nation seems 
to have hit rock bottom.  We are a nation of either exuberance or self-loathing; there seems to be 
very little in between. Currently we are going through a severe self-loathing phase.

I was also confronted regularly by people asking me whether ‘this is it’, or is it ‘time to go’.  
Therein lies the problem: we cannot every time we hit a bump start thinking emigration, yet many 
South Africans seem to have the view that at some stage there will be chaos, followed by a mass 
exodus, mass panic and emigration.

Of course nobody can tell you that won’t ever happen, so that you would need to decide for 
yourself.  If you really believe that will be the case one day, or that we are indeed close to that 
point, then it is probably best for you to sell everything and start planning your move, because the 
prognosis for asset prices (house, rand, etc.) in such an environment can only be lower.

Look carefully at the grass on the other side of the fence

Before you make this move, be aware of a few things though when asking yourself the question 
‘where to?’ Firstly, if you are going to the developed world, you are moving from a weak to a 
strong currency, if not an overvalued currency, so the amount of pounds, euro’s or dollars you are 
going to wind up with on the other side may be disappointing (the Australian dollar is, according to 
analysts, between 35%-40% overvalued vs. the US$).

Secondly, properties may cost you a lot more, particularly if city living is your thing.  London 
residential property is exorbitant for what you get and Australian house prices, according to my 
colleague Michael Power, are 30%-40% overvalued. (If you’re looking east it might be worthwhile 
to bear in mind that Hong Kong house prices are up around 90% since 2009!)

Thirdly, be aware that debt is not just the catchword of today; it is going to be around for a long 
time, decades even. And if you are going to live in a place with massive debt, you will be expected 
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to help them pay it back in the form of numerous high taxes for many years to come.  Effectively 
you will find yourself paying for a siesta that you didn’t even enjoy!

Finally, if you’re looking at Africa, or an emerging market to live in, then prices will be a lot more 
reasonable, but you may find many of the problems (crime, corruption, etc.) are not that different 
to home, if not worse.

The bottom line is that we cannot give up every time we hit a bump.  We need to fix our problems.  
If all the voices shouting about mismanagement in this country were to leave, then it would 
continue undeterred.  A strong civil society is very important in any country.

Perspective is imperative

It’s also important to maintain perspective.  Our proximity at the bottom of Africa is great, because 
to an extent it has shielded us from being too closely integrated with the likes of Europe, which 
has lessened the impact of the crisis on us. However, it also means that aside from newspaper 
articles or TV, we don’t see what is actually happening.  We don’t meet people who live in Madrid 
or Athens often so we tend to beat ourselves up - sometimes too much - when we suffer pain. 

Very simply, we are not the only country being downgraded; everybody’s been downgraded.  Yes, 
we are two notches off junk - which doesn’t mean that your debt becomes worthless - but what 
it does mean is that you switch from investment grade to speculative. This means unit trusts, 
insurance companies and pension funds aren’t able to invest in your debt, which wouldn’t be 
good for the current account deficit or the rand, not to mention our reputation! We therefore need 
to watch what gets said and done at Mangaung, as the world’s rating agencies and press will be 
watching us with increasingly sceptical eyes.

We are also not the only country in the world where people are striking for more money.  We are, 
however, one of the few countries where people striking look as though they are going to war, and 
that scares foreign investors enormously.  Striking is globally acceptable, but we need to remove 
the dangerous weapons, and strike less as we have one of the highest levels of days lost due to 
strike action in the world.

On the positive side we have the following lesser discussed but most relevant points counting in 
our favour:  

•	 Firstly, we don’t have a housing crisis.  Yes prices are off, but not drastically so, and our banks 
are not being bankrupted by a massive property collapse (as is the case in Spain and Ireland).

•	 Secondly, our banks are strong.  We have, in fact, the second soundest banks in the world 
according to the World Economic Forum’s Competitiveness Report.  This is very important, 
because if your banks collapse, country collapse is not far behind.

•	 Furthermore, back in the late nineties, South African investors, and indeed global investors, 
would never have considered putting money into the South African equity market or the rand. 
US stock markets and the US dollar were seen as the global ‘store of value’ and seemingly 
only appreciated in value. Since then, over the past twelve years, the JSE is up more than 
450% in dollar terms, while the FTSE is up by only 51% and the S&P rose by about 26%.

•	 And finally, we don’t need a bailout because we are not bankrupt.  This is enormously 
important. Developed world debt to GDP ranges from 80%-180% (US is 103%, rising at 1.5% 
per month).  Brazil is 55% and Turkey 43%. We are at 29% and will peak at about 40% in 
2015.  Debt problems will be with many of these countries for decades to come, essentially 
ensuring their citizens a reduced standard of living for a long time to come.

So the Finance Minister is rightfully annoyed.  We are sometimes too pessimistic - it’s rough out 
there, across the world.  It is better though, but it’s not over.  Despite consolidated efforts from 
the Europeans and the Americans, the fundamentals remain poor, and could still surprise on the 
downside.  So tread carefully and remain diversified.

As for SA?  We need leadership.  The current problems are the culmination of years of indecision.  
Put the educationalists in charge of education, and aviation experts in charge of SAA.  Very simply, 
put the right people in the right jobs and SA will start heading in the right direction reasonably 
quickly.
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Important Information 

All information and opinions provided are of a general nature and are not intended to address the circumstances 
of any particular individual or entity. We are not acting and do not purport to act in any way as an adviser or in a 
fiduciary capacity. No one should act upon such information or opinion without appropriate professional advice after a 
thorough examination of a particular situation. We endeavour to provide accurate and timely information but we make 
no representation or warranty, express or implied, with respect to the correctness, accuracy or completeness of the 
information and opinions. We do not undertake to update, modify or amend the information on a frequent basis or to 
advise any person if such information subsequently becomes inaccurate. Any representation or opinion is provided for 
information purposes only. 

In South Africa, Investec Asset Management is an authorised financial services provider.
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