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2009: What was the key call and its implications?

Ao Global recovery would be V-shaped (at least initially)

- Driven by policy stimulus, slower inventory cutbacks, foreign trade recovery

- Qur view Jan 2009:

Short term risks skewed sharply to th

OHI story suggests that sudden & deep
recoverieso

A Drove investors out of panic mode into renewed risk appetite
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GDP growth
Sequential quarterly growth at annual rates
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2010: What are the key macro calls to get right?

Ao Global recovery: Boom, moderate growth or renewed downturn?
A Will inflation become a problem?

Ao Are there any remaining serious potential shocks?

A Outcomes of all three above will:
- impact investment markets
- Impact currencies

- impact policy outcomes

A Further consideration: wi | | pol i

- Vs tightening too early or too late
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2010: Our views -1

Ao Global recovery: Boom, moderate growth or renewed downturn?
- Recovery will be sustained (why?), but at moderate pace
- Policy tightening wil/ broaden in 2010,
- W-shaped cycle risk small

A Why sustained recovery?
- Policy settings remain broadly expansionary

- From recession drivers to growth drivers: inventories, foreign trade, housing, labour
markets & capex

- Asset price recovery aiding required balance sheet adjustments
- China set to sustain solid growth

A Growth & earnings risks more skewed to the upside than the downside?
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US labour market
A key headwind to global growth in 2009 about to become a tailwind
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China's foreign trade points to robust local & accelerating
global recovery
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World growth forecasts
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2010: Our views -2

A Will inflation become a problem?

— Headline rates rising on commodity price recovery/base effects, core
contained
— No serious threat in 2010, some risks for 2011/12 (but worry more about

policy?)
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Global inflation

Rising on commodity rebound & base effects
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Global inflation
Major LT inflation problem unlikely: slow growth, excess capacity, labour surpluses
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2010: Our views -3

Ao Are there any remaining serious potential shocks?
— Shocks can not be predicted, but there are remaining drags/risks
— Key drags: pressured consumers, stingy banks, fiscal constraint coming
— Key risks: country (fiscal) & commercial property
- No real | oud voices about any speci-§hack
still very possible
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Global summary

Ao Global environment unfolded broadly as expected in 2009
— Earlier & stronger recovery than consensus expected

A Outlook 2010
— Macro trends broadly settled & outcomes look fairly predictable
— Recovery to continue, but not without setbacks, mini-shocks & worries

(there always are)

Ao Policy outlook:
— Policy to remain very expansionary until all doubts about sustainability of
recovery have been removed
— Gradual tightening to spread
— Fiscal positions in focus — limited scope for further support, serious troubles
In some countries
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South Africa:
Looking back at 2009 : A year of big macro-economic surprises

A Growth weakened much more than expected (especially HCE & exports)
A Current account narrowed much more than expected

A Rand firmed much more than expected

A Budget deficit widened much, much more than expected

A Inflation fell less than expected

A Interest rates fell more than expected

Ao Will 2010 be more predictable?
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2009 in pictures: Consensus Forecasts
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Last year's growth drags

Export volume growth
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SA consumer: still under pressure

Consumer credit growth * SA employment, index
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Outlook for 2010

A Growth:
- Private sector demand weak for another quarter or so: both HCE and GFCF
- Public sector, exports and inventory cycle now lending support
- Growth momentum to accelerate from Q2 as private demand recovers
- Upside surprise possible from Q2: we have above consensus 2010 forecast

a External accounts & ZAR
- Current account deficit to widen moderately through 2010
- ZAR should have weaker bias (eventually—-we sti |l I think i1t 1is

A Inflation
- To dip into range, stay just inside, barring any shocks (oil, ZAR, food)
- Medium term prospects still a concern

A Interest rates
- Some chance of another cut
- Rates to remain flat likely through 2010
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SA Macro forecasts for 2009-2011
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Inventory cycle could support production more than

expected in 2010
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CPIl inflation forecast
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what about
the Next decade?
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Past decade’s highlights - 1
Time: ‘The Decade of Hell’

A Major non-economic events & trends:

Terror/wars: 9/11, Bali, Madrid, London, Beslan, Mumbai, Afghan/Irag/Lebanon/Ossetia
Natural disasters: Katrina, Tsunami, European heatwave, major earthquakes

Nuclear threats: North Korea, Iran

Diseases: Aids, Mad Cow, SARS, Bird Flu, Swine Flu

Non-natural disasters: Concorde, Kursk, Columbia

Technology: leaps ahead in many fields, especially communication

Environment: Climate Change becomes a major issue

Words of the Decade: Google (US" word of ¢

A Macro economics: a decade of turbulence

23

Busts: Dotcom, Enron/Worldcom, Sub-prime, Housing, Madoff, Societé Generale,
Car maker s, Lehman’ s, Banks, | nsurer s, Go

Economic cycles: Recessions: 2001/2, 2008, Booms: 2004/7

Price spikes: energy, commodities, food

Equity markets: Bear markets: 2000/2, 2007/9, Bull markets: 2003/7, 2009

Globalisation marches ahead: praised by many, cursed by many

Currencies: € born, $ wilts, EM currencies rollercoaster

Bull markets of the decade: Gold, Platinum, EM equities @ OLD MUTUAL
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Macro-economics: A decade of major change

Ao Despite all the turbulence
— World GDP almost doubles from $31.3trn to $58.1trn (6%2% pa)

— Reflects commodity price impact on production value (GDP), rapid EM real economic
growth, weaker US$

— Real growth over the decade: Developed 1%2% p.a., Emerging 6%+ p.a.
— G7 GDP increases total 51% in US$ over the decade, RoW by 200+%
— G7 share of World GDP falls from 79% to 64%

Ao Why the EM boom?

— Major macro reforms afterlate-1 990’ s seri es of EM cri se
— Reforms focused on macro stability, policy predictability & free flow of goods/capital

— Cheap production environment makes them magnet for FDI

— Infrastructure & domestic demand booms adds to growth success

— Commodity price surge a bonus
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The decade ahead: what to expect

A More turbulence

— No reason not to expect more very turbulent macro-economic events
— Shocks will occur and may take various forms

Ao What are the likely key broad macro trends?
— Environment likely to be a key policy issue
-EM s wi l |l continue to dominate gl obal
— Developed World will struggle for some time owing to structural troubles
— Overall growth will not soon match the boom of the mid-2 0 0 0’ s
— Inflation will not become an issue

A What are the key risks?
— USA falls into Japan-style deflation
— Major policy error(s)
— Protectionism surges
AR OLD MUTUAL
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South Africa: Past decade’s highlights

Pretty mixed picture

A The Good:
— Fiscal conservatism of 1990's paves way for ¢
— Private & government investment surges, financial institutions sound

— Policy conservatism maintained
— Growth rebounds, averages 3%2% (4.2% excl 2009)vs1 2% i n t he 1990 s

Ao The Bad:
— Current account deficit widens sharply
— Currency volatility, extreme at times
— Stronger growth yields very limited job creation, brain drain adds to labour troubles
— Gouvt fails to decisively act on structural growth obstacles
— Debt boom leaves consumers with serious headaches
- Inflationonlyhalf-b eat en, growth still | ags ot her EM’ s

A The Ugly:
— Public service delivery deteriorates badly
— Eskom allowed to turn into disaster (others too), will haunt economy for a long time
— Crime & corruption remain a disaster
— Education policies a disaster, anchors high unemployment rate
— Zim disaster drags on and on and on, tainting region, curbing growth
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The most problematic factors for doing business in SA
Source: Global Competitiveness Report, 2009/10
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South Africa: The next decade
Serious challenges ahead

A Growth & job creation must have priority:
But not at expense of macro-economic stability (especially fiscal policy & inflation

control)
- There are no ‘“quick fixes
Without further reforms, growth potential may be stuck around 3%

A What needs to be done?

Convince markets & investors of future policy stability & continuity

Drastic action required on all growth constraints: public services, high effective
cost of employment, crime & corruption, infrastructure needs, a more dynamic

region

A S A’suisccess, or lack of it, over next decade will be determined by:
- Global economic environment
Govt’'s wil | iappgopriate actioh an prokdekn areas

Failure to take action may have serious long-term consequences
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