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Global Economy / BRICS

2011 is proving to be a very interesting year in terms of the global recovery from the
financial crisis. Globalisation and instantaneous communication systems have resulted
in exceptionally quick reactions to market news adding to the complexity of the recovery.

SA Economy

When reviewing the health of the South African economy, particularly with how businesses
are faring, a few key indicators are critical such as consumer inflation indicators (CPIX),
credit extension to individuals, GDP growth and corporate health.

China payment survey

China recently became South Africa's biggest trading partner.  As a result the ability of
Chinese companies to pay debt is of increasing interest to South African companies.

African competitors countries

China recently became South Africa's biggest trading partner.  As a result  the ability of
Chinese companies to  pay debt is of  increasing interest to  South African  companies.
Coface, in its eighth study on the payment  behaviour of Chinese companies  reviewed
more than 1000 organisations between October and December 2010.

Consumer trends

2011 has proven, so far, to be as much of a roller coaster as 2010 and 2009. The
complexity of the business environment grows with each additional piece of legislation,
each quarter of poor local and international GDP results and weak market-related news.

Increasing food inflation to continue

Food accounts for approximately 15,68% of the CPI basket of goods when calculating
the monthly CPI figure. This is high in relation to the US where the food component is
less than 8%.

Namibia’s Oil

Namibia's, economy grew by 4% in 2010, following a 0,8% contraction in 2009. Growth
was due predominantly to a rapid recovery in mining activities. The sustained improvement
in global demand for mineral products is expected to maintain GDP growth in 2011 with
a slight rise to 4,8% in 2011 and then a marginal drop to 4,6% in 2012.

Oil and the South African economy
The fuel price has gone from R5,49 at the start of 2006 to R10,09 in August 2011, an
83,7% increase. Congestion and a lack of public transport force many travellers to make
use of motor vehicles on a daily basis.

Construction
The South African construction industry was one of the hardest hit industries during the
recession. In the ensuing 18 months of recovery since 2010, Coface South Africa has
seen very little positive movement in the industry.

Freight

Uncertainty in the global recovery, recent fluctuations in the oil prices and unusual
weather patterns have had an adverse effect in the international freight industry.

The Chemical sector

The chemical sector has seen an improved position in the first 6 months of 2011. This
is largely due to a return in demand within the global economy and a stabilising international
economic climate.
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Global Economy

Garth de Klerk
Coface South Africa
CEO

2011 is proving to be a very interesting year in terms
of the global recovery from the financial crisis.
Globalisation and instantaneous communication
systems have resulted in exceptionally quick reactions
to market news adding to the complexity of the
recovery, which continues to evade text book
predictions, as market sentiment swings from positive,
to stable, to negative and back again.

In examining market elements the three key areas
of interest are the USA, Developed Europe and
emerging markets such as Brazil, Russia, India,
China and Africa (BRICS). Because of the immense
short term volatility of the market, Coface South Africa
has chosen to look at medium term indicators in
forming an opinion as to the possible scenario's for
the global economy.

United States of America

The USA has been the driver of global consumption
for at least 50 years.  The reason for this is the large
and wealthy consumer population of that country with
307 006 550 people, earning $47 284 /year (Source:
international monetary fund).

The sub-prime crisis has however had a fundamental
effect on the ability of the American consumer to
consume. It has resulted in a tightening of credit
facilities (which were used by many consumers to
live beyond their means, evident in the 120% debt
to income ratio of Americans pre-crisis) and a jobless
recovery as companies streamline in an effort to
become more efficient and profitable in a difficult
market.  This hampering of consumer expenditure
can be seen in the following graphs which shows the
low growth in corporate profits as well as the
disposable income and expenditure of American
consumers in the second quarter of 2011.

In addition to this the recent increase of the
government debt ceiling and subsequent controversial
ratings change from Standard and Poors has placed
the American government in a difficult situation with
regards the repayment of this debt.

The medium term outlook for America as described
by the Congressional Budget Office of the American
Government is a recovery back to a 3% deficit
(currently 8.9% before the increase of the debt ceiling)
by the year 2016.

Developed Europe

Developed Europe consists of the United Kingdom,
France, Germany, Italy and Spain, and is currently
in the grips of a debt web which includes Greece,
Ireland and Portugal. The extent of indebtedness
within this region varies from country to country but
includes both public and private debt problems.

The austerity measures that have been implemented
in these countries are extreme as shown in the table
below. The result of these austerity measures is a
very low growth expectancy from this region for the
next 4 to 5 years.
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BRICS

In contract to the developed economies, the emerging
markets have continued to perform well during 2010
and for the first half of 2011, with growth in Brazil
(4%) Russia (4.5%) India(7.8%) China(9%).  The
inclusion of South Africa as a representative of Africa
into the BRIC grouping has resulted in this group now
representing 31.9% of Global Land Mass and 56%
of the global population, making this grouping of
countries a potentially very powerful future market
grouping.

Quarter to quarter growth in corporate profits

Real disposable income and consumer spending

American government revenues and outlays

European austerity measures
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In addition to the size of the consumer market the resources
these countries hold are impressive. Brazil has one of the most
quickly developing agriculture sectors, Russia is the largest
producer of Oil and Gas, India is the second largest
Telecommunications producer, China is the largest manufacturer
and Africa has the greatest mineral resources. These combined
resources provide a springboard for the infrastructure development
required to empower consumer spending and fuel growth.

In conclusion the medium term predictions are at best sluggish
growth in the USA and Developed Europe for the next 5 years.
Increased development, demand and growth from the BRICS
countries including Africa.
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A study by Goldman Sachs gives some interesting predictions
on the medium term development of these economies, with
predictions that the middle class consumer market development
is set to drastically increase in the next 10 years.

The challenges for the BRICS economies include poverty
alleviation, skills development, infrastructure development,
governance, environmental balance and political stability.  These
challenges are not easily overcome, however there is great
potential for growth in these markets in the next 10 years.

Emerging market resources

Million
of
people

millions
of
people

Millions of people to enter the middle class

BRIC contribution to global growth
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“To knit a good future for my company,
my sales need to be safe. My Credit Insurer
will protect me”



Paul Jooste
Senior Manager
Portfolio Business

South African Economy
Facing Challenges

LOCAL

TRADE SOLUTIONS NO 10 5

(Source: Statistics South Africa)

Comparison of items contributing to inflation

Movement in the job market

(Source: Statistics South Africa)

Changes in employment

(Source: Statistics South Africa)

When reviewing the health of the South African
economy, particularly with regards to how
businesses are faring a few key indicators are
critical. The private and corporate consumer
indicators which are currently playing an important
role in the market are:

Consumer Inflation indicators (CPIX)

The Job market

The credit extension to individuals

GDP growth

Corporate Health

These indicators show first of all how South African
consumers are doing in terms of their ability to
spend, based on the cost of living (CPI) and the
availability of money through the number of
individuals working, the percentage increase in
wages and the extension of credit to individuals.
The health of the South African consumers translates
into the growth in GDP.  The GDP indicators also
give a good idea as to which industries are being
affected by market elements.

The liquidation figures along with the number of
new companies being created are an indicator of
the state of the market in terms of competition.
Finally the Corporate health indicators of the
business confidence index, the gap between the
input and selling price and the new orders give a
good indicator as to where companies are feeling
pressure.

Consumer Inflation

The cost of living for South African consumers,
directly affects their ability to spend their money.
The changes in the indicators for July 2011 are as
follows:

These figures show where consumer inflation has
increased month on month but also year on year.
Of particular concern is the increase in the cost of
food, as this element of CPI affects all South Africans.
 When analysing which foods have gone up in price
the meat, fish, oils and fats, milk cheese and eggs
and bread and cereals sections are most affected.

Another figure which affects all working South
African's is the increase in the cost of transport
year on year.  This figure is heavily influenced by
the cost of fuel and will be influenced by increased
road tolling costs, and has already increased to
5.3% in July 2011

The increase in the Consumer inflation figures in
these two key areas will affect the amount of free
cash the average South African consumer has
available to spend.

The Job market

The unemployment rate in South Africa was recently
pegged at 25.7%.  In order to better understand
who is mostly affected by unemployment rates the
following graphs are helpful.

The concern with the low level of re-entrants into
the job market, along with the reduction in
employment of poorly educated people is a concern.
 Poverty alleviation through job creation needs to
address these elements of the job market in order
to alleviate the inequality in wealth distribution
South Africa currently faces.
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Contribution to GDP

(Source: Statistics South Africa)

(Source: Statistics South Africa)

Liquidation figures

Business Confidence index changes August 2011

Rand value of credit extended

Source: South African Reserve Bank

Credit extension

The increase in the extension of credit to the private sector
and government is a good indicator in terms of the potential
cash flow and flexibility this credit extension offers.   The
extension of credit along with favourable interest rates
should assist with the roll out of projects and the purchasing
of large capital goods.

In addition the maintenance of low interest rates which
analysts are expecting to continue will assist both private
and corporate individuals in effective debt repayment, as
well as increased availability of cash as their debt costs
less to repay.

Gross Domestic Product

South Africa's GDP grew by just 1.3% in the second quarter
of 2011, this figures is down from 4.5% growth for the first
quarter of the year.  The main areas where quarter on
quarter negative growth was seen was manufacturing with
a negative 7% growth, mining and quarrying  with a negative
4.2% growth and agriculture and fishing a negative 7.8%
growth.

When looking at year on year figures however, the unadjusted
real GDP at market prices increased by 3,0 % year-on-year
with the mining and quarrying industry increasing by 9,7 %;
the wholesale, retail and motor trade; catering and
accommodation industry increasing by 3,9 %.  The transport,
storage and communication industry increased by 3,7 %;
General government services increased by 3,4 %; and ·
Finance, real estate, and business services increased by
2,8 %. The split between the sectors which have the greatest
contribution to GDP are as follows:

Corporate Health

In looking at how businesses in South Africa are fairing there are
three indicators which provide a good snap shot of the market.
The first is the number of liquidations.  The liquidation figures
between 2005- 2011 as indicated in the graph below.

The dip in May with regards to liquidations is viewed as a market
anomaly and Coface South Africa is attributing this to the introduction
of the business rescue act.  The experience of Coface South Africa
is a stabilisation of liquidations.  Coface South Africa has however
been seeing companies struggling with cash flow issues as creditors
trade through tough times with debtors by extending terms rather
than liquidating them.

The second indicator is the business confidence index.  This gives
a good idea of the business sentiment in the country.  The following
table from the business confidence index give a good snap shot
of areas of improvement and decline on a month on month basis
and a year on year basis.

Source: South African Chamber of Commerce
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(Source: South African Chamber of Commerce TAI report)

New orders July 2010- July 2011

(Source: South African Chamber of Commerce TAI report)

Change in input and selling price July 2010 to July 2011

When compared to the 2010 business confidence index
there is mostly improvement.  The biggest concern in terms
of a negative indicator is the Utilities indicator as the ability
of government to provide the necessary services for positive
business growth at a reasonable price affects all business
across all industries, and thus could have a far reaching
affect.

The final indicator when looking at the business environment
is the Trade Conditions Survey which tracks the change in
sales volumes, new orders, inventory levels, selling prices
and input prices and employment.

The new orders indicator as represented in the graph below
shows a sharp decline in the demand for orders in July
2011 compared with July 2010.

The sharp dip in new orders in July 2011 points to weaker
demand from consumers.

In addition to the lack lustre performance with regards to new
orders there has also recently been a change in selling price
and input prices.  This indicator speaks to the margins of
companies as they balance input costs with selling price.  The
graph below shows the evolution of this relationship over the
last year:

The increase in input costs is a concern as companies will have
to either absorb this increase and reduce margins or pass the
increase on to consumers in the cost of products.

In conclusion there are some positive signs of renewed growth
in the market which include increased credit extension, a
stabilisation of liquidations, interest rate stabilisation.  These
growth indicators are however being hampered by increased
inflation and the unemployment rate, which is translating into
slower growth for corporates as well as margins being squeezed
as the corporates work towards balancing the price of goods
with what the market is prepared to pay.
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“I can take the risk but what if the risk
takes me? My Credit Insurance policy
will settle my claim”
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China payment
INTERNATIONAL

China recently became South Africa's biggest trading partner.
As a result the ability of Chinese companies to pay debt is of
increasing interest to South African companies. Coface, in its
eighth study on the payment behaviour of Chinese companies
reviewed more than 1000 organisations between October and
December 2010. The objective was to better understand the
behaviour of Chinese companies in terms of domestic payment.

China is gradually adopting international standards on credit
sales which is becoming widespread to increase competitiveness
and as a result of cash flow problems experienced by Chinese
clients. The trend is towards improvement of company payment
behaviour. But despite these encouraging developments, Chinese
companies are expecting the payment situation to worsen in the
short-term.

"China has now reached 'international standards' in terms of
intercompany credit and credit periods. The payment behaviour
of Chinese companies, despite its improvement, is not exemplary,
even though companies are equipped with the same tools as
elsewhere, such as credit management and access to credit
insurance, the latter having increased sharply in China," said
Thierry Graffin, deputy director of Risk Underwriting, Coface
Paris.

"2010 has been a very favourable year for Chinese companies
due to growth and economic policy support. But in 2011,
companies are undergoing a series of negative impacts: The
withdrawal of the budgetary stimulus, scarcer and more expensive
credit, acceleration in the yan's appreciation, inflation and the
increase in supply costs and above all the intense pressure to
increase salaries."

"In the medium-term, these impacts are welcome as they are
favourable to Chinese growth in favour of consumption but, in
the short-term the most fragile companies could be in difficulty."
said Constance Boublil, Coface economist, specialising in the
Asia region.

The study highlights China's excellent resistance to the credit
crisis due to a sharp increase in credit, stabilisation of the yuan
(up to June 2010) and broad stimulus plan. Nevertheless, in the
context of high inflation and a tightening of economic policies,
growth should slow slightly from 2011 onwards (8,8% in 2011
in contrast to 10,3% in 2010), while remaining high in relation
to other emerging countries.

The tightening of the economic policies and deep changes in
the Chinese growth model will have microeconomic
consequences. Low added-value sectors (textiles, shoes, toys)
will be the first to be affected by the withdrawal of the Chinese
government's fiscal stimulus, the desire of the authorities to
move up-market, salary increases and the rise in the value of
the yuan. An increase in bankruptcies in these sectors is to be
expected.

Credit sales, the main source of finance for Chinese companies,
have risen sharply over the past two years (+23%). And nearly
88% of Chinese companies surveyed by Coface resorted to
credit transactions in 2010. This development can be explained
by the various incentive measures and fiscal stimulus programmes
put in place by the Chinese government.

53% of companies offer credit payment to their clients to increase
competiveness and gain market share, and 25% of these are
forced to do so due to client cash flow problems, representing
only 8% before the crises.

Since 2008 Chinese companies have seen a considerable
improvement in the payment behaviour of their domestic buyers.
In 2008 almost all the companies surveyed recorded overdue
payments. This has since decreased by 26%.

Fewer overdue payments were reported by companies, but also
the number of overdue days have been reduced. Only 6,2% of
overdue payments exceed 120 days (13,2% in 2009) and two
thirds are paid within a maximum period of 60 days.

These overdue payments are the result mainly of the clients'
financial position, themselves affected by competition, a lack of
access to external resources and increasingly the cost of raw
materials.

Amongst the various categories of companies in China, private
companies are deemed the most risky concerning payment, but
more stable now, compared to the previous year. The risk seems
to be getting higher among public companies, heavily indebted
and subject to bankruptcy laws, like private companies.

Coface says despite encouraging global trends, the Chinese
companies questioned do not anticipate a significant improvement
in payment behaviour in the short-term. 41,4% of companies
expect that an improvement may take more than up to three
years and 33% of companies do not believe the situation will
ever improve.

This pessimism can be explained by companies' concerns
regarding the withdrawal of fiscal stimulus, that is the case for
37% of companies questioned. Other fears also include: 31% of
companies claim they are concerned about the tightening of
credit whereas 23% of companies say the main danger comes
from the rise of the value of the yuan. Salary increases following
the social movements which affected Foxconn and Honda in
China could curb the performance of several industry sectors.
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“I need cover to export to China. I have
peace of mind knowing I will be covered
by my Credit Insurance policy”
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South Africa has recently been invited to join the BRIC (Brazil
Russia India China) country grouping.  This invitation has been
met with some scepticism from South African business's and
economists, as the populations size of South Africa and growth
over the past two years  does not in any way compare to the
population figures and growth of the other BRIC countries as
shown in the table below:

Where the inclusion does start to make sense, however is when
South Africa is viewed as a gateway into Africa.  The South
African business environment and country risk environment as
rated by Coface is shared by Mauritius and is the highest in
Africa.  This rating speaks to the country's infrastructure, the
business infrastructure, the governance of corporates, the judicial
and legal systems in place to ensure that companies can collect
debt, the political stability and the complexity of the business
environment as a whole.

South Africa is currently a good prospect for foreign direct
investors because our business environment is comparable to
those in developed markets.  Coface South Africa is seeing more
and more examples of companies investing in South African
organisations to ensure that projects are completed in other
African nations.

There is however growing competition from other African nations
for this foreign direct investment. The following table shows the
top 5 African countries in which foreign direct investment was
made in 2010.

What is particularly interesting about this table is the percentage
change in investment between 2009 and 2010.

South Africa's greatest competitors in Africa in terms of the
development of infrastructure, the development of governance
legislation, the development of financial systems to support
business, the growth of the economy and the potential consumer
base, include, Mozambique, Kenya, Nigeria and Mauritius
The following information is an analysis of these countries with
particular emphasis on the growing competitive elements of
these countries.



INTERNATIONAL

TRADE SOLUTIONS NO 1012

Kenya

Population: 36.5ml
GDP growth: 2011 (e) 6%

Country Rating: C
Business Rating: C

STRENGTHS

   Strategic position between West and East Africa
   Membership in the first African common market
   Diversified agriculture (tea, coffee, and horticulture)
   Good performance of telecommunications and financial services
   Strong demography and emergence of a middle class
   Adoption of a new constitution

WEAKNESSES

   Strong dependence of agricultural production on weather
   conditions
   Insufficient infrastructures to absorb economic development
   Wide-spread poverty
   Poor governance
   Latent risks of political excesses

Continuation of the government stimulus programme in
2011

Economic growth accelerated in 2010, fuelled by private
consumption (77% of GDP) and corporate investment,
underpinned by government fiscal and monetary measures
implemented at the end of 2009. The economy also benefited
from a significant rebound in agricultural exports particularly
spurred by firm prices for black tea and an increase in tourism
revenues and remittances from expatriates.

This trend is expected to continue in 2011. Nevertheless, export
growth will slow down due to less buoyant tea prices. Imports
will significantly accelerate, spurred by household spending on
manufactured goods (IT and telecommunications will be especially
revitalized with the coming online of the Seacom submarine
cable, which provides the country with fast and cost-effective
Internet access), and by corporate capital equipment purchases.

Growth is also being spurred by Government infrastructure
spending and the financial services sector. However, interest
rates on commercial credit are expected to remain relatively
high, although the Central Bank has softened its monetary policy
by lowering its key rate to 6%. Inflation, down to 4.2% in 2010,
could go up again this year (to around 6%) fuelled by wage
increases and rising food prices.

Stabilisation of public debt and foreign currency reserves

The economic stimulus policy will cause the budget deficit to
remain significantly large in 2011. Revenues resulting from the
strong growth and improved tax collection in conjunction with
recourse to domestic borrowing and concessional loans from
donors will enable the government to meet its financial needs.
Public debt is expected to stabilise around 50% of GDP, while
foreign debt will be contained. The current account deficit will
worsen appreciably, despite the good performance of income
from tourism and of remittances from expatriates. The recovery
of foreign direct investment is expected to be sufficient to finance
this deficit.

Foreign direct investment is not expected, however, to return to
the levels prevailing before the outbreak of interethnic violence
in 2007. Poor governance continues to damage relations between
Kenya and investors. The business environment is expected to
improve slightly with the on-going implementation of economic
reforms.

2011 is a pre-election year, a decisive one for the pursuit of
reforms

Although internal power struggles remain intense, the political
situation seems to have eased since the post-election
confrontations of 2007. A new constitution was adopted in August
2010, setting up a presidential system with a division of powers
between the federal government and the regions. It also notably
provides for the creation, of an anti-corruption agency and an
agrarian reform commission.

Competitive Advantage

Kenya has started a variety of development projects to promote
Clean Development Mechanisms which result in carbon credits.
KenGen has generated 660 000 tonnes of carbon credits
which it has sold to the World Bank for Shs422 million.  In
addition Kenya is seeing increased investment form Britain
and Germany interested in investing in projects which promote
the production of clean energy. This movement both from a
legislative and corporate perspective is likely to attract foreign
investment.
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Mozambique

Population: 21.5 ml
GDP growth: 7.5%

Country Rating: B
Business Rating: C

STRENGTHS

   Mineral wealth (bauxite, coal, gas)
   Extensive hydroelectric potential
   Privileged geographic situation
   Support of donor countries
   Political stability

WEAKNESSES

   Low productivity of the farm sector (80% of the population,
   20% of GDP)
   Limited diversification: heavy dependence on aluminium
   Pervasive poverty, malnutrition, and inequality
   Regional disparities: the north and centre disadvantaged
   compared to the south
   Heavy dependence on international aid and the South African
   economy

Growth fuelled by foreign investment

Economic growth will remain strong in 2011, thanks to continued
foreign investment in the mining sector and infrastructure,
investment will again make a very strong contribution to growth.
Hospitality and catering will benefit once again from a recovery
in tourist activity. Farm production is expected to grow provided
the weather is good.

Subsidies facilitate keeping the social peace

Inflation is unlikely to exceed 5% in 2011. The tightening of
monetary policy, stabilisation of the metical, and the subsidizing
of basic necessities will take care of inflation. Conversely fiscal
policy is expected to remain accommodating with the development
of social aid and the rise of subsidies for bread petrol, water,
and electricity after the bloody riots in September/October 2010.
The cost will largely depend on trends in exchange rates and
international prices. Despite the increase in ordinary revenues,
the proportion of aid in the revenues will again reach 40%.

Despite the growth of exports, international aid remains
essential

The current account deficit will remain large despite improvement

in the terms of trade. Although sales abroad - not only of aluminium
and coal but also of gas and electricity to South Africa - will grow,
imports are expected to increase even more.

Purchases associated with the implementation of mining and
infrastructure projects will develop while firm prices will inflate
the bill for oil and agricultural commodities, which to a very large
extent are imported from South Africa. Payments to foreign
service-providers and dividend payments to foreign investors
will increase. The inflows of grants, concessional loans, and
foreign investments particularly from Australia, Brazil, India, and
China are essential in covering the external deficit.

With the IMF approval the authorities have decided to resort to
non-concessional financing and partnerships with the private
sector to accelerate projects with export-potential like those in
electricity and transport. At this juncture a €700 million credit
line (only half of which is concessional) has already been
concluded with Portuguese financial institutions. This transaction
is expected to result in an increase in foreign debt (essentially
public) whose repayment is expected to be facilitated by the
development of exports. The situation would be infinitely more
comfortable however if capital flight could be capped.

Political stability, but with governance still difficult

Facing a weakened, disorganized opposition, President Armando
Guebuza and his Frelimo Party, re-elected in October 2009 to
lead the country, exercises well-established power. The confusion
between the party in power and the State is, however, a source
of concern to donor countries. The performance of Mozambique
in terms of corruption, regulations, respect for law and order,
and administrative efficiency has been poor. But the progress
made on crucial issues - education, water conveyance, and
health - albeit starting from a low level, in conjunction with
relatively good performance in the allocation of funds, has,
however, prompted donors to maintain the flow of financial aid.

Competitive Advantage

The continued development of much needed infrastructure In
the form of roads and buildings along with interest in mining
and construction, continues to attract Foreign Direct Investors
looking to leverage the countries natural resources.
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Nigeria

Population: 156 ml
GDP growth: 5.2%

Country Rating: D
Business Rating: D

STRENGTHS

   2nd largest economic power in sub-Saharan Africa
   2nd largest African destination for FDI
   31% of Africa's oil reserves
   Most populous country in Africa

WEAKNESSES

   Oil production levels limited by the insurrection in the Niger
   delta
   Insufficient investment in transport and energy networks
   A still-difficult business environment

Demand for oil spurs the economy.

The economy rebounded in 2010, growing 5.5% thanks to the
upturn of barrel prices with $79.30 expected for the full year
compared to $63.30 in 2009. The truce concluded with the
insurgents in the Niger delta paved the way for an increase in
oil production.

In 2011, growth is expected to slacken somewhat as the world
economy slows down. Agriculture is expected to continue to
drive the economy, underpinned by investment in commercial
operations. Excluding oil, 8% growth is expected. However, the
country continues to largely under-exploit its potential for oil and
gas production, and shortcomings in energy infrastructure
(recurrent energy shortages) and transport infrastructure have
undermined overall economic potential.

A sustainable level of debt but highly volatile foreign
exchange reserves

The discharging of the debt to the Paris Club and London Club
creditors in 2006/7 strengthened Nigeria's financial position
significantly. Nigeria's debt remains sustainable in the medium
term.

However, the crisis has highlighted the extreme volatility in the
level of foreign exchange reserves, which would not suffice to
overcome a permanent shock to growth, especially one resulting
from a long-term drop in oil production. In addition, money is

siphoned off from the Nigerian oil fund, as political tensions ebb
and flow, by the local governors who believe it unlawful for the
federal government to retain the funds. The fund has melted
away from $20 billion in 2007 to under $500 million in August
2010. It is thus expected to be virtually exhausted by 2011.

A banking sector in the process of reconsolidation

Recapitalization of the banking sector by the CBN has prevented
a systemic crisis. The establishment of structure at the end of
2010 will likely speed up the consolidation of banks' balance
sheets, in particular by bolstering the confidence of potential
foreign investors. However, increased concentration in the sector
is likely, as is the expansion of those banks spared by the crisis.
These two trends are expected to result in deterioration in the
quality of the banks' portfolios.

The business environment remains shaky, but some
progress has been made in the polit ical arena

Nigeria's political and institutional shortcomings constitute a
critical risk factor. Governance deficiencies were the root cause
of the banking crisis and have deterred investment, particularly
in oil. The death of President Umaru Yar'Adua in May 2010
brought Vice-President Goodluck Jonathan to power. His
subsequent re-election in April 2011 has solidified the progress
he is making in a series of reforms, which, if successful, could
eliminate the bottlenecks restricting growth in the country. The
President also seems committed to developing and pacifying
the Niger delta region, which is where he was born.

Competitive Advantage

Nigerias booming population and fast growing middle class
stand to challenge South Africa outright for the position of
number one economy on the African continent. Increased
spending on infrastructure and an increased awareness of
risk in Africa have many investors bypassing South Africa and
going directly to the next powerhouse. The main drivers will
be the demand for oil, but the growth in this country will come
from a democratic political environment and increased
investment spurred by the stabi l i ty this brings.
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Mauritius

Population: 1,3 ml
GDP growth: 3%

Country Rating: A3
Business Rating: A3

STRENGTHS

   Stable democratic process
   Good business climate
   Solid banking system
   French/English bilingualism
   Tourist potential

WEAKNESSES

   Limited diversification: tourism, sugar, textiles, finance
   Exports denominated in euros, imports in dollars
   Deficient education system and professional training
   Major role played by family controlled groups
   Government controlled monopolies and subsidized prices in
   several sectors
   Continuing ethnic dividing lines

Highly sensitive to economic conditions in Europe and the
United States

After a marked deceleration in 2009 and a modest recovery in
2010, GDP growth will fail to take off in 2011 as a result of the
economic slowdowns expected in both Europe and the United
States, which provide a market for nearly 3/4 of the island's sales
abroad.

Exports of textiles and clothing mainly intended for the United
States and United Kingdom will sag. The tourist revenues
customarily brought in by Europeans will also be more constrained
once again. The revenues from sugar and fish products are,
however, expected to stabilize at a high level provided the
weather conditions and the catches are good. The sugar industry
will moreover benefit from the modernization of the sector
financed by the European Union, much like the fishing industry
where European interests are predominant. Sugar refining, fish
processing, and fish farming are development priorities. The
construction and public works sectors are expected to continue
to grow. Financial and telecommunications services, respectively
12% and 6% of GDP, will also continue to trend up.

Accommodating economic policy

In the face of the slowdown, economic policy will remain

accommodating. Low inflation, below 4%, enabled the central
bank to reduce its key rate to 4.75% weakening the rupee and
thereby spurring exports and tourism. The government adopted
a number of major programmes in recent years including, in
December 2008, an Additional Stimulus Package; in July 2009,
a special infrastructure programme Mauritius Approach intended
to temporarily ease the financial charges weighing on tourism
and textile sectors. In 2010, a five-year Economic Restructuring
and Competitiveness Programme intended to counter the effects
of euro zone problems on exports by diversifying the tourism
sector and developing small and midsize companies in the textile
and sugar industries. Two incentive measures, Integrated Resort
and Real Estate Schemes, intended to encourage foreigners to
purchase luxury villas or flats in tourist complexes packaged
with as deal sweeteners, a residence permit and a possible tax
residence (offering a 15% income tax rate, tax-free inheritance)
have been maintained. This policy has resulted in an appreciable
public-sector deficit and an increase in public debt (60% of GDP)
issued mainly in the domestic market and in rupees.

Large trade deficit

The trade deficit will remain large and could even grow with the
slowdown in exports not offset by a symmetrical decline in
imports. Tourist revenues have yet to return to the levels prevailing
before the crisis. The resulting external financing needs are
currently covered by foreign investments, and South African, in
industry and construction. Investors from China and India have
been developing their presence on the island.

Healthy economic fabric

Mauritian companies carry very little debt with most of it held
locally and in rupees. Their profitability has been satisfactory.
They invest not only domestically but also in other regional
countries. Local banks, often subsidiaries of international
institutions, have few nonperforming loans in their portfolios, are
well capitalized, have good liquidity, and hold their cash on
deposit locally. Little information is available, however, on the
offshore activities they exercise via Global Business Companies.

Competitive Advantage
Close proximity to Eastern Africa with favourable tax
environment (aimed at attracting professionals) and improving
telecommunications infrastructure. Mauritius has shown a
remarkable willingness to open itself up for business. Many
companies with operations in Africa (generally always Eastern
Africa) have taken advantage of the 15% corporate tax rate
and located their holding companies or head offices on the
island.



TRADE SOLUTIONS NO 1016

“I don’t want to go in the red if my
international customers whitewash their
numbers. My policy will therefore analyse
their books”



2011 has proven, so far, to be as much of a roller
coaster as 2010 and 2009. The complexity of the
business environment grows with each additional
piece of legislation, each quarter of poor local and
international GDP results and weak market-related
news.

The South African consumer is currently faced with
various challenges.  The continued increase in
electricity prices, the introduction of tolls on Gauteng
highways, the increase in the cost of food and
fluctuations in the cost of fuel have influenced the
individuals' ability to spend.

The South African corporate consumer has even
more challenges to manage.  These include changing
legislation, above inflation salary and wage increases,
low business confidence and sluggish markets in
many sectors.

Corporate and private consumers are in an interesting
head space as they watch developed markets enter
an age of austerity while at the same time seek
opportunities to leverage emerging-market foreign
direct investment.

In interactions with many of our clients, Coface South
Africa has noticed four interesting corporate consumer
trends.

Frugality

Many of the companies Coface South Africa works
with are exercising caution in their business
operations.  The trend has moved from revenue focus
to bottom line focus with companies having lower
turnover but higher profits.  Coface South Africa first
began tracking this increased productivity trend in
2009 as companies realigned and consolidated
processes to ensure higher productivity. This strategy
is working for them and is expected to become
ingrained in their business behaviour.

Transparency

The crisis has highlighted above all  the critical role
transparent and accurate business information plays
in business.  Pre-crisis, many companies that Coface
South Africa worked with placed a high value on the
relationship with clients rather than on the financial
figures of the company.

The recession has changed this. Companies now
focus on  financial figures  rather than on the
individuals who are running the company.  This change
in business consumer behaviour has resulted in
greater emphasis on transparency which has
protected many of our clients from potentially risky
business deals.

Service

Coface South Africa has been tracking an interesting
trend in business consumer expectations around
goods and services.  Value for money has become
paramount in business interactions.  The concept of
"value" has changed from the pre-recession market
where customers expected to pay a premium for
premium products to the current market expectation
of excellent product backed by excellent service at
reasonable prices.

The development of a service culture which permeates
all operational elements of the company and is
measurable at an individual as well as a corporate
level is becoming one of the key differentiators of
successful companies.

Company Values

The recession has in many cases been termed a
conscience crisis with gross violations of basic moral
code and corruption.  As such, more emphasis is
being placed on the value drivers of organisations
with preference given to those companies in line with
ethical and social drivers such as compliance  and
corporate social investment.

The opportunities for South African businesses lie in
flexibility and focus.  The ability to leverage the unique
strengths of a company within the changing
perceptions of consumers while being open minded
about controlled risk elements, such as investment
opportunities in growing markets, will assist in business
success in the short to medium term.

Consumer trends
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Natasha Hardy
Senior Manager
Marketing

LOCAL



Increasing food inflation
to continue

Food accounts for approximately 15,68% of the CPI
basket of goods when calculating the monthly CPI
figure. This is high in relation to the US where the
food component is less than 8%.

A particularly large price increase was in the 'Oils
and Fats' sector which saw a year-on-year increase
of 23,8% and 9,8% increase in the price of 'Meat'.
Major increases in the price of underlying products
like grains and oils have been the largest contributors
to increases in the CPI index, all falling under the
"food" category.

South Africa was a net exporter of food until 2009
when the country was forced to seek alternative
sources to meet increased domestic demand. The
strengthening of the rand has helped avoid dramatic
increases in food prices so far.

In the medium term the westernisation of the
developing world, and in particular the increase in
the middle class (people earning over $6 000 a year),
is expected to double to around 1,6-billion people in
Brazil, Russia, India and China by the year 2020
according to Goldman Sachs.

This is likely to result in higher demand for products
which were previously unaffordable to people in these
markets.

The demand for a higher standard of living from this
market, is likely to result in a strain on current supplies
of certain goods including food which in turn is
expected to result  in increasing pr ices.

These elements, combined with a general increase
in demand, points to higher food prices in the future,
which considering the significant weighting in the
calculation of CPI, could significantly increase South
Africa's CPI in the future.

The effect on businesses is a realignment of product
pricing to cater for increased demand from the
developing middle class.  In addition the lower end
of the market is expected to provide increased
demand for cheaper goods as they try to balance
their expenses and income.

Luke Morawitz
Coface South Africa
Senior Ratings Analyst

LOCAL
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“So, I have found some new clients but have
I found out everything I need to know about
them? I need Credit Insurance to be certain of
safe trade”
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Namibia's Oil

INTERNATIONAL
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The recently discovered crude oil resources off the
coast of Namibia will have a positive impact on the
country's economy. It has been estimated that oil
resources found off the southern Namibian coast
are equivalent to 11-billion barrels.

Chariot Oil and Gas, an independent oil and gas
exploration company, made the discovery earlier
this year and plans to commence drilling in the
fourth quarter of 2011. BP has teamed up with
Chariot by taking a 25 percent equity stake in Chariot
Oil & Gas' exploration license in Namibia's Orange
Basin. BP will pay for Chariot's cost of drilling the
first exploration well and cover all previous expenses
incurred.

The discovery of oil will result in additional income
to the country. With more cash circulating in the
economy, it will more than likely increase the level
of disposable income creating a spike in demand
for goods and services. If the supply of goods and
services remain the same, this could result in higher
prices and higher inflation.

Normally, a rise in foreign investment leads to the
strengthening of the local currency. However in
Namibia's case the Namibian dollar is pegged to
the South Africa Rand. Without the appreciation of
the Namibian dollar, growth in foreign investment
will continue to push up prices creating a spiral
inflationary effect.

The resulting importation of goods to satisfy
increased demand from a larger consumer base
will put further pressure on local businesses as they
compete with countries such as China where the
input costs are significantly lower resulting in local
prices being undercut.

The discovery of oil has already led to increased
foreign investment dedicated to extracting the oil.
Namibia was ranked the second best African country
for foreign direct investment, in terms of tax rates,
percentages of profit, property registration costs
and minimum wage and was also ranked among
the top African countries for being successful in
attracting foreign direct investment. Foreign direct
investment inflows have risen by nearly 150 % from
2005 to 2010.

GDP per capita is high relative to other developing
countries. However this statistic is misleading as
Namibia also has one of the most unequal income
distributions on the African continent. More than
one in four households in Namibia live in poverty.
The poorest 10% of the population command just
1% of the country's total income, whereas the
wealthiest 10% control more than half of the country's
total income. Namibia has a Gini coefficient of 0,7.
This is a measure of statistical dispersion with 1
being maximum inequality and 0 being total equality.

Nearly 40% of the rural population depends solely
on subsistence farming for survival. These statistics
together with the current unemployment rate of 51%
confirms that there are some major problems when
it comes to wealth distribution.

The profit from foreign investment needs to be
distributed to developing all sectors especially
education and healthcare and not only the oil industry
for Namibia to take full advantage of this discovery
and move towards becoming a first-world nation.

Warrick Roberts
Coface South Africa
Risk Analyst



Oil and the South African
Economy

The fuel price has gone from R5,49 at the start of
2006 to R10,09 in August 2011, an 83,7% increase.

A large portion of monthly disposable income is
spent on transportation costs. The petrol price
therefore has the potential to affect individual
spending capacity, the cost of goods and ultimately
the country's GDP.

The composition of the petrol price is important in
understanding how market factors could influence
the price of petrol. The Basic Fuel Price (BFP)
formula used to determine the petrol price includes
the basic fuel price; a wholesale margin; a retail
margin; transportation and delivery costs; and finally
government tax.

The basic fuel price is determined by the spot price
of oil. So assuming there was no movement in the
oil price, there should be no change in the petrol
price. The price used would be that of light sweet
crude which is the price normally quoted on TV or
in the daily newspapers. Sweet crude is the easiest
oil to refine.  The basic oil price makes up
approximately 55,9% of the total fuel price and is
the most significant factor in the retail fuel price and
the main driver behind the recent increases.

Next, the wholesale margins are added into that
figure. This is the price that refineries charge service
stations to purchase in bulk. This adds another
5,36% onto the price. The service station markup
is 8,04%. This margin is regulated by government
and is fixed around the country.

If the service station is inland an additional expense
is added for transportation and delivery. Together
this accounts for another 3,7%. The last portion is
the tax on fuel which makes up 26,91% of the final
cost. This tax is made up of numerous items such
as a fuel tax, a portion allocated to the Road Accident
Fund and a customs and excise tax.

An important factor in the cost of fuel is the
rand/dollar exchange rate. Fluctuations in the rand
/dollar exchange rate has an effect on the price of
fuel. The average exchange rate from June 2011
to August 2011 was between R6,77 and R7,27. In
June 2011 it was R6,77 and in July 2011 it was
R6,76. With the downgrading of the US and the
subsequent bounce back of the dollar, the rand/dollar
exchange rate hit R7,27 mid-August. The weakening
exchange rate shows why increases in the petrol
price could continue.

The average price of oil in 2009 was $61,77 and in
2010 it was $79,03. While it appears that the current
increases were partly due to the unrest in the Middle-
East and North Africa, it is also apparent that oil as
a commodity has seen a gradual increase in prices
over the last decade. There is a lack of capacity to
refine oil. Oil refineries take many years to build
and cost hundreds of millions of dollars to construct.

Global oil reserves are also in decline. The Hubbert
peak theory is able to predict with accuracy the
supply of petroleum in many countries on the
premise that petroleum production follows a bell-
shaped curve. Global production of petroleum
peaked in the 1980-2000 period with declining
reserves expected in future.

As a counter to the decrease in the supply of oil,
renewable energy sources are being looked at.
There is some hope that ethanol fuels may be able
to replace fossil fuels in future but there are many
tradeoffs that need to be taken into account.

A significant stumbling block to using ethanol is the
impact it has on the global food supply. One third
of all US maize is now used to produce ethanol fuel
and it is estimated that to produce one tank of fuel
comprising solely of ethanol uses the same amount
of maize required to feed a human for one year.

It is clear that whilst numerous factors currently
outweigh fuel as the major threat to business, this
stands to change as demand outpaces supply.
While we have focused on the impact faced by the
commuter and the economic ramifications this might
have, it should be remembered that petroleum is
also an essential ingredient in numerous industrial
materials.

The knock-on effect of an increasing oil price will
have far reaching consequences on global economic
growth. In addition to rising logistics costs, most
industrial processes will feel the pinch of rising input
costs.

Increases in the oil price have already had an impact
on the manufacturing and consumer sectors. CPI
figures already show a 21,4% Y-O-Y increase in
petrol prices. Going forward this is likely to become
a more significant "push factor" in the CPI calculation.

LOCAL
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Hubbert Peak Theory applied to oil reserves

Luke Morawitz
Coface South Africa
Senior Ratings Analyst



“Delivered on time but still waiting for our
money. If I had a Credit Insurance policy it
would have paid the claim by now”
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LOCAL

Brian Peterson
Coface South Africa
Underwriting Manager

The South African construction industry was one of
the hardest hit industries during the recession. In the
ensuing 18 months of recovery since 2010, Coface
South Africa has seen very little positive movement
in the industry. The three elements that make up the
construction industry; government, corporate and
domestic spending, have been plagued by negative
factors.

Government-led spending created a construction
boom in 2009 and early 2010. But the majority of
these infrastructure projects have now been
completed.  While some projects remain active, the
greatest concern is a slow down in the tender process
for new infrastructure projects such as schools,
hospitals and housing with some tender processes
being delayed by up to six months.

The corporate and domestic construction sectors are
finding access to credit and lower spending a
continued hindrance to the development of new
building projects.

To counteract the weak local market, companies are
looking to Africa to export their services and expertise.
With the positioning of South Africa as a springboard
into Africa, Coface South Africa is seeing some of

Construction

the larger construction companies supplying
construction skills into Africa for infrastructure
development projects to facilitate trade with large
foreign investors such as China.

South African construction companies have
recognised the potential pitfalls of doing business in
Africa and instead of relying on the internal systems
of some of these high-risk African countries, foreign
direct investors are buying the skills and project
management from South African construction
companies and implementing projects in countries
such as Mozambique, Zimbabwe, Malawi and Zambia,
who are then paying the South Africa companies
directly.

This improves payment reliability, ensuring that South
African construction companies have a higher degree
of control with regards to the funding of projects while
African countries benefit from improved infrastructure.
Without this process and the involvement of the South
African construction sector, infrastructure development
in Africa may not have advanced to the point it has.

It has created a positive alternative to an otherwise
weak local construction sector with improved profit
margins and a more reliable payment trend.



Freight

LOCAL

Uncertainty in the global recovery, recent fluctuations
in the oil prices and unusual weather patterns have
had an adverse effect in the international freight
industry.

Locally, volatile fuel prices and strike action threatening
fuel availability has affected freight forwarders in
terms of the pricing of their services and guarantees
of product delivery. Coface South Africa recorded a
slowdown in the freight market with organisations
consolidating deliveries to save costs.

In addition to these market pressures, the impending
tolling of Gauteng highways is expected to have an
adverse effect on the road transport industry, but
could provide opportunities for rail freight. The greatest
hindrance to companies using the rail system is
inadequate infrastructure as well as the suitability of
rail for transporting certain goods.

While the implementation date and toll costs have
not been finalised, Coface South Africa expects the
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freight industry to react negatively to increased
operational costs,  and does not foresee freight
forwarding companies absorbing road toll costs, but
rather increasing their freight forwarding costs.

This is expected to have a knock-on effect on suppliers
of products who will either have to absorb the
additional cost of delivery or pass it on to the
consumer. With companies having to consolidate
deliveries in managing the additional road toll costs,
it could affect the freight industry through fewer
deliveries and lower freight volumes.

Change in company strategies and possible
acquisitions and mergers especially where larger
freight forwarders dominate the market may be seen,
as profitability becomes a challenge for smaller
companies. Customer service will continue to be a
focus area as a client retention strategy.

Jayson Naidoo
Coface South Africa
Underwriting Manager



The chemical sector has seen an improved position
in the first 6 months of 2011. This is largely due to
a return in demand within the global economy and
a stabilising international economic climate. The
revival of the automotive sector has assisted to large
extent in the growth within the chemical sector as
the automotive sector is a substantial end user of
chemical products.

The sector is heavily dependent on growth
performance within the economy and is highly
sensitive towards downwards movement within the
economy .Most of the volume growth was visible
within the developing countries while volume sales
within the developed countries remained at
conservative levels. Revenue growth for players in
this sector were visible due to the ability of the players
to transfer cost to the end users. China is set to
become the biggest consumer and manufacturer of
chemicals by the end of 2011 overtaking the United
States as the biggest player within the market.

The chemical sector in the South African market
recovered further within the first 6 months of the 2011
on the back of increased activity in the mining sector,
automotive sector and supported by increased
spending by consumers. The chemical sector linked
to the construction sector was muted within the first
6 months as the infrastructure development and
housing market within this period remained stagnant.
The agricultural chemical sector also saw an improved
position on the back of food security and low stock
levels.

Seasonally adjusted manufacturing figures for the
first 2 quarters of 2011 indicate an upward trend in
production and on a year on year basis manufacturing
increased by 0.9%. In this period the petroleum,
chemical product, rubber and plastic product divisions
saw a 1.9% increase. Seasonally adjusted production
reached a peak in the month of February and March
with the index breaking the 105 base level.
Manufacturing activity of this nature was last visible
December 2008.

In the second quarter of 2011 manufacturing showed
a decline in production activity with manufacturing
decreasing by 2% while the petroleum, chemical
product, rubber and plastic product divisions saw a
decrease of 1.5 on a quarter on quarter basis.

Positive growth for the year should be visible albeit
at low levels. The expectations for the next 12 months
are however uncertain as international demand is
tapering off with 3 of the largest chemical
manufacturers in the world indicating that volume
sales for the last quarter has indicated a slow down.

The sensitivity within the international market and
the downgrading of the American economy has
created an uncertain economic environment. Chemical
manufacturers should be able to transfer cost
components to the end user for the following months
until the end users become price sensitive and
demand decreases. Further electricity price increases
coupled with new toll road tariffs will also affect
disposable income and consumers' willingness to
depart with their cash.

South African firms are looking at acquisitions on the
international platform to provide them access to
growth. Domestic manufacturers are faced with
various challenges relating to infrastructure, low
productivity, high electricity cost, and volatility of the
Rand, skills shortages as well as increased
competition from the Asian Markets. As the global
economy becomes more intertwined regional strategic
positioning allowing access to new geographical
markets will become important for future growth.

There are however opportunities as the international
and domestic community are looking towards
environmentally friendly products relating the chemical
sector and research and development will become
a key focus for certain players.

Johan Coetzee
Coface South Africa
Underwriting Manager

The chemical sector

LOCAL
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