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The vast potential of South Africa with its 
diversified economy, strong institutions and 
a young population, was restrained over 
the last decade by a combination of gross 
mismanagement, policy uncertainty and 
festering structural challenges, largely due to 
the administration of Jacob Zuma. Over this 
10-year cycle, there was a notable decline in 
living standards and business confidence, and 
the South Africa equity market underperformed 
global emerging markets (see Figure 1).

SOUTH AFRICA - THE LONG ROAD TO RECOVERY?
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Given the fractious and destructive period 
that preceded it, the election of the former 
trade unionist turned business tycoon, Cyril 
Ramaphosa as the ruling party’s leader in 
December and President in February, came 
with much fanfare and hope. The upbeat view 
of business leaders was reflected in business 
confidence indices that rose to a 3-year high in 
2018 Q1. Financial market participants shared 
the same positive opinion and celebrated the 
appointment of Ramaphosa by sending the 
South African rand to its strongest level in about 
three years and slashing the sovereign risk 
premium to a 5-year low (i.e. the 5-year CDS fell 
below 140). 

To its credit, the new administration immediately 
sought to consolidate public finances, tackle 
corruption and strengthen governance of state-
owned enterprises (SOEs), who were chronically 
mismanaged. While these steps are encouraging, 
they are of significantly lower magnitude than 
the bold structural reforms needed to address 
the country’s deep-rooted challenges; deep 
inequality, poor public services, lack of trust 

 TEMI IYIOLA & GERGELY URMOSSY

5 KEY TAKEAWAYS FROM 
THE TRIP:

1. Ramaphosa’s ANC is committed to 
reversing South Africa’s fortunes

2. Political posturing will, however, 
dominate the agenda in the next 12 
months ahead of a general election

3. The business community 
understands the short-term political 
challenges and remain bullish on the 
medium- to long-term prospects 
under Ramaphosa

4. A more-than-likely political mandate 
is the last piece of the puzzle 
necessary for a job-led recovery

5. Our domestically focused holdings 
are positioned to capitalise on this 
imminent cyclical recovery

Figure 1: South Africa – Decline in economic outlook 
and outcomes
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between business and the political class, and 
widespread corruption.

Recent data prints, including a 2.2% QoQ GDP 
contraction in 2018 Q1, has left many wondering 
where the spark is going to come from to ignite 
the much-anticipated recovery. On a week-long 
visit to South Africa in June, part of our process 
of building macroeconomic thesis through a 
combination of desk based fundamental analysis 
and on-the-ground research, we engaged with 
24 local companies to understand the challenges 
of reversing a decade long decline, how 
companies are positioned in this context and 
test our thesis of an impending recovery. We also 
focused on governance given recent concerns 
around South African corporates. 

BUSINESS SECTOR INSIGHTS 
NOW AND LOOKING FORWARD

Amongst the firms we met, there was consensus 
on what needs to be done to kickstart a 
recovery; clarity on the mining charter, 
investment in education and value adding skills, 
restructuring SOEs, supporting labour-intensive 
sectors, such as agriculture and tourism, 
reducing the complexity around the Broad-
Based Black Economic Empowerment (B-BBEE) 
transformation programme, telecoms reform, 
and a well-thought out land reform programme. 
There is, however, an increasing realisation that 
there may be no short-term solution to the 
challenges facing the country, especially with a 
fractured ruling party handicapping Ramaphosa’s 
best intentions. 

Nonetheless, the prevailing view from businesses 
are that the President has successfully managed 
the competing interest of an expectant public, 
business community and a constrained fiscus, 
while being hamstrung by a divided political 
party and limited political capital. A Ramaphosa-
led ANC is widely seen as the best-case scenario 
for the country. Businesses are therefore 
prepared to give him time to win a political 
mandate (general election expected between 
April and August 2019).

In the meantime, Ramaphosa must skilfully 
juggle the many competing interests. This 
puts the policy of “land expropriation without 
compensation” into context. Nevertheless, 
Ramaphosa’s tact is evident in the wording 
that a radical land reform and redistribution 
programme must “be built on the triple pillars of 
inclusive economic growth, increased agricultural 
productivity and reduced food insecurity.”

As an aside, the business community 
(represented by the 24 companies we met) 
largely support land reform. There was broad 
acknowledgement that land dispossession 
under apartheid was a historic injustice, which 
– if left unaddressed – could become explosive. 
Corporates also see land reform as a necessary 
stimulant for the faster-than-3% annual GDP 
growth that has been mooted by the new 
administration. Considering the structure 
of the economy, with more than half of the 
population living in poverty and 35% living in 
the rural area, land reform could be used to 
enable entrepreneurs in sectors like agriculture. 
However, due to the long-dated nature of the 
issue, there is also no quick or painless redress; 
expropriating the land of traditional rulers risks 
causing social discontent, while expropriating 
land from the white minority could damage 
business. An easier starting point would involve 
redistribution of state-owned land, which 
accounts for 18% of total land. 

Looking ahead, businesses expect a challenging 
12 to 18 months driven by short-term political 
challenges and weak consumer confidence. 
They, however, remain positive on the medium- 
to long-term outlook. The private sector is 
already seeing efforts by the new administration 
to rebuild trust, they have a close working 
relationship with President Ramaphosa from his 
time as Chairman of two of the country’s leading 
companies; MTN and Bidvest. Furthermore, the 
prospect of restructuring SOEs could open up 
the economy to private participation and boost 
growth. 

A POINT OF GOVERNANCE

Whilst we always place an important emphasis 
on governance, our sensitivity to standards 
of corporate oversight in South Africa were 
heightened by the Steinhoff accounting scandals. 
Of course, one should not automatically draw the 
conclusion, based on one example, that financial 
misrepresentation is a general phenomenon in 
South Africa. Incidents of financial irregularities 
and lax governance are clearly not unique to the 
country. Indeed, the developed markets have 
seen their fair share of scandals in recent years 
such as the Volkswagen emissions scandal, 
WorldCom accounting scandal and Enron 
financial scandal.
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Notwithstanding the above, South Africa Inc. 
used the incident as an opportunity to self-reflect 
and revisit their controls. Based on our analysis, 
nothing is broken from a governance standpoint, 
and South African corporates remain on par with 
their developed market counterparts on reporting, 
transparency and governance.

The Steinhoff debacle, in our view, provides 
support for an investment process with ESG at its 
core. An investment process with consideration 
for material non-financial factors significantly 
reduces the chances of investing in companies 
like Steinhoff, which had well-recognised and 
reported red flags such as lack of transparency, a 
phenomenally complicated holding structure and 
a “ponzi style” strategy of acquisition and growth.

INVESTMENT IMPLICATIONS

For the first time in a decade, South Africa’s 
path to economic recovery is clear and probable. 
The country is at the beginning of a cyclical 
uptick similar to Brazil in 1994 where wide-scale 
economic reforms kick-started the economy 
after a period of economic stagnation and lack 
of competitiveness. Unlike Brazil, South Africa 
has strong and independent institutions and an 
engine for growth in its strong companies. The 
combination of this and a committed political arm 
bode well for the country’s prospects.  

A sustainably growing economy will create jobs, 
boost income and the accessible markets for 
most companies who have battled low economic 
growth and constrained demand over the last 
decade. For example, private education providers 
like Curro and ADvTECH who seek to provide 
an alternative to the inferior quality provided by 
the public sector will see an increase in demand 
for their services, and even companies like Mr 
Price and Discovery who gained traction though 
innovation and outperformed despite economic 
headwinds will have a bigger market to serve. 

Others also stand to benefit from the business-
friendly regime and better economic outlook:

• The government has for example intimated 
that restructuring certain SOEs will be top 
of the agenda. A prime candidate is the 
state-owned rail operator, Transnet. Transnet 
has one third of the agricultural handling 
capacity in South Africa, but Bidvest with 
two-thirds of the capacity handles ca. 80% 
of the volume. Any party interested in 
Transnet’s assets will be weighed down by 

the heavy investments needed to upgrade its 
stock. This will reinforce Bidvest’s standing as 
the go to service provider

• The long period of low economic growth 
made it a buyer’s market and restricted 
the ambitions of many players. This 
allowed strong companies to reinforce 
their competitive advantages. Blue chip 
companies like KAP invested through the 
downturn while others were weighed down 
by debt. Major infrastructure investments 
take three to five years to become fully 
operational. Companies that have invested 
during the downturn are thus well-positioned

Mr Price

The value retailer increased sales 2.4x, operating 
profit 4.5x and EPS by 4.3x over 10 years’ time 
and saw its shares outperform their competitors 
despite an increase in competitive intensity from 
multinational names like H&M, Zara and Next. Mr 
Price built a competitive advantage based on its 
scale and purchasing power and reinforced it by 
maintaining a lean cost structure. This has allowed 
the company’s value proposition to remain highly 
competitive and accessible for lower income 
groups while its competitors struggle
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Discovery

Discovery and its revolutionary business model 
disrupted the insurance market. Discovery gained 
traction by rewarding its members for improving their 
behaviour, reducing their risk of claims. The actuarial 
profit created by attracting and retaining the best 
risk pool, can be reinvested in more rewards. The 
company has since successfully deployed the model 
in other insurance segments in South Africa and 
offshore. Over 10 years, Discovery is 5x bigger at the 
top line and over 3.5x bigger at the EPS level 

CONCLUDING THOUGHTS

The conclusions drawn from our on-the-
ground research reinforces our positive 
view on South Africa, as the foundations 
for the recovery we predicted are being 
laid. However, we are under no illusion 
about the process. The reality is that after 
10 years of decline, the revival is likely to be 
lengthy with several bumps along the way. 
At the first juncture, we expect political 
considerations to make the cyclical uptick 
develop slowly. The President will balance 
disparate and competing interests with 
a view to winning the electoral mandate 
necessary for the bold reforms which will 
open the economy and kickstart a job-led 
economic recovery. 

Notably, gross fixed capital formation (a proxy for business confidence and investment) 
declined to a 10-year low as percentage of GDP in 2017, matching the extent of the fall 
observed after the global financial crisis of 2007-08. This suggests that the country is 
near the bottom of its economic cycle. Taking the plans of the companies we met into 
consideration, gross fixed capital formation will stay depressed over the next 12 months, 
but we are confident of its recovery over the medium-to long-term.

-50%

0%

50%

100%

150%

200%

250%

Feb-10 Feb-11 Feb-12 Feb-13 Feb-14 Feb-15 Feb-16 Feb-17 Feb-18

Cu
m

ul
at

iv
e r

et
ur

n

Discovery Financial 15 index

18%

19%

20%

21%

22%

23%

24%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Figure 2: Gross fixed capital formation (% of GDP)



For more information on the Alquity Africa Fund, please contact:

MIDDLE EAST & ASIA
Suresh Mistry
+44 207 5577 867
suresh.mistry@alquity.com

EUROPE & LATIN AMERICA
Benoit Ribaud
+44 207 5577 862
benoit.ribaud@alquity.com

UK
Steven Williams
+44 207 5577 865
steven.williams@alquity.com

W www.alquity.com
/company/alquity-
investment-management-
limited

@Alquity /Alquity

US
Chris Wehbe
+44 207 5577 859
chris.wehbe@alquity.com

All data correct as of 30 June of 2018. Sources: Alquity, Bloomberg

This document has been issued and approved by Alquity Investment Management Limited which is authorised and regulated by the Financial Conduct 
Authority.  

This material should not be relied on as including sufficient information to support an investment decision. The value of your investments can go up or 
down so you may get back less than you invest.

This document is a marketing communication and is intended solely for distribution to investment professionals as defined in Article 19 of the Financial 
Services and Markets Act 2000 (Financial Promotion Order) 2005. If you are an individual who would like more information about Alquity’s Funds, please 
go to www.alquity.com. 

The  Alquity Africa Fund, the Alquity Asia Fund, the Alquity Future World Fund, the Alquity Indian Subcontinent Fund and the Alquity Latin American 
Fund are all sub-funds of the Alquity SICAV (“the Fund”) which is a UCITS Fund and is a recognised collective investment scheme for the purposes of the 
Financial Services and Markets Act 2000 of the United Kingdom (the “FSMA”). This does not mean the product is suitable for all investors and as the Fund 
is invested in emerging market equities, investors may not get back the full amount invested.

This document has been provided for information purposes only and does not constitute an offer or solicitation to purchase or sell interests in the Fund. The 
information contained in this document shall not under any circumstances be construed as an offering of securities in any jurisdiction where such an offer or 
invitation is unlawful.  The Fund is currently registered for sale in a limited number of countries and the Prospectus should be referred to before promoting 
a share class of a sub-fund as promotion of the Fund where it is not registered may constitute a criminal offence.  The current prospectus and simplified 
prospectus are available free of charge from Alquity Investment Management Limited, 3 Waterhouse Square, 138-142 Holborn, London, EC1N 2SW or by 
going to www.alquity.com. 

SWISS INVESTORS:
The prospectus, the Articles of Association, the Key Investor Information Document “KIIDs” as well as the annual and semi-annual report 
of the Fund is available only to Qualified Investors free of charge from the Representative. In respect of the units distributed in 
Switzerland to Qualified Investors, place of performance and jurisdiction is at the registered office of the Representative. Funds 
other than the Luxembourg domiciled Alquity SICAV mentioned in this document may not be admitted for distribution in 
Switzerland. 

Swiss Representative: FIRST INDEPENDENT FUND SERVICES LTD., Klausstrasse 33, 8008 Zurich. 

Swiss Paying Agent: Neue Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich.
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