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Emerging Markets Spotlight 

"Ramaphosa inherits stagnant economy and divided party” 

Financial Times headline, February 15, 2018 

One of the unfortunate facts of emerging market 
investing is that emerging market political leaders 
who come to power with promises of much-needed 
reforms tend to disappoint. Even in the last few 
years leaders from Jokowi in Indonesia to Enrique 
Peña Nieto in Mexico have started their leaderships 
with significant progress  but subsequently 
disappointed (”Jokowi's 35,000 MW program only 
reaches 3.8 percent progress” – Jakarta Post, 4 
March 2018; “Release of jailed union boss reveals 
Mexican president's empty promise“ – Guardian, 21 
December 2017). 
  
The latest new national leader to promise a break 
with the past is South Africa’s Cyril Ramaphosa, 
elected the country’s president in February 
following the resignation of Jacob Zuma after a raft 
of corruption allegations. From the December 2017 
confirmation that Cyril Ramaphosa would replace 
Jacob Zuma to the February 2018 transition of 
power, the South African rand rallied 14.0% against 
the US dollar, reflecting optimism for political and 
economic reforms under a Ramaphosa 
administration. 1 In particular, his decision to recall 
previous ministers Nhlanhla Nene and Pravin 
Gordhan (both sacked by Zuma), suggests 
improved prospects for economic policy and 
governance. 
  
It is our view, however, that South Africa faces 
serious economic challenges with no obvious 
solutions, while the broad political grouping that is 
the ANC will further constrain the new 
government’s ability to act. 
 
The most serious problem for South Africa is its 
failure to generate economic growth. The National 
Development Plan requires a 5.4% economic 
growth rate to make a serious dent in the country’s 
27% unemployment rate. Growth in the last five 
years has averaged 1.4%, and consensus 
expectations are for 1.5% in 2018 and 1.7% in 
2019.1 There are various reasons for the poor 
growth rate, but South Africa’s failures in the last 
20 years to support both infrastructure and 

education are particularly to blame. Whilst the 
recent water supply shortage in Cape Town has 
attracted the most news coverage, a chronic 
undersupply of electrical power has had far worse 
effects on business and the economy. To address 
either the infrastructure or education problems will 
take large sums of state investment, as well as 
considerable time, and this seems simply 
impossible. 
 
The South African fiscal budget remains highly 
stretched. The fiscal deficit is estimated to have 
been 4.3% of GDP in 2017, Fitch and S&P cut 
South Africa’s sovereign credit rating to junk last 
year, and Moody’s put the country on review for a 
credit downgrade in November 2017 (expected to 
be confirmed later this month). Meanwhile, 
parastatals like electricity power utility Eskom face 
financial distress. Eskom has recently sought ZAR 
20bn (US$1.8bn) in emergency credit from the 
government simply to remain operational. The 
higher education sector needs an additional ZAR 
12bn (US$ 1.1bn) in financing this year. 
  
In addition, the good news of the appointments of 
Nene and Gordhan is balanced by the problematic 
appointment of David Mabuza as deputy president. 
An old ANC insider from the struggle against 
Apartheid, he has been the subject of very serious 
allegations in the last few years, including links to 
corruption and violence. The Ramaphosa 
administration is emphatically not a clean break 
from the Zuma years. 
  
We regard all incoming EM political reformers as 
‘show-me’ stories, but this is particularly true of 
Cyril Ramaphosa, as we cannot even see the 
reform path that would turn South Africa round. We 
remain cautious on the South African economy and 
currency, and prefer to invest instead in South 
African companies doing most of their business in 
other emerging markets. 

March 2018 

www.johcm.com 
1 Source: Bloomberg 
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An investor should consider the Fund’s investment objectives, risks, and charges and expenses carefully 
before investing or sending any money. This and other important information about the Fund can be found in 
the Fund’s prospectus or summary prospectus, which can be obtained at www.johcm.com or by calling 866-
260-9549 or 312-557-5913. Please read the prospectus or summary prospectus carefully before investing. The 
JOHCM Funds are advised by J O Hambro Capital Management Limited and distributed through FINRA 
member Foreside Financial Services, LLC. The JOHCM Funds are not FDIC-insured, may lose value, and have 
no bank guarantee. 
 
 

RISK CONSIDERATIONS: The Fund invests in international and emerging markets. International investments involve 
special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political 
systems, and higher transaction costs. These risks typically are greater in emerging markets. Such risks include new 
and rapidly changing political and economic structures, which may cause instability; underdeveloped securities 
markets; and higher likelihood of high levels of inflation, deflation or currency devaluations.  Emerging markets involve 
heightened risks related to the same factors, in addition to those associated with their relatively small size and lesser 
liquidity 

The small- and mid-cap companies in which the Fund may invest may be more vulnerable to adverse business or 
economic events than larger companies and may be more volatile; the price movements of the Fund's shares may 
reflect that volatility.  

The views expressed are those of the portfolio manager as of March 2018, are subject to change, and may differ from 
the views of other portfolio managers or the firm as a whole. These opinions are not intended to be a forecast of 
future events, a guarantee of future results, or investment advice. 

 

Data sourced from JOHCM/Bloomberg unless otherwise specified. 
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