R OLD MUTUAL | quity

Investment Group | Research

Investment Managers’
Conference

October 2011

The Economic Conundrum

Johann Els




The Economic Conundrum

Conundrum

Oxford dictionary:
- a confusing and difficult problem or question

- a question asked for amusement, typically one with a pun
In its answer; a riddle
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Fhemes Conundrums to be discussed

Are we moving into another slump?

Stagnation ahead or simply slow growth for some time?

USA back into recession?

SA economic cycle

SA structural problems
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Global scenarios

R OLD MUTUAL | equity

Investment Group | Research



David Cameron’s broken promises

The Putin forever, unfortunately
E CONomis t Samsung, Asia’s new model company

Amazon, Walmart of the web

O0BER1ST-7TH 2011 Economist.com Was Einstein WI’OI’Ig?

o Uﬁtilllpo'li'tici’aﬁs actually do somethin g E
about the world economy... " R




Global Scenarios: 2011/2013

Base Case: Slow global growth 55%
- SLOW global growth

— Inflation not a major problem

= Alternative 1: Inflation troubles 30%
- Inflation spikes sharply
- Policy tightened everywhere
— Sharp growth slowdown

= Alternative 2: Growth slump 15%
— Growth slumps

- Commodities, inflation turn down
- Deflation fears return, aggressive M easing & QE3, 4, 5...
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Global Scenarios: 2011/2013

P Nerr larkets now pricing growth slump
- SLOW ¢l

sl Sjow growth still more likely than growth slump
Actual data not (yet) signalling recession

But risks have certainly increased significantly recently
Wealth impact of market turmoil, another crisis or more
policy (political) errors may be tipping points

= Alternati
— Inflation 9
- Policy tig
— Sharp grg

Uncertainties mean continued volatility

NI aaraty —or now — watch the data
- Growth s

Seeminbll Policy action needed to move us even further away
pelelell from growth slump
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What about stagnation?
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Japan’s stagnation of the 1990’s

Japan real GDP growth
15 15
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SA real GDP growth
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Also, widely expected Eurozone recession does not

automatically mean a global recession

7 7
World GDP growth
S Eurozone GDP growth "5
0 \/( 0
Eurozone contraction in 1992 -1993
5| and stagnation in 2002-2003 in early |5
stages of solid global expansions
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Global growth likely to be slow, largely due to weak

developed world growth

GDP growth
15 15
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So, global economy in slow growth mode, but global

recession not a given
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USA back into recession?
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Despite worries and some weak indicators, USA recession not

a foregone conclusion; if it comes it will likely be mild

Leading indicator, index Jobless claims
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USA: Private employment not vastly slower than previous cycles

Employment (m)
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Upcycles in private employment compared

Total change

Avg pm

Current cycle
Jan '10 to Sep '11

2003 cycle
Aug '03 to Mar '05

1992 cycle
Feb '92 to Sept '93

+2.6m

+2.8m

+2.8m

+130k

+140k

+140k

Upcycles in public employment compared

Total change

Avg pm

Current cycle
Jan '10 to Sep '11

2003 cycle
Aug '03 to Mar '05

1992 cycle
Feb '92 to Sept '93

-0.5m

+0.2m

+0.4m

-25k

+10k

+20k
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USA economy not hugely vulnerable

Profits healthy; corporates very cautious and thus very lean

5 Corporate profits as % of GDP Private employment
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Another conundrum: rising inflation in the USA

Fed clearly more concerned about the economy...

10
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USA fedfunds rate
Headline inflation
Core inflation
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SA’s economic cycle
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SA GDP growth roughly on average when compared

to previous recoveries

Real GDP, indexed to starting point of recoveries
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Latest period (Sept 2009 onwards)
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And HCE actually stronger than in previous 3 recoveries

Real household consumption expenditure (HCE), indexed to starting point of recoveries
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But fixed investment slower in this cycle compared to

previous two cycles...

Real gross fixed capital formation (GFCF), indexed to starting point of recoveries
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...but not only due to public sector as widely assumed

Real GFCF, indexed to starting point of recoveries

Public Private
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What about the Rand?

s Rand has weakened in line with global risk aversion
— There are still risks
— Foreigners have lots of assets to sell

s Strong local fundamentals suggest Rand should stabilise again
— Fiscal position
— Relative interest rates
— Commodity prices
— Current account deficit not a worry at present

s Rand should stabilise again if Europe is sorted out

R OLD MUTUAL | equity

24 Investment Group | Research



If global situation improves, rand holds and inflation

flattens out, rates could stay flat...
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SA structural problems

R OLD MUTUAL | equity

Investment Group | Research



SA has a growth mountain to climb

Real GDP growth rates, annual averages

Real GDP growth
5 15

BRIC country average

South Africa
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Global competitiveness index

World Economic Forum 2011 - 2012 report

Overall position out of

142 countries:

China

South Africa
Brazil

India

Russia

26
50
53
56
66

/

Labour issues = 38.4

28

Inefficient government bureaucracy........ 19.6

Inadequately educated workforce............ 16.8
/Restrictiva labor regulations........cceoueee 16.1
/Durrupﬁun ...................................................... 15

Crime and theft........oooeeeee e 9.8

Inadequate supply of infrastructure...........8.0

Poor work ethic in national labor force.....5.5
/Access 1o fiNAaNCING ..o 35

Policy inStability ... 32

Foreign currency regulations..................... 19

Poor public health........e e 1.8

INFlATION oo 1.1

Tax requlations ...t e 0.8

TAX FAtES ...ttt 0.5

Government instability/coups.....cc.oceveveeee 0.0

The most problematic factors for doing business

5 10 15 2
Percent of responses
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Global Competitiveness Index: SA details

SA's ranking out of 142 countries

Auditing standards 1 Burden of Govt regulation 112
Securities exch regulation 1 Favouritism in official decisions 114
Soundness of Banks 2 Primary education quality 127
Efficacy of corp boards 2 Life expectancy (HIV & TB) 130
Financial services availability 3 Pay & productivity 130
Minority shareholder protection 3 Higher education quality 133
Competition policy 7 Business costs of crime 136
Legal rights 8

Legal system: settling disputes 16 Labour/employer co-operation 138
Air transport quality 17 Flexibility of wage setting 138
Legal system: challenging 19 Hiring & firing practices 139
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SA structural challenges

s SA not making much progress in raising growth structurally

x What needs to be done?
— Lift SA’s relative competitiveness (currently 50 out of 142)

» |nfrastructure investment

= More competitive and productive labour force
= Keep inflation low

= |mprove service delivery

= Business friendly environment

= |[mprove education
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Summary

We stick to slow growth scenario, but lots of risks...

Growth likely to be slow — even stagnating...
= Renewed USA recession not likely
= Euro-area recession very likely — but unlikely to pull world down
= We do not expect a hard landing in China

SA’s recovery notably slower recently
Structural problems unlikely to sorted out soon
Global events likely to continue to impact local economy and Rand
Next move in local interest rates delayed due to global events
= But should still be up, cycle very moderate though
There are lots of risks out there — for now, markets waiting for Europeans...
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Regulatory Information

Old Mutual Investment Group (South Africa) (Pty) Limited
Physical Address: Mutualpark, Jan Smuts Drive, Pinelands, 7405
Telephone number: +27 21 509 5022

Old Mutual Investment Group (South Africa) (Pty) Limited is a licensed financial services provider, FSP 604, approved by the
Registrar of Financial Services Providers (www.fsb.co.za) to provide intermediary services and advice in terms of the Financial
Advisory and Intermediary Services Act 37 of 2002. Old Mutual Investment Group is a wholly owned subsidiary of Old Mutual
(South Africa) Limited. Reg No 1993/003023/07.

The investment portfolios may be market-linked or policy based. Investors’ rights and obligations are set out in the relevant
contracts. Market fluctuations and changes in rates of exchange or taxation may have an effect on the value, price or income of
investments. Since the performance of financial markets fluctuates, an investor may not get back the full amount invested. Past
performance is not necessarily a guide to future investment performance.

Personal trading by staff is restricted to ensure that there is no conflict of interest. All directors and those staff who are likely to have
access to price sensitive and unpublished information in relation to the Old Mutual Group are further restricted in their dealings in
Old Mutual shares.

All employees of Old Mutual Investment Group are remunerated with salaries and standard short-term and long-term incentives. No
commission or incentives are paid by Old Mutual Investment Group to any persons. All inter-group transactions are done on an
arms lengths basis.

In respect of pooled, life wrapped products, the underlying assets are owned by Old Mutual Life Assurance Company (South Africa)
Limited who may elect to exercise any votes on these underlying assets independently of Old Mutual Investment Group.

In respect of these products, no fees or charges will be deducted if the policy is terminated within the first 30 days. Returns on
these products depend on the performance of the underlying assets.

Old Mutual Investment Group has comprehensive crime and professional indemnity insurance. For more detail, as well as for
information on how to contact us and on how to access information please visit www.omigsa.com.
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