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Following extensive travel to countries in Emerging Asia, EEMEA, and Latin 

America, we finished 2022 with a due diligence trip to Cape Town, South 

Africa. We met with companies in our portfolios, political analysts, and 

officials from the South African Reserve bank and the National Treasury. 

We also conducted two site visits to Goldfield’s South Deep gold mine and 

Northam Platinum’s Booysendal platinum group metal mine. South Africa’s 

equity markets have outperformed both the broader Emerging Market Index 

and the S&P 500 in 20221 as commodity price strength helped offset weak 

domestic economic growth. In 2023, we find it prudent to remain under-

weight from a country perspective due to the lack of adequate power supply, 

anticipated commodity price weakness, and political uncertainty. However, 

we see overlooked individual stock opportunities that should continue to 

benefit from market consolidation and consumption growth. 
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1Bloomberg, as of 12/31/2022. South Africa equity market represented by the MSCI South Africa Index.
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Past peformance is no guarantee of future results.

2019 brought signs of positive 

change for the ANC. Elected as 

President, Cyril Ramaphosa ran 

on a platform of anti-corruption 

and reforms.

Politics
Since the end of apartheid, South Africa has been governed by the African 
National Congress (ANC). The ANC remains to many as the party of Mandela, 
who represented the ANC as the first post-apartheid President of South Africa, 
serving one term from 1994-1999. Since then, the party’s popularity and voter 
support diminished due to a series of corruption scandals, with no one President 
yet to serve two consecutive terms. This growing distrust in the party allowed the 
Democratic Alliance, the ANC’s main opposition party, to gain significant influ-
ence. The lack of leadership within the ANC also gave way to the formation of the 
Economic Freedom Fighters party which split away from the ANC in 2013 and 
represents far-left leaning ideologies. However, 2019 brought signs of positive 
change for the ANC. Elected as President, Cyril Ramaphosa ran on a platform of 
anti-corruption and reforms. He represented a change in the direction of the ANC 
and a shift away from the previous regime, whose leader, Jacob Zuma, resigned 
and was subsequently tried and sentenced on corruption related charges. 
Although Ramaphosa was not able to meaningfully implement his reform agenda 
during his first-term, recent delegate votes proved he gained significant influence 
and support within the party, increasing the potential for meaningful reforms 
during his anticipated second term. Our discussions in South Africa centered 
around the recent report over stolen funds at President Ramaphosa’s game farm, 
but the investigative report, which alleged the President may have committed 
misconducts, was not adopted by parliament during the December 13th vote. 
Furthermore, the results from the recent ANC Electoral Conference vote, held over 
the weekend of December 19th, helped solidify the viability for a second Rama-
phosa term. The main questions now are: Has his influence over the party and 
the voters been damaged and how will this impact his energy reforms? 
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Load shedding weighing on domestic growth
A main topic of discussion in South Africa was the inefficiency of state-owned utility 
company Eskom. The country’s energy generation capacity has not been able to 
meet the demand of the grid since 2014, forcing Eskom to institute rolling black-
outs, commonly referred to as ‘load shedding’. 2022 energy availability stood at 
a mere 59% and is projected to worsen in 2023. Limited energy supply weighed 
on growth across all industries, with the central bank estimating that load shedding 
detracted roughly 1.2% from GDP growth in 2022. On the ground, we saw evi-
dence of independent energy investments, from both corporates and individuals. 
It was commonplace to see either solar panels or diesel generators installed at 
both stores, mining facilities, and at individual residences. Many corporates 
commented that investments in their own energy independence allows them to 
provide a more reliable service to their clients, representing a major competitive 
advantage which should help drive consolidation in some of the country’s frag-
mented markets. For individuals, these investments help secure a more normal 
way of life, but this option is only available to those with higher incomes, and for the 
majority of the country, a constant source of power remains an unattainable luxury.
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Is South Africa’s economy becoming increasingly cyclical?
Due to the cap on the domestic economy caused by load shedding, South Africa’s 
exports, along with the metals and mining industry, are becoming increasingly 
important for economic growth moving forward. Over the past year, South Africa’s 
relatively diverse group of commodity exports, including gold, platinum grade 
metals, coal and iron ore, saw strong price appreciations, helped support growth, 
and improved the country’s current account and fiscal balances. As the global 
economy slows, we expect demand for commodities to decrease in the short-
term, but believe South Africa will be more resilient than other countries, with 
many of the commodities having idiosyncratic drivers cushioning it against the 
downside historically seen during recessions. However, there is uncertainty as to 
whether the country will be able to meet volume demand if load shedding increas-
es in 2023, leading to further disruptions at the mines.

Over the past year, South Africa’s 

relatively diverse group of commod-

ity exports, including gold, platinum 

grade metals, coal and iron ore, 

saw strong price appreciations, 

helped support growth, and 

improved the country’s current 

account and fiscal balances.



Mirae Asset Global Investments Page 4

VIEWS FROM THE GROUND: SOUTH AFRICA

Past peformance is no guarantee of future results.

Positively geared for a China reopening
With China representing roughly 11% of exports,2 we believe South Africa is 
well-positioned to benefit from the expected increase in Chinese demand as 
the country emerges from their strict zero-Covid policy. Overall, we expect the 
reopening to be a boon for commodity exporting countries like South Africa. 
For example, iron ore is tied to the Chinese real estate sector while demand for 
platinum group metals should increase as Chinese consumers resume vehicle 
purchases. Therefore, we expect China’s reopening to both support the country’s 
terms of trade as well as spur economic growth.
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Inflation and monetary policy
South Africa has not been immune to rising global inflation. The country’s con-
sumer price index climbed to a peak of 7.8% year-over-year in July 2022, up 
from an average of 4.6% year-over-year in 2021.3 Consumer price pressures 
have subsequently fallen to 7.5% year-over-year in November but remain above 
the central bank’s 3-6% target inflation range. The South African Reserve Bank 
(SARB) responded strongly to inflation, raising their key interest rate 350 basis 
points to 7%.4 Looking forward, we believe inflation will continue its current 
downward trend and correct back to the SARB’s target range due to an orthodox 
monetary policy, commodity price deflation, and base effects. However, there are 
risks associated with external shocks, especially with price volatility in oil, of which 
the country is a net importer. 

2 World Bank, 2020.
3 Bloomberg.
4 Bloomberg, November 2022.
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Tourism set to rebound?
Another potential catalyst for South Africa is the normalization of the tourism 
industry. Historically, tourism has been a meaningful part of the economy, helping 
support the terms of trade, contributing approximately 3% to GDP, and represent-
ing around 4% of employment. Despite the global recovery in travel, overseas 
tourist arrivals significantly lag pre-pandemic levels, with October 2022 traffic 
remaining at only 61% of volumes seen during the same month in 2019.5 However, 
we expect this gap to continue to close since all Covid-19 related measures have 
been eased. Chinese citizens are permitted to meaningfully travel again while the 
main tourist season in South Africa began in December. We saw anecdotal 
evidence of this while we were in Cape Town, with Uber drivers, and local mer-
chants describing the robust increase in activity since the beginning of the 
summer tourism season. 
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5 Statistics South Africa.
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Is the longer-term consumption story still intact?
Looking at South Africa today, the inadequate energy supply, the lack of a 
meaningful middle class, the relatively large unbanked population as well as the 
fragmented and informal markets present an interesting backdrop for broader 
long-term consumption. We believe the private sector will be key in driving con-
sumption for three main reasons. Firstly, state-owned utility company Eskom 
lacks the executional ability and balance sheet to meaningfully address the energy 
shortfall. This is why President Ramaphosa’s energy reform agenda, which already 
increased the legal amount of energy generation capacity while also greatly 
reducing the approval time required for such projects, focuses on incentivizing 
private sector investment in renewable sources of energy. Second, there is a large 
unbanked population in South Africa, especially in the lower-income segment of 
the population. This, along with increased competition in the higher-income 
segment of the population, could drive banks to monetize this large addressable 
market as they look for growth, unlocking consumption potential for this segment 
of the population. Finally, markets in South Africa remain fragmented and informal. 
This represents an obvious consolidation opportunity for corporates which will likely 
not only drive economic growth but also increase tax collection, subsequently 
improving the fiscal outlook and unlocking both the government’s ability to invest 
and attract more foreign capital. For these reasons, we believe South Africa is 
an attractive longer-term opportunity but recognize the need for further progress in 
reforms in order for the private sector to drive middle-class growth.
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Where do we go from here?
Although we recognize China’s reopening and a resurgence in tourism represent 
positive catalysts, we remain cautious on South Africa as we expect increasingly 
elevated levels of load shedding, commodity price weakness, and politics to 
provide uncertainty to the economic growth outlook in the short-term. We believe 
this lack of certainty creates opportunities for active stock pickers and we remain 
optimistic about both our current holdings as well as the long-term potential for 
the country if we see continued and meaningful progress on reforms. 
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Anecdotes

Capitec
As the leading low-cost lender in South Africa, Capitec is well-positioned to 
take advantage of the large underbanked opportunity within the lower half of the 
country’s financial pyramid. The company was a late entrant into the country’s 
banking universe and has been able to differentiate itself by building a lean and 
low-cost platform, allowing them to offer competitive pricing and reach a previ-
ously unprofitable client base.

Clicks
Click’s is one of the largest players in South Africa’s retail industry, with a particu-
lar focus on pharmaceuticals as well as beauty products. The fragmented market 
offers a continued opportunity for consolidation. Furthermore, we believe Click’s 
portfolio of retail brands is well-positioned to benefit from the growing spend 
on pharmaceutical, health and beauty products associated with an emerging 
middle-class.
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DEFINITIONS
EEMEA= Eastern Europe, Middle East & Africa

Basis Point (bp) is a unit that is equal to 1/100th of 1% and is used to denote the change in the value or rate of a financial instrumen.t

Consumer Price Index (CPI) measures changes in the price level of a market basket of consumer goods and services purchased by households.

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time period.

MSCI Emerging Markets (EM) Index captures large and mid cap representation across 24 Emerging Market countries.

MSCI  South Africa Index is designed to measure the performance of the large and mid cap segments of the South African market.

S&P 500 Index is a market-capitalization-weighted index of 500 leading publicly traded companies in the U.S.

IMPORTANT INFORMATION
The views and information discussed are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market conditions at a 
specific point in time, are opinions and may not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not constitute a recom-
mendation to buy or sell securities or investment vehicles.

As of date 12/31/22. Top 10 holdings of the Emerging Markets Great Consumer Fund are Meituan 5.1%, Alibaba 4.8%, BYD 4.7%, China Tourism Group 4.5%, Tencent 3.9%, Li Ning 
3.8%, HDFC Bank 3.4%, CP All Public 2.9%, Apollo Hospitals 2.7%, and Airports of Thailand 2.7%. Top 10 holdings of the Emerging Markets Fund are Tencent 5.0%, Alibaba 4.7%, 
Standard Chartered 3.7%, Prudential 3.5%, Swire Pacific 3.3%, Meituan 3.0%, ICICI Bank 2.6%, IHH Healthcare 2.5%, Pinduoduo 2.4%, and Taiwan Semiconductor 2.3%. Holdings are 
subject to change at any time. . 

Investment Risk: There can be no guarantee that any investment strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential of loss of 
principal.

Emerging Markets Risk: The risk of foreign investments is typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, 
political and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to experience higher 
levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often 
considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign investments may be subject to different and in some 
circumstances less stringent regulatory and disclosure standards than US investments.

Market Disruption and Geopolitical Risk: Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, systematic 
market dislocations, public health crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt US and world economies and 
market and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information about the invest-
ment company can be found in the Fund’s prospectus. To obtain a prospectus, please call 877-647-2301. Please read the prospectus carefully before investing.
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery Funds. The Mirae Asset Discovery Funds are distributed by Funds Distributor, LLC. Mirae 
Asset Emerging Market Specialists are registered representatives associated with Funds Distributor, LLC which is not affiliated with Mirae Asset Global Investments (USA) LLC or 
its affiliates.
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