GRADUATION SPEECH, UNIVERSITY OF CAPE TOWN, 10 JUNE 2011

PROF GEOFF EVERINGHAM, DEPARTMENT OF ACCOUNTING,

Today those of you graduating join an elite group qualified to face the challenges of business and I congratulate you on your achievement. I am greatly honoured to address you as you graduate from the top-rated university in Africa and from its top business school. Much will be expected of you – our hope is that from within your numbers will come the successors to the Patrice Motsepes, Irene Charnleys and Mark Shuttleworths of our business world – and who knows what their names might be.

As graduates in South Africa, you face the particular challenges of a developing economy with the legacies of a unique and difficult history and a multi-ethnic population. What are some of the issues you face?

I can categorise some but not all of these issues by suggesting that our business environment is uncertain, unethical, underperforming, unequal, and facing massive problems of unemployment. If this shocks you or sounds negative, I respond by saying two things – firstly, we must face reality, and secondly, in each instance there are grounds for optimism; and in each instance you, our graduates in business, have a role to play as your career unfolds.

Our economic environment is, firstly, uncertain. Quite apart from global economic issues, we have uncertainties of our own. Fundamental matters such as nationalisation and ownership of mining rights are left unclear. There are question marks over land ownership, particularly agricultural land. The attitude of government to private enterprise in general appears ambivalent and at times its approach to foreign investment seems hostile - as we have seen in relation to Walmart, Freeworld and others. Government wants to foster employment, but discourages this with a rigidity in the labour market, which it reinforces through legislation. Small wonder that when we look at the World Economic Forum Global Competitiveness rankings, based on the views of top executives, SA ranks 112 out of 139 countries with regard to to pay being related to productivity, 131 in regard to the flexibility of wage determination, and 135 in the extent to which hiring and
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firing practices are impeded by regulation; interestingly Spain, facing a crisis of unemployment, where those who are employed are heavily protected, ranks even lower.

Chairperson of Pick ‘n Pay, Gareth Ackerman, alluded to this uncertainty on Tuesday when speaking about the Protection of Information Bill when he said: “Government does not send clear and consistent messages to the market and for the market, to function properly it needs clear and consistent messages.” In other words, the less uncertainty, the better. Yet despite this uncertainty, government has been clear in its purpose, generous in lowering tariff barriers and focused in attacking anti-competitive behaviour vigorously – ask Tiger Brands, Sasol, Pioneer Foods, construction companies and others. The Consumer Protection Act represents a major step forward in protecting consumers, the new Companies Act has enacted significant rights for minority shareholders and other stakeholders such as employees, and behind all of this stands one of the best constitutions in the world.

It would be wrong to just single out government as a source of uncertainty - there is plenty of that in the marketplace too. In preparing to speak today, I did a little exercise, going back just nine years to see what had happened to the top 100 listed SA companies by market capitalisation since 2000. No less than 28 were taken over, three went bankrupt and another 14 delisted for a variety of reasons

– only one dropped out due to a fall in its market value. Fifty-four of the 100 is all that survived the nine years, so there is plenty of uncertainty out there.

Since I am an accountant by profession you will of course expect me to say that good accounting and auditing helps dispel uncertainty so, lest you feel too pessimistic, I would ask you to guess where SA stands on the WEF scale in respect of auditing and reporting standards. One – yes we are number one in the world in that regard on this rating system and we also took first place in respect of the regulation of our stock exchange, an amazing accolade for a developing country. So there are positives as well as negatives when it comes to uncertainty. As graduates in South Africa, you face the particular challenge of uncertainty, but you will
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have learnt how uncertainty relates to risk and is simply a fundamental business problem that has to be managed and for which you are now prepared.

Secondly, our business environment is tainted by unethical behaviour. We may rightly criticise government for its Travelgate, for its tolerance of corrupt leases of buildings, for irregular tender practices which I have witnessed firsthand - I stress as a member of an audit committee, not as a beneficiary - but the private sector is no better. I was exposed to this at an early age, growing up in the Eastern Cape. At that time a company known as the Republic Oil and Gold Mining Company was rather optimistically drilling for oil near Humansdorp. Year after year its chairman, one Strydom, would inform despondent shareholders that no oil had been found but that the miracle was about to happen –and sure enough it did. Oil was found in the borehole near Humansdorp, but the joy was shortlived when an enterprising journalist pointed out that the oil, even more miraculously, was already in a refined condition. We have had many scams since then, more recently Fidentia and instances of slick operators raping retirement funds – just in the last week we saw a headline to the effect that at least R100 million was missing from provident funds held for members of the SA Clothing and Textile Workers’ Union, thus affecting some 85 000 employees. We may find some consolation in knowing that victims of some scams, such as Barry Tannenbaum’s operations out of Australia, include a number of powerful local businessmen who might have known better. So as an aside, when you are approached by a stranger for a large sum of money to invest in an a exceptional opportunity offered to a small number of selected investors, you may enjoy a sense of having arrived, so to speak, but I would advise you not to part with your money.

Yet despite the frauds and unethical behavior that is so apparent, there is cause for optimism. I had the privilege of having oversight of the whistleblowing processes at Transnet and it was clear from this that the vast majority of our employees were straightforward, down-to-earth people who were disgusted when they came across instances of nepotism, fraud, tender irregularities and the like. As graduates in SA you face the particular challenge of unethical behavior but will, I hope, not only have a clear sense of what is and is not acceptable, but also have an awareness of those mechanisms in place to guide good corporate
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governance, such as the King III report as well as the common law relating to directors’ duties, much of which is now incorporated into the new Companies Act.

Thirdly, our economy is underperforming – we are not achieving the growth rates of the other BRIC countries. We are pleased when GDP growth comes in at 4.8% when we were expecting less. But how can we expect to perform when so many are unemployed, undereducated and unskilled? Yet this also represents potential for upskilling, providing employment and generating significant growth. We have immense natural resources and a strong entrepreneurial tradition - we could, for example, come close to doubling our iron ore exports within the next 10 years and more than double our manganese exports by then. As graduates in SA you face the particular challenge of an underperforming economy, but you have the know-how to participate and to improve our performance.

Fourth, our economy, indeed our society, is unequal – clearly this goes back to the appalling legacy of apartheid, but with the passage of time, that is less of a reason and certainly not a justification for the condition in which we find ourselves. It is common cause that we have the highest Gini-coefficient in the world, that widely-used measure of income inequality. YET there are immense opportunities for leapfrogging out of this poverty and inequality. Technology presents huge possibilities – the growth of cellphones is perhaps the most striking example. In 2002, the market penetration of cellphones in SA was 21%; now it is close to saturation; a company like MTN had four million SA subscribers in 2002 and now, just nine years later, has 18.8 million (Vodacom has 26 million so you will understand why I referred to saturation) – plus another 123 million MTN subscribers in the rest of Africa and the Middle East, a useful reminder that we should not limit our horizons just to our own country. As graduates in SA you will be acutely aware of the problems of inequality, but in tune with the latest technology and alert to the exciting business possibilities that it presents.

Lastly, you face an economy struggling with widespread unemployment. This, I suppose, is a corollary of the inequality and underperformance to which I have referred. This is not the time for me to attempt an analysis of how best this can be fixed – one hopes that government and the private sector will listen to each
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other because it is clear that the jobs must come from the private sector if the economy is to thrive, and government is clearly prepared to commit finance to help. As graduates in SA you will be faced by unemployment daily, but in a position to make decisions that will assist in dealing with it.

I have therefore suggested to you that you are or will be operating in an economic environment of ambiguity, even schizophrenia, an economy that is exposed to uncertainty, unethical behavior, is underperforming and unequal, with high unemployment. But I have also attempted to give the positives and have spoken to the energising opportunities which you, as graduates, are equipped to seize.

As we reflect on our circumstances I would ask you to be mindful of the wider needs – the need for employment, the need for sustainability, the need for fulfillment rather than just money. In 1933, Franklin Delano Roosevelt spoke to the American people on the occasion of his inauguration as president, in the depths of the great depression, and said (and I will add two words here):

“The joy and moral stimulation of work must no longer be forgotten in the mad chase of evanescent profits. These dark days will be worth all they cost us if they teach us that our true destiny is not to be ministered unto but to minister to ourselves and to our fellow men”. And women.
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