
“The  Global 

Economic Crisis – Its 

Context and 

Implications”

___________ 

Josh Bhengu

In collaboration with:

- Edward, Nathan Sonnenbergs

- Deloitte Consulting

- 21st Century Pay Solutions



Agenda

• The Global Economic Crisis –Its Description

• The Global Economic Crisis –Its Cause

• What has been Its Global Magnitude and Impact?

• The Impact on the South African Economy

• People Management Challenges and Opportunities 

• Questions and Discussions



“During periods of boom, people do not want to hear of 
criticisms of the forms of economics they benefit from, 
especially when it brings immense wealth and power, 
regardless of whether it is good for everyone or not.

“It may be that during periods of crisis such as now, the time 
comes to rethink economics in some way. Even mainstream 
media, usually quite supportive of the dominant neoliberal 

economic ideology entertains thoughts that economic policies 
and ideas need rethinking”

Stephen Marglin, Harvard Professor of Economics

Rethinking Economics, May 21, 2007, © Big Picture TV

http://www.bigpicture.tv/videos/watch/0d0fd7c6e
http://www.bigpicture.tv/videos/watch/0d0fd7c6e


1. The Global Economic Crisis ςIts Description



What Is It? (1)

• A financial crisis occurs when there is a disorderly contraction 
in money supply and wealth in an economy

• It is also known as a credit crunch. It occurs when participants 
in an economy lose confidence in having loans repaid by 
debtors

• This causes lenders to limit further loans as well as recall 
existing loans

• The financial/banking system relies on credit creation as a 
result of debtors spending the money which in turn is 
'banked' and loaned to other debtors

• As a result a relatively small contraction in lending can lead to 
a dramatic contraction in money supply. 

http://en.wikipedia.org/wiki/Money_supply
http://en.wikipedia.org/wiki/Credit_creation
http://en.wikipedia.org/wiki/Money_supply


What Is It? (2)

• The Great Depression occurred after a dramatic expansion in 
debt and money supply in the roaring twenties

• Total US private credit market debt as a percentage of GDP 
reached 250% in 1929

• The next time debt exceeded this level in the USA was in 1999 
reaching a peak of 350% prior to the bubble bursting.

• A dramatic contraction then occurred between 1929 and 1933 
as debt was defaulted upon and resulted in a 'contraction' in 
money and wealth

• The debt deflation theory coined by Irving Fisher formed the 
basis of the regulation subsequently introduced by Congress.

http://en.wikipedia.org/wiki/Great_Depression
http://en.wikipedia.org/wiki/Roaring_twenties
http://en.wikipedia.org/wiki/Debt_deflation
http://en.wikipedia.org/wiki/Irving_Fisher


Share In GDP of US Financial Sector Since 1860



2. Causes of the Current Global 

Economic Crisis



Its Causes (1)

• The financial crisis of 2007ς2009 began in July 2007[1] when a 
loss of confidence by investors in the value of securitized 
mortgages in the United States resulted in a liquidity crisis
that prompted a substantial injection of capital into financial 
markets by the United States Federal Reserve, Bank of 
England and the European Central Bank.[2][3]

• The TED spread, an indicator of perceived credit risk in the 
general economy, spiked up in July 2007, remained volatile 
for a year, then spiked even higher in September 2008,[4]

reaching a record 4.65% on October 10, 2008.

http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/Securitization
http://en.wikipedia.org/wiki/Securitization
http://en.wikipedia.org/wiki/Credit_crunch
http://en.wikipedia.org/wiki/United_States_Federal_Reserve
http://en.wikipedia.org/wiki/Bank_of_England
http://en.wikipedia.org/wiki/Bank_of_England
http://en.wikipedia.org/wiki/European_Central_Bank
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/TED_spread
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009


Dow Jones Industrial Average
Jan 2006 –Nov 2008



Its Causes (2)

• In September 2008, the crisis deepened, as stock markets 
worldwide crashed and entered a period of high volatility, and 
a considerable number of banks, mortgage lenders and 
insurance companies failed in the following weeks.

• Although America's housing collapse is often cited as having 
caused the crisis, the financial system was vulnerable because 
of intricate and highly-leveraged financial contracts and 
operations, 

• a U.S. monetary policy making the cost of credit negligible 
therefore encouraging  very high levels of leverage

http://en.wikipedia.org/wiki/Global_financial_crisis_of_2008
http://en.wikipedia.org/wiki/Housing
http://en.wikipedia.org/wiki/Financial_system
http://en.wikipedia.org/wiki/Monetary_policy
http://en.wikipedia.org/wiki/Credit_%28finance%29
http://en.wikipedia.org/wiki/Leverage_%28finance%29


Is It a Hard Science or Is It a Behavioral Science?

• The US government composed a $700 billion plan to purchase
unperforming collaterals and assets.

• However, the plan failed to pass because some members of
the US Congress rejected the idea of using taxpayers' money
to bail out Wall Street investment bankers. After the stock
market plunged, Congress amended the $700 billion bail out
plan and passed the legislation.

http://en.wikipedia.org/wiki/Collateral
http://en.wikipedia.org/wiki/US_Congress
http://en.wikipedia.org/wiki/US_Congress
http://en.wikipedia.org/wiki/US_Congress
http://en.wikipedia.org/wiki/Wall_Street
http://en.wikipedia.org/wiki/Wall_Street
http://en.wikipedia.org/wiki/Wall_Street


3. What has been Its Global Magnitude 

and Impact?



Global Escalation (1)

Crisis in real estate, banking and

credit in the US had a global

reach, affecting a wide range of

financial and economic activities

and institutions

Overall tightening of credit by

financial institutions , making both

corporate and consumer credit

harder to get ; [6]

Financial markets (stock

exchanges and derivative

markets) that experienced steep

declines;

Liquidity problems in equity funds

and hedge funds

Devaluation of the assets

underpinning insurance contracts

and pension funds leading to

concerns about the ability of these

instruments to meet future

obligations

Increased public debt public

finance due to the provision of

public funds to the financial

services industry and other

affected industries, and the

Devaluation of some currencies

(Icelandic crown, some Eastern

Europe and Latin America

currencies) and increased

currency volatility,

http://en.wikipedia.org/wiki/Real_estate
http://en.wikipedia.org/wiki/Real_estate
http://en.wikipedia.org/wiki/Real_estate
http://en.wikipedia.org/wiki/Banking
http://en.wikipedia.org/wiki/Credit_%28finance%29
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%932009
http://en.wikipedia.org/wiki/Stock_exchange
http://en.wikipedia.org/wiki/Stock_exchange
http://en.wikipedia.org/wiki/Stock_exchange
http://en.wikipedia.org/wiki/Derivative_%28finance%29
http://en.wikipedia.org/wiki/Derivative_%28finance%29
http://en.wikipedia.org/wiki/Derivative_%28finance%29
http://en.wikipedia.org/wiki/Equity_funds
http://en.wikipedia.org/wiki/Hedge_funds
http://en.wikipedia.org/wiki/Insurance
http://en.wikipedia.org/wiki/Pension_funds
http://en.wikipedia.org/wiki/Pension_funds
http://en.wikipedia.org/wiki/Pension_funds
http://en.wikipedia.org/wiki/Public_finance
http://en.wikipedia.org/wiki/Public_finance
http://en.wikipedia.org/wiki/Public_finance


Global Escalation (2)

All over the world, companies are struggling, from global 

corporations with worldwide market share to ‘spaza shops’ that 

employ a handful of people. 

According to the U.S. Department of 

Labour, the U.S. economy has shed 3.6 million jobs since the 
start 

of the recession in December 2007, and the unemployment rate 

climbed to 7.6% in January 2009. Even China -- for years one of 

the world's hottest economies -- is feeling the effects of the 

global economic downturn.



“America’s financial system failed in its two crucial 

responsibilities: managing risk and allocating capital. The 

industry as a whole has not been doing what it should be doing 

… and it must now face change in its regulatory structures. 

Regrettably, many of the worst elements of the US financial 

ǎȅǎǘŜƳ Χ ǿŜǊŜ ŜȄǇƻǊǘŜŘ ǘƻ ǘƘŜ ǊŜǎǘ ƻŦ ǘƘŜ ǿƻǊƭŘΦ

Joseph Stiglitz, Nobel Laureate

The fruit of hypocrisy; Dishonesty in the finance sector dragged 
us here, and Washington looks ill-equipped to guide us out, 

The Guardian, September 16, 2008

http://www.guardian.co.uk/commentisfree/2008/sep/16/economics.wallstreet
http://www.guardian.co.uk/commentisfree/2008/sep/16/economics.wallstreet
http://www.guardian.co.uk/commentisfree/2008/sep/16/economics.wallstreet
http://www.guardian.co.uk/commentisfree/2008/sep/16/economics.wallstreet


4. The Impact on the South African Economy



We Are Not Immune…

“Like other developing countries which are strongly integrated 
into the world economy and significantly dependent on its 

good health, South Africa has been affected by the sharp fall 
in demand for its export products and the fall in prices of key 
export commodities. In addition, the international credit crisis 
has meant that funds have become scarce and expensive and 

that portfolio investors are wary of emerging markets, 
including South Africa.”

Cw!a9²hwY Chw {h¦¢I !CwL/!Ω{ w9{thb{9 ¢h ¢I9 Lb¢9wb!¢Lhb![ 
ECONOMIC CRISIS

19 February 2009

Presidential Economic Joint Working Group, Organised Labour, Business and 
Government –Forum convened by Nedlac



The Impact on the S A Economy (1)

• Like other developing countries , the SA economy is strongly 
integrated into the world economy and significantly 
dependent on its good health

• South Africa has been affected by the sharp fall in demand 
for its export products 

• And the fall in prices of key export commodities

• The international credit crisis has meant that funds have 
become scarce and expensive 

• Portfolio investors are wary of emerging markets, including 
South Africa



Impact on SA Economy (2)

• Growth expectations had to be sharply revised, downwards

• The duration and depth of the downturn cannot be forecast 
with certainty, but growth is likely to be lower than previously 
expected at least in 2009, and 2010. 

• This has critical implications for incomes, employment, and 
investment and on social programmes partly through the 
slowdown’s effect on tax revenues for government



Breakdown of SA Employment by Industry
Q1 2009

9ǘƘŜƭ IŀȊŜƭƘǳǊǎǘΥ έ¢ƘŜ {ǘŀǊ ς.ǳǎƛƴŜǎǎ wŜǇƻǊǘέ aŀȅ сΣ нллф



We have one of the highest unemployment rates in the 
world…

“Sea of Unemployed Swells!”

208 000 people lost their jobs in the first quarter, wiping out last 
year’s  gains, reveals survey.

έ¢ƘŜ {ǘŀǊ ς.ǳǎƛƴŜǎǎ wŜǇƻǊǘέ aŀȅ сΣ нллф

--------------

“South Africa has 1.2% of the global workforce, but 5.3% of the 
world’s unemployed.”

Mike SchusslerɀEconomist at T-Sec

έ¢ƘŜ {ǘŀǊ ς.ǳǎƛƴŜǎǎ wŜǇƻǊǘέ aŀȅ сΣ нллф



“We need legislation and policies that promote support for the 
development and sustenance on co-operatives, including 

worker cooperatives. We need to build a strong cooperative 
movement in SADC, based on International Conventions and 

Declarations and best practices. This can also be a crucial 
instrument in fostering solidarity and building a collective 

identity among our people.”

SADC Ministers of Employment and Labour and Social Partners

30th March to 3rd April 2009

•



The Challenge Is At Our Collective Front Door… 

Should this situation be our concern as business? 

If so…

What businesses goals and strategies  are being crafted to 
counter this 

profound socio-economic challenge to our communities and to 
our  nation?

What will we do? When?



5. People Management Questions: 

Challenges & Opportunities



Questions and Opportunities for Leaders of the People 
Management Practice (1)

Productivity & Profitability 
Improvement

"In good times, employee
engagement is the difference
between being good and being
great," says James K. Harter,
Ph.D., Gallup's chief scientist of
workplace management and well-
being and co-author of 12: The
Elementsof GreatManaging.

"In bad times, it's the difference
between surviving and not!”

How does one break the
syndrome: “Theypretend to work
and we pretend to pay?”

Productivity & Profitability 
Improvement

How will you make your workforce
take ownership of their place of
work?

How will you nurture and grow
mutual trust?

How will you forge collaborative
working relationships with your
trade union/s so as to enhance
higher levels of performance at
the back of a fair reward,
improved worker morale and
satisfaction?



Questions and Opportunities for Leaders of the People 
Management Practice

Expertise and Skills Issues

• Skills shortage recognition 
vs. skills development: how 
will you manage the 
dichotomy?

• Organisational cost 
reduction vs. investment in 
people: how will you 
balance the two?

Ethics & Values Issues

• Exorbitantly  high 
executive/management 
rewards vs. .automatic 
employee retrenchments: 
who cares?

• “Our people  are our most 
important asset” vs. “labour 
as an element of 
production” mindset –
which one for your 
organisation?



“I can't change the direction of the wind, but I can adjust my sails to 
ÁÌ×ÁÙÓ ÒÅÁÃÈ ÍÙ ÄÅÓÔÉÎÁÔÉÏÎȢȱ

Jimmy Dean

There's little managers can do about the economy at large. But 

there are

things they can do to protect their companies, their employees, 
and themselves. 



Thank You!


