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In the domain of Political Economy, free scientific inquiry meets not merely the same enemies as in other domains.  The peculiar nature of the material it deals with, summons as foes into the field of battle the most violent, mean and malignant passions of the human breasts, the Furies of private interest.

Under any economic, social and political system, individuals, business firms and organizations in general are subject to lapses from efficient, rational, law-abiding, virtuous or otherwise functional behavior. No matter how well a society’s basic institutions are devised, failures of some actors to live up to the behavior which is expected of them are bound to occur, if only for all kind of accidental reasons.  Each society learns to live with a certain amount of such dysfunctional or misbehavior; but lest the misbehavior feed on itself and lead to general decay, society must be able to marshal from within itself forces which will make as many of the faltering actors as possible to revert to behavior required to its proper functioning.  My presentation this morning analyses these forces as they operate in the South African economy, the concept to be developed will, however, be found to be applicable not only to economic operators such as business firms whatever their size but to a wide variety of noneconomic organizations and situations
. 

While moralists and political scientists have been much concerned with rescuing individuals from immoral behavior, societies from corruption, and governments from decay, economists have paid very little attention to repairable lapses of economic actors. According to Hirschman there are two reasons for such lapses.  First in economics, one assumes undeviatingly rational behavior, or, at the very least, an unchanging level of rationality on the part of economic actors. For example if you would like to have industrial development, uninterrupted power supply is a must.  Therefore rationality should prevail in addressing power interruptions. Similarly, deterioration of a firm’s performance may result from an adverse shift in supply and demand conditions while the willingness and the firm’s ability to maximize profit are unimpaired.  But it could also reflect some “loss of maximizing aptitude or energy” with supply and demand factors being changed.  The latter interpretation would immediately raise the question how the firm’s maximizing energy can be brought back up to par. But the usual interpretation is the former one.  And in that case, the reversibility of changes in objective supply and demand conditions is much more in doubt. In other words economists have typical assumed that a firm that falls behind (or gets ahead) does so “for a good reason”.
  The concept of a random and more or less easily “repairable lapses” has been alien to their reasoning.    
South Africa did not anticipate the global financial crisis.  Having experienced the longest economic upswing in our history under President Thabo Mbeki’s government, South Africa suffered repairable lapses in believing that unemployment and poverty will simply disappear on the back of the upswing.  Now that we are in a recession questions are being asked as to whether we did we do enough in offsetting the negative impact of the recession.  So far evidence indicates that we did not.  By the end of the second quarter of this year, South Africa had lost over 475 000 jobs.  Over 2000 companies had been liquidated during the same period, mostly small micro and medium enterprises.  Although the aftershocks of the worst economic slump since the Great Depression appear to be subsiding, with hints of recovery emerging here and there, economic actors are not ready to repair the lapses that have led to these unintended consequences.  
The difficult conditions have not only resulted in lower rates of economic growth and increased job losses in recent quarters, but also in a steep rise in the number of companies filing for liquidation.    The total number of liquidations stood at 2 643 (i.e. 1 443 close corporations and 1 200 companies) for the first eight months of 2009, representing an increase of almost 30% compared to the same period last year.  However, the number of liquidations in August 2009 was 7.3% lower than in August last year.  Despite a sharp increase in liquidations since the beginning of 2009, the current situation compares rather favourably to the numbers reported over the period 2001 to 2003.  A global economic slowdown in the aftermath of the 9/11 events in the US, a significant strengthening of the Rand, rising inflation and subsequent higher interest rates all contributed to a moderation in GDP growth in South Africa and a rise in corporate liquidations over this period. 

At broad sector level, the finance, business services and real estate sector was the hardest hit, with 1 134 liquidations over the period January to August 2009, or an increase of just over 40% compared to the same period of last year.  The real estate sector was particularly impacted upon as the residential property market came under serious strain, whilst the business services segment (e.g. architectural, engineering and other consulting services) has also experienced substantially weaker demand conditions. 

The trade sector, which includes wholesale and retail trade, motor trade, as well as catering and accommodation, has also not been spared the impact of a severe recession.  A large number of vehicle dealerships closed down on the back of sharply lower household and corporate demand, whilst lower consumer spending resulted in numerous retail outlets going out of business.  The local manufacturing sector reported a 37% increase in liquidations as this industry has been facing weaker market conditions and a more competitive environment both domestically and globally.  Similarly, an increasing number of businesses in the construction sector had to close down as demand for their services dropped in the wake of reduced building activity, especially in the residential property market. 

Labour-intensive sectors such as trade, construction and real estate have indeed suffered greatly in recent months, as also reflected by the substantial job losses reported in certain segments of these sectors, with a similar state of affairs applying to the manufacturing sector.  Combined, the trade, construction and manufacturing sectors reported 347 000 job losses (or more than 73% of the total number of 475 000 jobs lost) over the first six months of 2009.    

Although the manufacturing sector is still experiencing difficulties, conditions appear to be improving, as indicated by moderate growth over the past three months (on a month-on-month basis).  However, compared to a year ago, the volume of manufacturing production was still 18.7% down in the second quarter of 2009, as illustrated in the following graph.  According to the latest survey of the manufacturing sector conducted by the Bureau for Economic Research (BER), there was a notable improvement in the business confidence index for Q3 of 2009, albeit still at very low levels.  Moreover, the pace of contraction in production volumes is moderating (refer to BER production volumes in the adjacent graph), reflecting a cautiously more optimistic outlook for the manufacturing sector. 

Domestic demand is still weak, although leveling out, with fewer respondents reporting lower sales and order volumes in the third quarter of 2009.  Despite the unsatisfactory environment at the present time, business conditions are expected to improve over the next 12 months.  Hence, it is possible that manufacturing production volumes could start improving in the months ahead.  The Purchasing Managers Index (PMI) for August 2009 provides further optimism that the manufacturing sector could be on a way to recovery, as the latest index reading jumped by 8.7 points to its highest level since May 2008.    

Export orders also appear to show signs of an improvement, although conditions are still extremely difficult for manufacturers at large.  Fixed investment activity is under severe pressure, whilst the level of spare capacity is increasing.  Perhaps somewhat surprising, considering the prevailing economic environment in the manufacturing sector, is the turnaround expected in terms of employment levels, with fewer job losses being reported during the third quarter of 2009.  

Continued poor domestic economic conditions have also been reflected in a moderate drop in consumer confidence during the third quarter of 2009, following a rather surprising rise in confidence levels in the previous quarter.  Factors weighing down consumer confidence include: sharply lower real disposable incomes; increased job losses and rising fears over the outlook for employment in the months ahead; shorter working hours and either less or no overtime payments; as well as sharp increases in certain prices, such as electricity and food prices. An interesting observation from the latest consumer confidence survey is the rise in confidence levels amongst high income earners, whilst the confidence index for the lower income category has fallen sharply. All in all, these developments indicate that consumer spending might still be rather subdued in the quarter to September 2009, especially so in the case of durable consumer goods, such as motor vehicles and household furniture and appliances.

Recessionary conditions in the South African economy are also being reflected in the monetary aggregates, with growth in both money supply and credit extension having decelerated sharply since the beginning of 2009.  The poor economic environment, with sharp contractions in output volumes and increased corporate liquidations, as well as consumers still under severe strain, saw demand for credit by both the corporate sector and households slowing down considerably. For example, growth in total loans and advances extended to the private sector is now at rates last seen in the 1960s.   Business and consumers alike remain reluctant to borrow, despite the cumulative 500 basis point reduction in interest rates since December 2008. Households are not only facing a huge debt burden, but their net asset wealth has also fallen substantially.   

An analysis of some of the sub-components of credit provided reveals that although the year-on-year growth in mortgage advances moderated further to 5.6% in August 2009, there was an increase in value terms of just over R2.4 billion for that month.  This is perhaps an early indication that conditions in the property market could be improving, while lending practices by financial institutions have become less restrictive of late.  Welcoming news for households are the recent announcements by local banks of a more accommodative lending approach, although caution should be exercised in assessing the financial health of applicants in order not to aggravate their indebtedness to irresponsible levels.  Nonetheless, the dire state of affairs in the consumer market as reflected by poor sales of new motor vehicles is mirrored by the large negative growth rates in demand for leasing finance.  In August 2009, the demand for leasing finance stood at R39.4 billion, as compared to R50.3 billion a year earlier (i.e. a 21.8% decline on an annual basis).  Moreover, installment sales advances also slowed dramatically as consumers cut back on spending on other luxury items such as furniture, electronic equipment and various durable household appliances. 

The new political administration has committed itself to playing a countercyclical role.  This is despite the fact that the South African Revenue Services will at least be R60bn short of its estimated revenue.  The figure that is being thrown around is a R787bn stimulus package focusing mainly on infrastructure, including energy, roads, rail and ports.  This is an addition to the investment programs of Development Finance Institutions such as the IDC and the DBSA.  The IDC is committed to investing about R60bn in the next four years.  If coherently implemented this package will go a long way is resuscitating the manufacturing sector since most of the infrastructure input is derived from it.  However, this does not address the long-term development agenda.
A development agenda that encompasses the developmental states of East Asia and Bolivarian Revolution would change the devilment trajectory of South Africa.   During this relapse in South Africa that Hirschman elucidates, I have curtailed the Vision 2050 Development Agenda which I was had planned to present at this conference.  
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