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Have the low-
hanging fruit rotted 
in South Africa?
BY SANISHA PACKIRISAMY 
Economist at Momentum Investments

Fund managers are always on the 
lookout for opportunities that can 
generate good returns. This is true even 

– or perhaps especially – when sentiment 
is at its worst. An area of the local market 
that has received a lot of attention lately for 
its historical cheapness are ‘SA Inc.’ stocks. 
Foord Asset Management Portfolio Manager 
Nancy Hossack takes a closer look at 
prospects for this segment.

SA Inc. stocks are companies whose 
earnings are predominantly linked to the 
South African economy, such as banks, insurers, retailers, construction companies and 
SA-focused industrials. This categorisation excludes companies with significant offshore 
earnings, as well as resources companies. Of course, resources companies may be 
impacted by SA-specific factors like power outages or wage inflation if they have mining 
operations in the country. However, their earnings are more influenced by exogenous 
factors such as the whipsaw of international commodity prices and exchange rates.

SA Inc. stocks are currently trading at very low valuations compared to their history. 
The FTSE/JSE Mid Cap Index (which is predominantly SA Inc shares) is trading on 
an eight times price earnings multiple, the lowest in its 20-year history, although we 

did briefly touch that level 
in 2008 during the Global 
Financial Crisis. There 
are several reasons why 
these stocks are so cheap. 
Firstly, there has been 
fifteen years of economic 
stagnation, brought on by 
underinvestment in fixed 
capital. Secondly, investors 
are using high discount rates 
to assess the present value 
of future earnings of SA Inc. 
stocks. This is because the 

country risk rating is understandably very high compared to history. Finally, investors 
are naturally worried about the outcome of the 2024 national government elections and 
are not paying a premium for stocks that might be most affected.

As a result, the market has heavily marked down almost all SA Inc. stocks. This 
offers fertile ground for long-term stock pickers. We believe there is opportunity in 
companies that can expand market share despite the tough economic environment, 
and in those that deal in staples as opposed to discretionary goods. Additionally, 
industries where competition has dwindled could offer opportunities for the 
remaining players. Finally, companies with the ability to pass on inflation costs, 
especially in an inflationary environment, or those capable of keeping costs lower 
than competitors, are also worth considering.

However, we should guard against ‘betting the farm’ on the sector just because it is 
cheap. Concerns for the political and policy-making environment after the 2024 national 
elections are genuine. And South Africa’s fiscal issues are undeniably escalating – 
which may worsen the prospects of SA Inc. companies. As always, diversification of 
correlated risks is critical.

At the time of writing, the Foord Equity Fund has about 40% of its portfolio in SA 
Inc. stocks, with a high cash weighting at 14% of the fund, and a small exposure to 
gold to protect against local and foreign risks. About 45% of the portfolio is invested in 
companies that earn a significant portion of total earnings in offshore markets. Potential 
for a sovereign debt crisis and adverse outcomes in 2024 cannot be ignored, and we 
will aim to protect capital in that event.

Despite the gathering storm clouds, astute investors should always look for inflection 
points. Change is the only constant, and South Africans have a long history of looking 
over the precipice and saying, “Not today.” If the JSE can adjust its trajectory, it will create 
a lot of wealth for investors. So, while we are in protection mode currently, we remain 
cognisant of the possibility of outsized gains and open-minded in our positioning.

Are there 
opportunities in  
SA Inc. stocks?
BY NANCY HOSSACK 
Portfolio Manager, Foord Asset Management

“We believe there is 
opportunity in companies 
that can expand market 
share despite the tough 
economic environment, 
and in those that deal in 
staples as opposed to 
discretionary goods”
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Back in 1961, James Meade, a 
renowned Nobel Prize laureate in 
economics, made a prediction that 

painted a bleak future for Mauritius. He 
highlighted the nation’s susceptibility to 
weather and price fluctuations, as well as 
its limited employment prospects beyond 
the sugar industry.

Instead, the country emerged as a 
shining example, boasting the second-
highest per capita income among African 
countries and earning the top rank in the 
World Bank’s Doing Business survey for all 
sub-Saharan nations in 2020. 

Although there are no guarantees 
for its future prosperity, effective 
leadership, consensus-building, prudent 
macroeconomic management, and 
strategic policies for the private sector 
positions Mauritius favourably.

Is it possible for South Africa to achieve 
the same transformation? I believe the 
answer is yes. However, this outcome 
hinges on our authorities, who must swiftly 
initiate the right strategies to grasp these 
so-called low-hanging fruits – quick wins 
that are easy to implement.

It is knowing how best to use available 
resources and implement interventions that 
are most feasible, technically, politically and 
administratively. These are actions that will 
likely have the greatest positive impact on 
growth and employment.

South Africa has been overwhelmed with 
bad news, and the mood of the country has 
remained sour, with weak business and 
consumer sentiment. Expressing optimism 
about South Africa against this bleak 
background might seem out of place given 
flat growth in per capita incomes since the 
global financial crisis in 2008, job insecurity, 
malfunctioning state-owned enterprises, 
and widespread corruption. 

Very few are doubting that this will be 
a very difficult year, but what makes me 
more optimistic about economic activity in 
the medium term is tangible progress on 
priority reforms.

Fast-tracking the delivery  
of economic reforms
To fast-track the delivery of economic 
reforms that are at the core of the Economic 
Reconstruction and Recovery plan, a joint 
initiative between the Presidency and 
National Treasury was set up. Since the 
launch of Operation Vulindlela in October 
2020, focused priorities have been identified:
1.	 Stabilising electricity supply: Operation 

Vulindlela has aimed to address the 
shortfall in electricity, the lack of 
competition in electricity generation, 
the inability of government to fund 

investment in additional generation 
capacity, and to arrest the deteriorating 
quality of municipal electricity 
distribution services.

2.	Enhancing the efficiency and 
competitiveness of freight transport: 
Operation Vulindlela seeks to address the 
inefficiencies in freight transport. 

3.	 Improving the supply and quality of 
water: Reforms in the water industry 
aim to increase investment in the 
maintenance and construction of water 
infrastructure, as well as to improve water 
quality via the successful reinstatement 
of the Blue Drop, Green Drop and No 
Drop water quality monitoring systems. 

4.	Reducing the cost of and improving 
access to data: Reforms in the digital 
communications sector will reduce the 
cost of data, expand internet access 
to low-income households in outlying 
areas, and drive new investment in 
telecommunications infrastructure. 

5.	Attracting skills and encouraging 
tourism: The successful 
implementation of the eVisa system 
now serves 34 countries and should 
facilitate growth in the tourism sector. 
This industry can establish a strong 
multiplier effect on the economy. 

Policy uncertainty hinders investment
These concrete reform efforts are 
firmly underway, despite an uncertain 
political future. 

Even though the private sector is 
reluctant to partner with the state given 
a widening of the trust deficit, there has 
been an easing of investor anxiety towards 
South Africa in some areas. Nevertheless, 
government could spell out its goals more 
clearly to reignite confidence in South 
Africa as an investment destination. 

If authorities act quickly to promote 
these low-hanging opportunities by 
creating an enabling environment for more 
private sector participation, increasing 
competitiveness in the country’s product 
and labour markets, restoring the integrity 
of South Africa’s democratic institutions and 
reducing corruption, we could follow the 
example of Mauritius and get the economy 
going again.


