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South Africa – long-term 
investment destination or 
trading opportunity?

As shown in Chart 1, the JSE over a multi-decade period, is one of the world’s top performing stock exchanges. 

Chart 1: 20 year total return (currency ZAR)

Source: Bloomberg, Northstar (31 May 2020)

Chart 2, on the following page, reveals the JSE All Share’s less impressive performance over the past 5 years, 
which would have been worse had it not been masked by large gains made in heavy weighted stocks particularly 
Naspers, and basic materials counters.  To get a feel for this, for the five years ending May 2020, the JSE All Share 
Index excluding Naspers and commodities is down 24%, yet is positive 14% in total.  

In this article we explore whether serious investors should consider South Africa and the JSE a viable long-term 
investment destination or a less palatable market designated for trading based on how cheap or expensive it is. 

Adrian Clayton, Managing Director and CIO 
Rachel Finlayson, Analyst
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Chart 2: 5 year total return (currency ZAR)

Source: Bloomberg, Northstar (31 May 2020)

In Chart 3, we demonstrate the gains our market makes when the Reserve Bank cuts interest rates.  Since 1960, 
there have been 11 significant interest rate cutting cycles and on average the market has rallied 26% (blue line) as 
these have unfolded.  The current cutting cycle started in July 2017 at a prime lending rate of 10.5% and since then 
rates have been slashed 3.25% to current nominal levels of 7.25%.  Only in 1962 was the prime lending rate lower 
than it is today.   We are including this analysis as uniquely to this cycle, the JSE has delivered no gains (red line).  

Chart 3: Performance of the market during repo rate easing (since 1998)

 
Source: Bloomberg, Northstar (31 May 2020)
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All markets go through natural cycles of out and underperformance, so, is the JSE’s 5-year moribund state just one 
of these cycles?  

We wrote in our 2013/2014 Quarterly Reports that SA stocks had unsustainably high profit margins and were 
overpriced by investors.  Subsequently, the JSE continued to rally into 2015 and then promptly flat-lined.   Some 
of the poor market returns can be ascribed to an expensive stock market normalising, as the profit cycle naturally 
ebbed lower, yet there is more to this.  

Before discussing what has been mismanaged in South Africa, it is fair to highlight an area of our macro-economic 
ecosystem that has been outstandingly navigated.   We believe that the South African Reserve Bank (SARB) has 
been a pinnacle of excellence within a sea of dissonance.  Whilst the bank’s insistence on high real interest rates 
has been frustrating, this must be contextualised against an environment of fiscal mismanagement and plunder 
where the SARB felt a duty to be a steady, conservative hand on the tiller.  Chart 4 highlights how inflation has 
been contained, albeit during a period of global disinflation, within the SARB’s mandated 3% to 6% target band. 

Chart 4: South Africa CPI 

Source: Bloomberg, Northstar (as at: 18 June 2020)

But South Africa fails in so many other critical areas.

GDP growth
Chart 5, which follows, depicts our real GDP growth since 1980, the characteristics being volatility, consistent 
underperformance against other emerging markets, a similarity to developed markets, current growth only barely 
above 0% and at times negative over the past few years. 
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Chart 5: Real GDP growth (annual percent change)

Source: IMF, Northstar (31 December 2019)

Government debt and spend
Chart 6 is a graph of SA national debt to GDP.  The growth is not dissimilar to other countries, and has been 
increasing since the Global Financial Crisis (GFC) of 2008, as governments have paid for growth in the face of 
disinflation and a lack of natural economic momentum. The difference to other countries and concern is that 
SA Government expenditure has not been targeted at capital formation (building rail, roads and ports) etc. and 
instead remains heavily geared to welfare, public employment and debt repayments, none of which builds a 
capital base off which future returns can be generated for the economy.  Imagine the economic benefits of proper 
railroads or ports in SA!  Post COVID-19, net debt to GDP is estimated to be nearing 80%.

Chart 6: South Africa's debt position (% of GDP)

Source: IMF, Northstar (as at: 18 June 2020)
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South Africa’s budget deficit (when a country’s expenses exceed its revenues) as a percentage of GDP is anticipated 
to reach 13% in 2020.  In 2006 and 2007, we had a budget surplus in South Africa!  

Business confidence
Chart 7 reveals what government macro-economic mismanagement and graft does to business confidence.  50 is a 
neutral reading, above that business is confident and below that negative.  Evidently the business community has 
extreme mood swings.  These are relatively repetitive with dips followed by on average 3-5 years of exuberance, 
a trend that has occurred since 1975. This changed in 2008 with few positive upswings and we all know what 
happened in 2008.

Chart 7: South African composite business confidence

Source: FNB/BER, Northstar (31 May 2020) 

Markets are not immune
In the short-term, the market may disregard economics and find its own path.  Given time however, companies 
need a macro-economic and sociopolitical environment that fosters and supports their profit growth.  We have 
used Chart 8 previously to demonstrate how economic growth and company profits are intimately intertwined.  
It reveals how South Africa’s nominal GDP growth rate (in red) has been on the decline since 2006 and so too 
company profits.

Chart 8: South African nominal GDP vs market earnings

Source: Bloomberg, Northstar (31 May 2020)
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South African stocks are underpriced
Currently, by our own valuation estimates, many JSE listed companies, particularly those geared to the domestic 
economy are over-sold and offer sound risk-adjusted returns off depressed levels.  However, based on the ebb and 
flow of stock prices where few of these company’s share prices reach new highs, investors are treating many JSE 
listed stocks as trading opportunities.  They are buying at depressed levels and selling on any gains.  

How to turn the tide positively for the JSE?
We conclude on an optimistic note, with research (Chart 9) undertaken by Elna Moolman (Head: SA macro-
economic, fixed income and currency research Standard Bank South Africa), demonstrating that some easy wins 
across the economy will have a dramatic impact on our country’s potential GDP growth.   We all need Government 
to do the right thing.  

Chart 9: Growth impact of key reforms

Source: Elna Moolman, Standard Bank South Africa (April 2020)
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CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the 

Collective Investment Schemes Control Act, 2002. Collective investment schemes in 

securities are generally medium- to long-term investments. The value of participatory 

interests or the investment may go down as well as up. Past performance is not 

necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty) 

Ltd (the manager) does not provide any guarantee, either with respect to the capital 

or the return of a portfolio. The manager has the right to close certain portfolios 

to new investors, in order to manage it more efficiently, in accordance with its 

mandate. Collective investment schemes are traded at ruling prices and can engage 

in borrowing and scrip lending. The collective investment scheme may borrow up to 

10% of the market value of the portfolio to bridge insufficient liquidity. Annualised 

returns are period returns re-scaled to a period of one year. This allows investors to 

compare returns of different assets that they have owned for different lengths of time. 

Actual annual figures are available to the investor on request. Performance is based 

on NAV to NAV calculations with income reinvestments done on the ex-div date.  

Performance is calculated for the portfolio and the individual investor performance 

may differ as a result of initial fees, actual investment date, date of reinvestment 

and dividend withholding tax. Investment performance calculations are available for 

verification upon request by any person. Different classes of participatory interests 

apply to these portfolios and are subject to different fees and charges. Forward 

pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for 

all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off 

time should be 14h00, for portfolios except fund of funds, but execution is not always 

guaranteed. If execution could not take place on the same day, it will take place the 

next business day, or at the earliest possible opportunity. For fund of funds, the cut-

off time for the execution of trades is 14h00 on the day preceding the pricing date. 

Foreign securities within portfolios may have additional material risks, depending on 

the specific risks affecting that country, such as: potential constraints on liquidity 

and the repatriation of funds; macroeconomic risks; political risks; foreign exchange 

risks; tax risks; settlement risks; and potential limitations on the availability of market 

information. Fluctuations or movements in exchange rates may cause the value of 

underlying international investments to go up or down. Investors are reminded that 

an investment in a currency other than their own may expose them to a foreign 

exchange risk. The terms and conditions, a schedule of fees, charges and maximum 

commissions, performance fee frequently asked questions as well as the minimum 

disclosure document (MDD) and quarterly investor report (QIR) for each portfolio 

are available on Sanlam Collective Investments’ website at www.sanlaminvestments.

com. Associates of the manager may be invested within certain portfolios and the 

details thereof are available from the manager.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services 

provider in terms of the Financial Advisory and Intermediary Services Act 2002. All 

information contained in this document should not be construed, or relied upon, as 

advice. If you require financial and/or investment advice, please engage the services 

of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document 

are provided by Northstar as general information about the company and its 

products and services. Northstar does not guarantee the suitability or potential value 

of any information or particular investment source. Any information in this document 

is not intended nor does it constitute financial, tax, legal, investment, or other advice. 

Nothing contained in any service or any other content in this document constitutes a 

solicitation, recommendation, endorsement or offer by Northstar. Nothing contained 

in any service or any other content in this document constitutes a solicitation, 

recommendation, endorsement or offer by Northstar. Illustrations, forecasts or 

hypothetical data are not guaranteed and are provided for illustrative purposes 

only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial 

product; past performances are not necessarily indicative of future performances; 

and no guarantees are provided.

NORTHSTAR ASSET MANAGEMENT

Northstar Asset Management (Pty) Ltd

Registration No. 1996/001423/07 | FSP number 601

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885

info@northstar.co.za | www.northstar.co.za

SANLAM COLLECTIVE INVESTMENTS

Sanlam Collective Investments (RF) (Pty) Ltd

Registration No. 1967/00865/07

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224

service@sci.sanlam.com, www.sanlaminvestments.com

Please refer to our website for directors & company secretary details

DISCLAIMER

The Management of portfolios is outsourced to Northstar Asset Management 

(Pty) Ltd, (FSP) Licence No. 601, an Authorised Financial Services Provider under 

the Financial Advisory and Intermediary Services Act, 2002. This information is not 

advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 of 

2002). Please be advised that there may be representatives acting under supervision. 

The manager retains full legal responsibility for the co-named portfolios. Legal 

Information http://northstar.co.za/page/legal-information/


