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Introduction 

 

What are the BRICS and where are they headed? Half Way There is the result of a global research project 

by Chris Hart and Glenn Silverman, who both work at Investment Solutions in South Africa. They set off to 

learn about the BRICS, to see where this grouping has gone and is going, and to assess its importance for 

South Africa. This book not only studies the five countries, but also their relationship with one another and 

with the rest of the world.  

 

CHRIS HART is Chief Strategist at Investment Solutions. He began his working career as an educator, but 

is now one of South Africa's most outspoken and quoted economists. He is often invited to present at 

corporate conferences and directly to organisations across South Africa and is frequently requested to 

appear or give comment on various television and radio programmes.  

 

GLENN SILVERMAN has been the Chief Investment Officer at Investment Solutions for more than a 

decade, and is a highly respected member of the financial services community in South Africa. He gives 

regular talks and presentations on both the financial markets and on wider issues affecting investment. He 

also travels extensively, both within South Africa and beyond its borders.  
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Author's Biographies 

 

A few words from Chris Hart 
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My secondary education was at King Edward VII School and I went on to study at the University of the 

Witwatersrand, in the sciences. After qualifying, I started my career as a science teacher in the mid-1980s 

at Jeppe High School for Boys. I moved to Glenvista High in 1994 on promotion as the Head of 

Department. These were exciting times to be a teacher, as the education system was shifting from being 

segregated to being integrated. It was also the time where teachers were offered packages to leave the 

profession, and this opened up opportunities for teaching professionals like me, who wanted to stay on. 

Many of the key managerial responsibilities landed on my desk - like the school budget, school timetable 

and also the examination scheduling. At the same time, I was able to complete further studies in 

economics, once again at the University of the Witwatersrand. These were part-time studies where the 

original intention was to help underpin my career in education.  

 

In 1998, just as my teaching career was blossoming, I received an opportunity to take up the position of 

Senior Financial Economist in the dealing room at Absa Bank. This was in a field that held a great interest 

for me and I switched careers. Despite being quite a radical shift, I took to this new challenge like a duck to 

water. Absa was a great company to work for and they allowed and encouraged me to build my profile and 

credibility. In this time, Absa was taken over by Barclays. After nine years and a great career at Absa, I had 

the opportunity to join the Investment Team at Investment Solutions as Head of Market and Economic 

Research in 2007. I have since been appointed Chief Strategist.  

 

My main responsibilities are to research the Financial Markets, in relation to the underlying economy. This 

is both domestically and globally. This research feeds into the investment process at Investment Solutions 

and is also made available to our client base. I am also a spokesman on market and economic affairs.  

In my spare time, I have been a volunteer with St John Ambulance, where I held the positions of Chief 

Commissioner and then Commander. However, time constraints have more recently prevented active 

participation. I still help organise an annual Inter-high First-aid Competition.  

 

One thing that has not left me is my teaching spirit, and I still enjoy engaging and  

mentoring young people who are embarking on their careers.  

 

The BRICS research project has been of major interest, as this is the cutting edge where the world is 

changing, especially from an economic and investment perspective. Linked to the surge of the BRICS is 

what is happening in Africa, and its improving prospects - exciting from both the investment perspective 

and also the general improvement taking place in the broader emerging and frontier market societies.  

  



A few words from Glenn Silverman 

IMAGE: 6 

 

I was born in 1965 in Johannesburg, South Africa. Our family moved around a bit within the confines of the 

green and leafy suburbs that make up this city. My childhood was largely uneventful, though with hindsight, 

I was blissfully unaware of what was happening to many of my fellow South Africans at that time. The 

experiences of young blacks growing up were undoubtedly far different, and less pleasant than my own. I 

qualified as a Chartered Accountant in 1988, and followed this with three years of accounting articles. After 

some practical experience in business, I joined the asset management industry with a firm which was then 

called Liberty Asset Management, which ran the life assets for the large Liberty Life group along with 

sizable third party assets. Following a merger, it is now known as STAN LIB, still one of the larger asset 

managers in South Africa.  

 

I had a lot to learn when I joined, and I recall the then CEO Roy McAlpine advising me that I would be 

unlikely to have time to read another fiction book in the next 10 years - and he was right! I spent every 

waking, working moment reading up on the economy, or the markets, or corporate financial statements. I 

was initially well out of my depth, though I did build up knowledge, and confidence through time.  

Fortunately, I had a modicum of common sense, the ability to work harder than most, and to bring a 

passion to everything I did. And I had my fair share of good luck too.  

 

I was working as' an analyst, looking at the retail sector, as well as an assistant portfolio manager, when I 

was approached to join a competitor, Rand Merchant Bank Asset Management (RMBAM), then headed by 

Rowan Hutchison, and now called Momentum Asset Management. We certainly focused on stock analysis, 

but a distinguishing feature was on the top-down, incorporating both sectoral and macro analysis. That 

macro focus was ingrained in me and has stayed with me throughout my career. At the company I ran 

various third party pension funds, as well as a Consumer Unit Trust, and headed a team that followed the 

broad consumer sector. I also obtained my CFA charter whilst in their employ. It was another great 

company, with a great team, and it added materially to my investment journey.  

 

An opportunity presented itself when I was approached by the young and dynamic first CEO of Investment 

Solutions (IS), Rael Gordon, to join his fledgling company, in May of 1999. The role on offer was a senior 

one - as the Chief Investment Officer, even though at the time assets under management were only slightly 

north of Rl0 billion. They now exceed R280 billion (approximately US$27 billion), including assets under 

administration. I would never have thought that I would still be in the same role 15 years later.  

 

Over this time, I have worked hard and travelled extensively. I estimate that I have attended / chaired some 

150 internal Investment Committee meetings, on top of the various other investment-related sub-

committees, and have done in excess of 100 overseas trips in the employ of lnvestment Solutions, visiting 

more than 85 cities. But none of these stand out or compare to the five recent BRICS trips - hence this 

book. My other passion involves presenting to audiences on various investment and sustainability-related 



topics, including the BRICS. Investment Solutions has been my happy home for many years, taking me 

even further along my journey.  

 

Having said all this, my other home, the real one, is very dear to me, and I dedicate this book to my family. 

The hardest part of any trip is leaving them behind, and the best part of the trips, always, is returning home! 

I consider myself to be truly blessed.   
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FOREWORD 

Derrick Msibi 

Managing Director, Investment Solutions 
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Generally the fortunes of the economy and of business have been determined by market cycles and by 

major themes, such as industrialisation and the building of big trading blocs like the European Union (EU), 

North American Free Trade Agreement (NAFTA) and Mercosur, the 'Common Market of the South'. 

Typically, the development of each of these blocs was driven by a common interest and within one 

particular continent -say Europe or Latin America. However, this is not so with the Brazil, Russia, India, 

China and South Africa (BRICS) member countries, as this is a grouping which transcends continents.  

 

This raises some important questions for investors. Just who, then, are these often-mentioned BRICS? 

What does the formation of the BRICS mean in terms of both geopolitics and investment implications? How 

do we both understand and accommodate the opportunities that arise from this formation?  

 

We need to start by understanding the BRICS countries, in terms of their economies, history, and how they 

are governed. One of the analytical tools or lenses used in this book is the National Scar, an important 

concept that refers to some major event -a nightmare if you will -from the past which is imprinted on the 

psyche of a nation, constantly lingering in people's minds.  

 

The purpose of this book is to enable investors to have a better understanding of the BRICS countries, 

enabling them to incorporate this knowledge into the way they think about these countries, their place in the 

world, and the way one might then choose to invest in them.  

 

Investment Solutions is a firm trusted with looking after other people's money. A large portion of this is now 

invested offshore, so it is important to understand all alliances and groupings, but few more so than the 

BRICS, in order for us to both grow and protect assets which have been entrusted to us.  

 

The authors have delivered a series of presentations on their research findings. But there is so much more 

that can and needs to be said about a country, which can't be covered in presentations. We believe this 

book is an effective platform to reach a larger audience and share a greater level of detail that the team 

assimilated over the trips, and the analyses they compiled afterwards.  

 

We brought Glenn Silverman, Chris Hart and Lesiba Mothata together on this long, complex and 

demanding, but most rewarding project, and they brought their unique skills and talent to bear. Glenn and 

Chris make a formidable pair. One is a big-picture thinker, uncluttered by mere detail, the other a 

perfectionist, a driver and with an eye for detail. A challenging duo, but a complementary one. We leave 

you the reader, to ponder who is who. They have worked to a taxing deadline, while still carrying on with 

their full-time jobs -such was their determination to ensure that the lessons from their BRICS research 



would not go stale, as views, and indeed groupings themselves, can be quite transient. Their speedy timing 

in bringing out this book is crucial to the value which readers will derive. Nevertheless, the authors have 

tried to focus on longer-term trends, typically five and 10 years, to ensure the book's long-term relevance.  

 

As a highly-respected investment firm, Investment Solutions is consistently looking for opportunities to 

demonstrate what we term thought leadership. This involves going beyond the obvious, and the familiar -

always delving deeper and wider. The BRICS required investigating, not only due to their size and hence 

impact, but also for the lessons we felt sure would flow to our own country. As we constantly do within ·our 

portfolios, it is always important to benchmark oneself -and this applies at a national level as well. Peer 

pressure is evident here, too. Hopefully this will contribute to making our beloved South Africa an even 

better place, for this reason, the proceeds of the book will be donated to supporting the education of 

deserving beneficiaries. 

 

It has been said, if you want to look to the past, you look to Europe; if you want to look to the present, look 

to the US; and if you want to see the future, look to China, India, Brazil and Africa. That is where the book 

takes us. So let the journey begin ...  
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Introduction  

 

HALFWAY THERE -THE QUESTIONS  

 

Scientists, religious scholars, and philosophers could spend an eternity debating when and how the world 

came into being, but at least we know when the investment world first started talking about the BRICS. The 

concept has been around since November 2001, when the then chief economist at Goldman Sachs, Jim 

O'Neill, first coined the phrase BRICs, in his now renowned paper-Building Better Global Economic BR/Cs.  

 

By identifying and backing the four BRIC nations -Brazil, Russia, India and China -he earned a place in 

history. We doubt that he would have had any sense of just how significant these four letters would 

become, or that the BRIC countries themselves would adopt the acronym with such fervour. Initially a 

winning investment proposition when emerging markets were in the ascendancy, matters have 

subsequently turned somewhat sour for the BRICS. The talk today suggests a fragility, a crumbling of this 

once seemingly ascendant construct. And, aside from the individual challenges facing each of the five 

individual members of the grouping, the alliance as a whole faces the inherent challenges of cohesion and 

competition with one another.  

 

It was against this background that we decided to visit all five of the BRICS nations, including our own, 

South Africa, to smell and to taste, to feel and to encounter, to listen and to learn, so that we might come up 

with an informed view as to whether this group had sustainability. The stakes involved are big -obviously for 

the five individual countries themselves, certainly for the emerging markets which they dominate and 

implications for asset classes. What then, is the future of the BRICS grouping? 

 

The jury is still out on whether the BRICS will remain a loose-knit, geographically diverse club of nations, 

suspicious of the West, keen to have more say in global events, or whether they might become something 

more. They themselves don't seem to have discussed or defined the ultimate group objective or 

destination, so we can only speculate as to possible outcomes and prospects.  

 

So, what of the BRICS so far? Has this construct been overtaken by the fresher and now sexier MINTs, i.e. 

Mexico, Indonesia, Nigeria and Turkey? Do we still need this jumble of letters when some now talk of the 

'Fragile 5'? Will it fade into history, and be tossed on a charity BRICS-a-brac stall? And if so, how badly 

cracked and broken are these once seemingly solid BRICS? Can they return to splendour? And finally, 

does this -or any other bloc evolved from an acronym -have a place in the investment world at all?  

 

We have seen many empires and alliances come and go in history. Some larger blocs may have the 

foundations of lasting success, like the European Union and its common currency or the United States -with 

its dominant greenback.  

 



It is the politicians and not the economists who have run the furthest and fastest with the BRICS concept. 

Numerous summits and ministerial gatherings have been held. Efforts to work out ways to provide a more 

solid foundation to this cluster of diverse nations through embryonic institutions, such as the BRICS 

Business Council and the BRICS' New Development Bank are gaining momentum.  

Working in the world of finance and investment, it has been our challenge to find whether this club has 

become more than just a political alliance, albeit one with some pretty large and populous members. What 

is the investment case for each of the BRICS? Is the sum of the parts greater than the whole? Is the 

political BRICS club just a force to counter the influence of the West, providing a counterbalance to the G7?  

 

While we discuss each of the BRICS and give our views on the lessons, both good and bad, to be drawn 

from each, we focus on the 'S' closest to home, the country of our birth and residence, South Africa. Taking 

key lessons and examples from each of our four BRIC partners, we provide something of a vision, or 

roadmap, for the African representative.  

 

While there may have been powerful political reasons for bringing South Africa on board, it is difficult to 

shrug off the suggestion that South Africa is a mere briquette in comparison to the founding four. South 

Africa is dwarfed economically and in terms of population by the two Asian giants of China and India, but 

even Brazil is a good four times our size. Because South Africa is demonstrably smaller than the others 

BRICS members, and has now apparently been overtaken in GDP terms by our main African rival, Nigeria, 

many, including O'Neil himself, question whether South Africa deserved to be included within the BRICS at 

all. And even though South Africa has been included, and will undoubtedly remain a member, where do we 

stand in this club of major regional groupings of nuclear and 'aspirant' economic superpowers and 

countries.  

 

As a proud, but somewhat concerned pair of South Africans, we thus required answers not only to South 

Africa's role within the BRICS, but also about its place within an increasingly globalised, competitive, inter-

connected and fast-moving world. We intend this book to serve as an accidental travel guide for investors 

and businessmen to the BRICS countries, a compilation of statistics and insight on each of the BRICS, 

including more rigorous academic analysis.  

 

We work in the complex worlds of finance, economics and business, where conflicting views abound. We 

expect to be simultaneously praised and criticised for the discussion, analysis and views of the countries, 

economies, markets and their investment attractiveness. Where we could, we drew on our own research 

and observations, but also supplemented this across a broad spectrum of publicly-available sources, 

verifying facts in the process. We hope this will give a more rounded perspective of the BRICS, how they 

have developed and evolved, as individual countries and as a formal grouping.  

 

While this book attempts to provide answers to some of these questions, it also attempts to provide some 

tools to analyse the key issues. In the style of Sherlock Holmes with his magnifying glass on hand to see 

objects better, we have devised a number of economic and investment equivalents, which we call our 



analytical lenses, to enable a better, more succinct, analysis of each country and to help us to compare and 

contrast. Elementary? Possibly. Illuminating? We hope so.  

 

We thought and fought, sulked, debated, agreed and changed our minds several times before settling on 

the title of our book. Initially, it was to be called: The 5 BRICS -A winning hand? We thought this captured 

part of what we wanted to discuss, the bloc's future success or failure. But after more thought and 

discussion, we finally settled on the title: Half Way There. This added another layer of questions to the mix. 

Just how far have the BRICS come? And how much further might they go, or need to go? And then, what is 

their ultimate destination?  

 

Importantly, we have also secured short contributions from 50 experts who added their unique perspectives 

and insights to the book. We have also included our comments on a selection of companies that we visited. 

We hope you find the book informative, useful, insightful, enjoyable and even somewhat controversial.  
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The formation of blocs of countries based on a common political, economic or security concern is 

commonplace in world history Sometimes such formations represent important turning points in history as 

well. For most of the 20th Century, it was the former colonial powers that dominated With the G7 it was the 

economic power of the participants that was the binding factor. However, two developments began to 

challenge this hegemony toward the end of the last century. The first of these was the growth in key 

developing economies -often referred to as the new industrial economies. The second factor was the 

growing economic malaise experienced by the developed economies.  

 

The effect of growth first made its presence felt in the halls of the newly-formed World Trade Organisation 

(WTO). After the Marrakesh agreement of 1993 launched the WTO, it set about dealing with the key 

residual issues which were inherited from its predecessor body GATT. Two issues were dominant: 

agriculture, and a generation of new trade-related negotiating issues such as intellectual property, labour 

standards and investment measures. 

 

South Africa rejoined the mainstream of the trade world in 1994 and found itself in the midst of these 

discussions. The GA TT had been characterised by a divide between the developed world and the 

developing world.  

 

The former tended to dictate terms in the GATT and the latter attempted to fight back through groupings 

and the use of United Nations Conference on Trade and Development to support their positions. However, 

with the growth of the new industrial economies, their economic interests were changing. Although 

agriculture was important, the rise of industrialisation in these economies is Just as important, and there 

should be no further concessions made to the developed world in the area referred to as 'nonagricultural 

market access·. These economies were determined not to 'pay twice' for the developed world's agricultural 

liberalisation.  

 

This reality started to foster links between countries that had a common interest. with a support for 

development issues. The alliance really cemented in the Cancun negotiations when Brazil, South Africa, 

India and China -supported by countries like Egypt and Nigeria -started to work very closely in the 

negotiations. Work to prepare positions was often allocated to one player on behalf of the group, and 

common negotiating strategies were developed. The effect was visible, and a real counterforce to normal 

USA EU and Japan hegemony started to emerge. At that point Russia was not active in the WTO.  

 



This led to cooperation in other areas, such as finance, and the formation of the G20. Representations 

were made to the G7. South Africa, ably led by President Mbeki, played an important role and the BRICS 

formation -building on the BRICs idea which had been coined by Jim O'Neill of Goldman Sach -started to 

emerge. The colonised were starting to shape their own destiny and to make assertive and considered 

statements about the architecture of the global economy.  

 

The wheels of history were turning, oiled further by the economic crisis in the developed world. There can 

be little doubt that the BRICS points to a realignment of world economic power and a change in trade flows. 
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CHAPTER 1: 
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1. BRAZIL 

 

Samba no More? 

 

"THERE USED TO BE A CRUEL JOKE THAT SAID BRAZIL IS THE COUNTRY OF THE 

FUTURE, AND ALWAYS WILL BE" 

 

Charles Krauthammer (2009) 

 

"THEY HAVE A JOY FOR LIFE IN BRAZIL, UNLIKE ANY COUNTRY I’VE EVER SEEN" 

 

Morena Baccari'n (2009) 
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1500  

The region is claimed for the crown of Portugal  

1822  

Peter 1st, who is the son of the king of Portugal, claims independence and crowns himself Emperor of Brazil  

1889  

A Federal Republic is set up following the toppling of the monarchy, with the coffee industry controlling the 

government. By 1902, Brazil produces two-thirds of the coffee in the world  

1937  

Getulio Vargas becomes a dictator, following a coup d'etat which had the support of the military which 

exercised strong control over the economy  

1954  

President Vargas is told by the military to resign or be overthrown, and chooses suicide  

1964  

A coup d'etat ushers in an authoritarian military dictatorship which rules until 1985 

1974  

Construction begins on the ltaipu hydroelectric scheme  

1982  

Brazil stops paying its foreign creditors, despite having one of the largest debts in the world  

1986  

President Jose Sarney launches the antiinflation Cruzado Plan, in which prices and wages are frozen. But 

when the freeze is lifted, inflation spirals  



1989  

Fernando Collor de Mello becomes President, the first to be directly elected. Inflation remains high, despite 

radical economic policies, which fail to improve the economy. The payment of foreign debt is suspended  

1994  

The real (latest Brazilian currency) is introduced Fernando Henrique Cardoso is elected President, having 

helped to curb inflation  

2001  

A seven-year spending programme worth US$40 billion is launched involving hydroelectric projects, roads, 

rail, and building houses in the Amazon basin  

2002  

Left-winger Luiz Inacio Lula da Silva (Lula) wins the Presidential election. Assurances to investors calms 

preelection financial market panic  

2004  

Protestors mount a series of land invasions, called 'Red April'  

2007  

Abuses of human rights by the military dictatorship from 1964 to 1985 are officially acknowledged for the 

first time  

2009  

To boost the supply of credit to developing nations, Brazil offers the International Monetary Fund US$10 

billion  

2010  

Brazil courts controversy by giving the go-ahead to build the world's third largest hydroelectric dam - in the 

Amazon rainforest. Dilma Rousseff, of President Lula's Workers' Party, becomes Brazil's first female 

President  

2011  

One of Rio de Janeiro's biggest slums is occupied by security forces. This is part of a crackdown against 

criminal gangs in the run up to the 2014 World Cup and the 2016 Olympics  

2013  

Brazil's Central Bank announces US$60 billion programme aimed at halting the slide of the Brazilian real  

Protests erupt around the hosting of the Confederation Cup and World Cup over issues of corruption and 

rising prices 

 

Source: BBC, rainforest-alliance 

 

 

  



Country Statistics 

 

  

POPULATION (M) 200 million (2014 est). World Rank: 5 

LAND MASS (SQUARE KILOMETRES) 8.5 million km2 World Rank: 5 

CAPITAL CITY Brasilia 

NUMBER OF STATES/PROVINCES 27 (includes 1 Federal District) 

GOVERNMENT TYPE Federal Republic 

LANGUAGE Portuguese 

GDP PPP (US$ TRN) US$2.4 trillion (2013 est) World Rank: 7  

GDP COMPOSITION (%) AGRICULTURE 6% I INDUSTRY 26% I 

SERVICES 68% (2013 est)  

PUBLIC DEBT (% OF GDP) 66% (2013 est) World Rank 47  

URBANISATION RATE (%) 85% (2012)  

FERTILITY RATE (BIRTHS PER WOMAN) 1.8 (2014 est) World Rank 155  

MEDIAN AGE (YEARS) 31 years (2014 est)  

UNEMPLOYMENT RATE (%) 5.7% (2013 est) World Rank 54  

POPULATION BELOW POVERTY LINE (%) 21% (2009 est) 

RENEWABLE FRESHWATER RESOURCES (BN CUBIC 

METRES) 

5 418 billion m3 World Rank: 1 

FOREST AREA (SQUARE KILOMETRES) 5.2 million km2. World Rank 2 

AGRICULTURAL LAND (SQUARE KILOMETRES) 2.8 million km2 World Rank: 4 

CRUDE OIL -PROVED RESERVES (BARRELS) 13 billion (2013 est). World Rank: 15 

NATURAL GAS -PROVED RESERVES (CUBIC 

METERS) 

396 billion m3 (2013 est) World Rank: 34  

MAJOR RELIGIONS (%) Catholic 65%; Protestant 22%; Other 13%  

LARGEST CITIES (POPULATION) SAO PAULO 21.5 m 

RIO DE JANEIRO 12.5 m  

BELE HORIZONTE 5.8 m 

BRASILIA 4.1 m  

PORTO ALEGRE 4.1 m 

Source: The CIA World Factbook, International Monetary Fund, World Bank, I-Net Bridge, Citipopulation.de 
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Our Trip  

 

THE FIRST STOP - CONCRETE SAO PAULO  

 

Before you first visit Brazil, you have pictures in your mind of beautiful beaches and gorgeous, athletic 

women. You think of the Amazon jungle, filled with slithering wildlife and of the vast agricultural plantations 

which have displaced equally vast tracts of jungle. But our trip to Brazil began in a different jungle -the 

sprawling urban mass that is Sao Paulo.  

 

With direct flights to and from Johannesburg, it is one of the closest offshore destinations for South  

Africans, but it is most certainly not gorgeous. Sao Paulo reminds us somewhat of the Johannesburg 

central business district (CBD), in that it is flat and functional, but with a much larger business district. But 

like much else in Brazil that is similar to South Africa, the appropriate formula is: South Africa multiplied by 

four. This applies to both the total population and the biggest cities. Sao Paulo is a metropolis of 21. 5 

million, while Johannesburg (excluding the East Rand and West Rand) has around 5 million, as well as to 

the country overall - Brazil has 200 million, versus the 50 million in South Africa.  

 

Brazil's biggest city goes on for kilometre after kilometre, a concrete jungle, separated by occasional green 

belts, and then more concrete jungle. If Johannesburg is 'Egoli', the City of Gold, then Sao Paulo would be 

'Concreto', the City of Concrete. It is a working city, and while it is functional, and at times dysfunctional, 

there is little to commend it in sightseeing terms. 

 

The country is spelled 'Brasil' locally, while English speakers write 'Brazil'. Portuguese dominates as the 

language and it should not be a shock to see how very little English is spoken outside the big banks and 

swanky hotels, notwithstanding the fact that it is the second language of the country, and taught to all 

children at school. The city seems a downbeat place with lots of graffiti. Part of the reason that Sao Paulo 

looks like such a concrete jungle is that no billboards or outdoor advertising are allowed. Void of bright 

Coca-Cola banners and so on, we subconsciously knew something was missing but we only realised what 

was absent once it was pointed out to us. The advertisement ban means that the only colour you see is the 

grey of concrete. One consequence of the ban is that social, digital, and alternative marketing under these 

circumstances have to be extremely innovative - hence Brazilians are leaders in this area. There are many 

factors that contribute to the sense, as a South African, that you are in an alien environment. But then, 

Brazil is foreign even to people from other countries of South America - it is a sub-continent within a 

continent. It has many barriers - historic, natural (the Pacific, the Amazon) and language (the only 

Portuguese speaking country in a Spanish-dominated South America) that ensure its separation. It was no 

surprise, then, that there were very few South African businesses or business people there.  

 

So how did this sprawling metropolis come into being? In yet another similarity, this time to the birth of 

Johannesburg, Sao Paulo owes its origin to gold, which was found in the area in the 17m Century and was 

the gateway to this new mining boom. A commodity boom in sugar and coffee followed. In the 19 5 0s, the 



automotive industry of Brazil was established there as an integral part of its more modern development. 

The city of Sao Paulo is located in a state that bears the same name. The state of Sao Paulo is the most 

populous and wealthiest of the 27 in Brazil. This is one of those countries where the largest city is not its 

capital. In Brazil's case, the capital is Brasilia, artificially established in 1960, and with a current population 

over 4 million, making it only the fourth most populous city in Brazil.  

 

We had two separate stays in Sao Paulo, one at the start of the trip, and then again at the end, when we 

attended the Bank of America Merrill Lynch (BoAML) Brazil conference. Our own agenda in Sao Paulo 

involved meetings with seven companies, covering a range of critical sectors, especially the allimportant 

resources sector, but also the strong-performing retail and property sectors. These conferences are 

institutions in their own right, where BoAML hires out an entire hotel, and investors get to meet dozens of 

corporates, in an unusual setting - a kind of speed-dating for men in suits. Each corporate gets a hotel 

room, and investors have 50-minute meetings with them before a bell is rung and the investor moves onto 

the next room to engage with the next corporate.  

 

An unwelcome feature of the city is its bone-jarringly poor roads. A tour or a corporate visit is something not 

undertaken by those who succumb to car sickness. One typically emerges from the vehicle more than just 

a bit queasy, hoping for any excuse to avoid having to make the next journey. Little wonder, then, that the 

city's wealthy use helicopters to get around - something that occurs more in Sao Paulo than in any other 

city in the world. There is also such chronic vehicle congestion that they employ a system called rodizio, 

which means rotation. If your car's number plate ends in a certain digit, you may not drive during peak 

times on a certain day of the week and need to arrange alternative transport. Traffic officers prowl the 

streets, fining those driving on the wrong day.  
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THE SECOND STOP - MAGNIFICENT RIO  

 

After the dourness of Sao Paulo, we required a major uplift. The second Brazilian city we visited, Rio de 

Janeiro (River ofJ anuary ), provided just that. Described, quite fairly, as one of the most beautiful cities in 

the world, it takes one's breath away - both physically and figuratively. The city has real height, spanned by 

the many hills and mountains that encircle it. For those who suffer from vertigo, there are plenty of 

opportunities to send your heart racing. Its vistas, along with its beaches, give an immediate positive and 

alluring impression, though this tends to dissipate fairly rapidly as one spends more time in the city, or 

moves away from the trophy beaches, hotels or streets. And the differences between Rio and Sao Paulo 

don't stop there. The 'Carnival City' is not just more alluring, it is also much less formal, which means that - 

unlike in Sao Paulo - there is no need for suits or ties. In fact, the humidity makes formal business attire 

most uncomfortable. And the city moves to its own beat, whether that be in the busy streets or, even more 

so, on its spectacular beaches. 

 

One thing which didn't change though, was the need to endure awful traffic. Congestion was a constant 

and unwelcome reminder that infrastructure is a real issue in Brazil, and - as we were later to discover - in 

some other BRICS member countries as well. While the roads and traffic were just as bad as in Sao Paulo, 

it was the actual driving that was the worst aspect, with everyone at the wheel of any vehicle, especially the 

taxis, driving like Ayrton Senna on steroids. Even at 120 km per hour, the drivers were friendly and 

talkative. We understand that Brazilian cities, consequently, have among the highest rate of motor vehicle 

accidents in the world. 

 

A fascinating, but to us an additionally unsettling feature of the city, is the slums, or favelas, which are poor 

areas mixed with, and often right next door to, the homes of the wealthy. In Rio, the favelas climb up from 

the foot of the hills, ironically meaning that the poor get the best views, while the wealthy ironically have far 

inferior ones. The heights are harder to access, and carrying basic provisions is a real backache, adding to 

the lack of allure of these cliff-side dwellings. The favelas are known for their gang-related violence which 

flares up from time to time.  

 

An encouraging feature of the city, typifying the country as a whole, has been the number of people who 

have graduated from the slums and moved up into the middle class, as the economy has grown. Brazil 

effectively enjoys full employment with an unemployment rate of less than 6%. It was easy to spot evidence 

of a thriving middle class, many small and medium enterprises (SMEs), and a welcome trend of upward 

mobility. It struck us as critical, that so many previously poor have been upgraded or have moved 

themselves upwards, thus escaping poverty and squalor. But we should not take all of this for granted. 

Economic advancement is not a given, and reversals are possible, especially if errors in policy are made. 

The burgeoning middle class, especially in an expensive, inflation-prone country like Brazil, are under 

pressure, as became evident in the riots which occurred after our visit.  

 

Food is a very important part of Brazilian social life and meat is an important part of the diet. The  



food is of high quality. Meals are eaten into the wee hours of the morning, and diners who leave early - 

defined by the locals as any-time-before-midnight - are the exception. Meals in restaurants are expensive, 

indicative of Brazil's overvalued currency. We had a sense that while inflation may be largely under control, 

it is not fully tamed. 

 

The contrasts between our expectations - the image that Brazilians project - and the often less rosy reality, 

turned out to be a recurrent theme as we travelled the country. Other BRICS member countries share 

similar symptoms, as in the seafront façade of Rio, masking squalor just a block or so back from the 

promenade. The Brazilians are a confident nation. They truly believe they are the best. But scratch beneath 

the surface and the reality is often a bit more sobering. 
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THE THIRD STOP - THE SPECTACULAR IGUASSU FALLS AND THE ITAIPU HYDROELECTRIC 

SCHEME 

  

Our visits were planned, so that we would see more than just the cities, and in each country we visited 

places of interest. Each time, we sought a different perspective, and ideally something which could add to 

our knowledge and insight into the country. Sometimes we went to historical spots; other trips gave us a 

sense of the scale of a country or the ways in which the very rich or very poor live their lives. So our visit to 

Brazil included spending some time at the magnificent Iguassu waterfall complex and the nearby 

hydroelectric project. It was amazing to arrive by plane, on the Iguassu Falls detour, travelling over 

extensive jungles which stretched as far as the eye could see, then to gasp at the natural beauty of the falls 

themselves. They are one of the world's 'Seven Natural Wonders', although the ranking of wonders can 

differ, depending on source. The Iguassu Falls claim to fame is the 150 - 300 separate waterfalls and 

cataracts, depending on the water level. Iguassu means 'lots of water' and we would agree. The falls lie on 

the Parana River, which forms a meeting point between Brazil, Paraguay and Argentina. Not only was it 

good to be away from the terrible traffic, but this leg of our voyage was useful for another reason - to further 

develop our sustainability theme. 

 

While sustainability is a longstanding passion and key focus of the Investment Solutions' team, it has 

particular relevance for the resource-producing nations within the BRICS. We were keen to get some on-

the-ground insight into the extent to which the BRICS were responding to the challenges of growing their 

economies while still preserving their resources, and indeed, the planet. Brazil has an abundance of water, 

and its rain forests are extensive - both long-term advantages. We were told that as awareness of the 

threat to nature has grown, the rate of damage has been reduced, but not reversed. Some people argue 

that the extent of the damage has, in fact, been relatively minimal, considering the size of Brazil. As a 

single country it is almost as big as the continent of Europe or Oceania.  

 



Brazil has developed a high reliance on its renewable energy potential. The nearby Itaipu hydroelectric 

facility is central to its electricity supply. The hydroelectric project was at the time of our visit, the world's 

largest hydroelectric project, and has since been overtaken by China's Three Gorges Dam. However it is 

still the world's largest, in annual energy generation.  

 

It is also one of the 'Seven Man-Made Engineering Wonders of the World' - so in a single visit we were able 

to see two of the so-called 'Seven Wonders of the World' - two ticks off the bucket list. According to the 

Itaipu Visitors Centre, the power plant is shared between Paraguay and Brazil, with the Itaipu Dam 

providing 7 5% of Paraguay's electricity needs and meeting 20% of Brazil's demand. The project makes up 

a large proportion of the Paraguayan Government's revenue - around 40%. These statistics indicate just 

how important the project is to Paraguay, but even though the two countries are 50/50 partners, the impact 

is uneven. There is an equal split of personnel between Paraguay and Brazil. There is a line drawn through 

the middle of the control centre, marking the country border and the sensitivities are obvious.  

We were informed by our guide that the project was completed on time and on budget, but it was said with 

such little conviction that we think we can safely conclude otherwise. We were struck by the strong, 

purported focus on the environment, when the hydroelectric operation was constructed. As an example, 

incorporated into the design of the project is an aspect, described to us as 'swim ways' for the fish, to keep 

them safe from the turbines. There are over 150 fish species that have been protected by these pathways, 

avoiding a fate worse than sushi.  

 

The dependance on water for energy generation means that drought is a risk to Brazil's electricity supply, 

just as problems in the supply of oil and gas resulting from instability in Russia or the Ukraine might 

threaten Western Europe. Electricity capacity problems constrain economic growth and Brazil's reliance on 

hydroelectric power has a negative economic impact. Global warming may play an important role in any 

water shortage problems in Brazil, but that is something we are more comfortable leaving to the scientists. 

 

Trip Insights  

 

BACKGROUND 

  

We gained an important insight into the development of Brazil's economy during a meeting with a senior 

economist at Espirito Bank. He told us that the new Brazil started in 1995. Until then, there had been a 

lengthy period of hyperinflation, which became embedded in the national psyche - helping to determine 

increases in public tariffs and wage hikes. The wage 'formula', then applied, was to take the most recent  

 

inflation rate and then add a 'bit more', which led to a relentless upward spiral. The hyper-inflationary spiral 

was finally broken in 1995, when inflation fell to below 20%. Inflation has largely been in single digits since 

1997.  

This was continued under the leadership of President Luiz Inacio Lula da Silva (Lula), the 35th President of 

Brazil, and a founding member of the Worker's Party (PT). He was a popular leader, hailed for his social 



programmes, but more so for the so-called 'Lula moment', when market fears of populist action around the 

2002 Brazilian election were shown to be unfounded. His government renewed agreements with the 

International Monetary Fund (IMF ) and within two years, achieved a primary budget surplus. All of Brazil's 

IMF debt was paid back well ahead of schedule. It is estimated that under his presidency, more than 20 

million Brazilians rose out of acute poverty and Brazil overtook the UK to become the eighth largest 

economy in the world. 

  

Brazil had grown strongly up to the 2008 Global Financial Crisis (GFC) and even enjoyed a very strong 

rebound in the wake of that crisis. The more recent slowdown suggests that Brazil is also vulnerable to 

economic cycles. Like other countries, especially when associated with lower commodity prices, Brazil will 

also be affected. However, the bank economist we met was less concerned about global risks for Brazil, 

but rather more fearful about inflation. This was a common theme, which informed our National Scar 

concept, discussed in more detail in Section B of the book.  

 

The most surprising aspect of the country is that, notwithstanding its many obvious challenges, it enjoys full 

employment- a rare and treasured achievement, especially after the GFC. And while this is a desirable 

position to be in, it does offer two key challenges. The first is sustaining growth off a high base. The second 

is attracting and retaining good-quality staff In a full-employment economy, corporates have an incentive to 

lure staff away from competitors, and skilled workers have a real incentive to be poached. A shortage of 

skills is one of a number of constraints on Brazilian economic growth. 

 

STRUCTURE OF THE ECONOMY AND MARKETS 

  

Brazil is a country richly endowed with natural resources. In many ways, that makes it a natural  

competitor-rather than a partner -for South Africa and Russia within the BRICS. When looked at in 

investment terms, Brazil is a play in terms of net asset value (NAV) rather than in terms of growth -as its 

growth rates have slowed dramatically, placing it in the same pedestrian and uncomfortable 2-3% annual 

growth bracket as South Africa and Russia and, in fact, much of the developed world. Its average growth 

rate in the last 10 years was very much in line with that of South Africa, but well under half that of the two 

Asian giants.  

 

Whereas only 15% of GDP is commodity-related, due to many domestic growth components, the Bovespa 

Stock Exchange is more exposed to commodities and exporters, leading to a distortion between the 

performance of the Brazilian economy and that of its stock market. Two commodity companies dominate 

the Bovespa index namely Petrobras and Vale.  

The Bovespa is a public company, as is the case with the Johannesburg Stock Exchange (JSE Ltd) and its 

Bombay equivalent (BSE). In 2005, the Bovespa exchange moved to an electronic trading system, with 

improved governance and a strong pipeline of Initial Public Offerings (IPOs ). The exchange thus became 

an important source of funding for companies. A meeting with the Investor Relations Officer at Bovespa 



gave us a feel for the evolution of the country's financial markets from before the 1990s -when capital 

market development was constrained. This was partly due to the inflation problem in the 1980s. 

 

Due to the structure of the financial markets, financing was sourced through state-owned financial  

institutions -such as the Brazilian Development Bank (BNDES) for manufacturing; Caixec for mortgages; 

and the Banco de Brasil (which we understand provides up to 40% of credit in the country) for commercial 

transactions and agriculture. Reforms in the 1990s led to a boom. The reforms included a relaxation of 

exchange controls, privatisation, changes to regulations, and improvements in the functioning and 

independence of the Central Bank. The boom was also supported by the defeat of hyperinflation by 1994. 

The country built up large foreign reserves, and became a net exporter.  

 

Meanwhile, privatisation proceeds also contributed to the turnaround, which, has led to a lower risk 

premium and a more stable exchange rate. Traditionally, there had been very limited equity or bond 

financing, as people tended to hold gold, property and cash (in US dollars). All in all, it has taken some 15 

years to rebuild confidence and this is ongoing. Since 2012, pension funds could hold up to a maximum of 

70% in equity. However, we were advised that actual equity exposure is very low, standing at just 15%. 

This implies significant potential upside if, or when, fund exposure moves to higher levels. 

 

TRAVEL TIPS 

 

"CURVES ARE THE ESSENCE OF MY WORK BECAUSE THEY ARE THE ESSENCE OF BRAZIL, PURE 

AND SIMPLE" 

-Oscar Niemeyer, Brazilian architect, 

a key figure in the development of modern architecture 

 

 

For the Business Traveller For the Tourist 
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LANGUAGE  

Although English is the second most spoken 

language, the quality of English is poor. A local 

contact is crucial. It is only when you compare 

notes with someone who lives and works there that 

you realise how much you did not grasp in a 

meeting.  

FOOD  

You don't have to choose between quality and 

quantity, as both are adequately catered for. 

However, the food is expensive. Brazil is 

currently ranked as the fifth most expensive 

country in the Big Mac Index.  

MEETINGS  

In Rio, the atmoshere is relaxed and meetings are 

informal with no ties and suits. However, Sao Paulo 

is somewhat more formal. Don't be surprised, 

though, to find all staff wearing jeans for evening 

POVERTY  

Not as visible as it is in India, although some of 

the favelas (slums) are within touching distance 

of the top hotels. Favelas are often located near 

some of Brazil's major tourist attractions.  



meetings It is imperative to secure meetings with 

government officials to get a wider perspective. 

You can speak to many people on the same topic, 

and end up with quite conflicting versions. Coffee is 

on offer 24/7 -but tea is scarce.  

 

SPONSOR  

It is not a bad idea to combine a business trip with 

a conference, even if this is a separate event. In 

this way you will gain exposure to more companies.  

WEATHER  

Brazil is known for its beaches, so you might 

expect allyear-round sunny weather. As at any 

other destination, one can expect to be 

disappointed by overcast weather -you don't get 

blue skies and sunshine every day. 

SUSTAINABILITY  

The government and companies in Brazil are more 

focused on sustainability than is the case with most 

other members of the BRICS, so it is worth having 

a discussion on this. 

CURRENCY  

You may be armed with a fistful of real, the 

official Brazilian currency, but you may be 

thrown a curve-ball when asked for 'hey-al'. 

Don't panic, it is merely a pronunciation 

conundrum. The real is pronounced as 'hey-al' in 

its singular form.  

 NIGHT CRAWLERS  

Brazilians emerge when the sun sets. They dine 

and entertain and party late and tend to fill 

themselves with vast quantities of food late into 

the night. 



To quash inflation, Brazil has had some of the highest real interest rates in the world, making fixed 

income assets a viable - even preferred - alternative to equities. The Central Bank's mandate is to 

maintain inflation at 4.5%, with a tolerance of up to a 6.5% level in the event of short-term 

supplyshocks, but not condoned as the norm. If inflation exceeds 6.5%, an explanation is required 

by the Central Bank of the reasons for the failure and the measures which will be taken to restore 

policy control. Although there are no exchange control restrictions on taking money offshore, the 

taxation system is a deterrent, and we understand pension funds traditionally hold only 10% to 15% 

of their investments offshore.  

 

The Brazilian stock market has become more open, modern and global. Brazil used to be seen very 

much as a Latin American regional player. However, Brazil is increasingly regarded as part of the 

BRICS. This means that fund managers dealing with emerging markets have to consider the 

country. At the time of our visit, Bovespa had a US$1.5 trillion market capitalisation, equivalent to 7 

3 % of GDP With the Johannesburg Stock Exchange rated number one in terms of aspects such as 

regulation, we sensed that the Bovespa was not far behind in terms of quality, quite different to the 

more nascent Russian and Chinese stock markets.  

 

In March 2O12, the Brazilian currency, the real, had strengthened materially in the preceding few 

years, a concern for the Brazilian authorities. Subsequently, emerging market currencies, including 

the real, came under pressure. But that is an important point - currency has a major impact on many 

of these economies, and the BRICS are typically hostage to broader global policy decisions which 

are often out of their control. Brazil uses its sovereign wealth fund of more than US$60 billion to 

help balance capital flows.  

 

LARGE ENOUGH TO BE ENDOGENOUS  

 

The size of Brazil, both in terms of population and land mass, means that one could argue that it is 

sufficiently substantial to have an 'endogenous' economy ie. a domestic market large enough to 

generate economies of scale on its own. Trade with other countries is not a necessary driver of the 

economy. Brazil is a relatively closed economy where trade with other countries forms only a 

relatively small proportion of the economy. Two other BRICS nations, India and China, due to their 

size - could also be argued to be endogenous. This is more likely the case for India, which also has 

a relatively closed economy - by choice. The Chinese economy, in contrast, depends highly on 

international trade - by design. South Africa with its much smaller population has a relatively small, 

open economy where trade forms a very important part of the economy by necessity. Consequently, 

Brazil is potentially less affected by exogenous risks than South Africa. 

 

GOVERNMENT INVOLVEMENT IN THE ECONOMY  



 

Government involvement is a key feature of the way in which Brazilian business works. It is large 

and visible - with the state owning a 50% stake in the multinational energy corporation Petrobras. It 

has a seemingly small stake in Vale, a mining conglomerate, and the world's second largest mining 

company. However, the government effectively exerts strong influence over Vale through a special 

holding, known as golden shares. There is further significant state involvement in telecoms, the post 

office, and other state-owned enterprises (SOEs). The trip highlighted just how important the role of 

the government is in the Brazilian economy. This is true of all the BRICS, and indeed of many other 

emerging markets. And, typically, it is a deterrent to economic progress. An understanding of 

government involvement in the economy and policy stances is critical.  

 

It became evident just how protected the local industries or companies are, as well as just how 

complex the tax regime is. We were left unconvinced about how globally efficient and competitive 

Brazil's local players are. There are many barriers and other forms of protection in place to keep 

unwelcome foreign competition out of Brazil, further compounding the inflation risk.  

 

TAX COMPLEXITY  

 

Brazil is a federation, which has developed in a manner to make tax and legal matters extremely 

complicated. Doing business in Brazil means you have to comply with different authorities at 

federal, state and municipal levels. We sense that Brazil has among the highest tax burdens in the 

world, and it was ranked by PricewaterhouseCoopers (PwC) in 2014 as the most time-consuming 

tax regime in the world.  

 

When asked to provide details about taxes, some business leaders we met stated that the multiple 

taxation systems were so complex, that even they were unable to ascertain what their liabilities 

were. The tax complexity and confusing nature of the full tax code is reflected in the number of 

taxes and the variability of the tax rates. There is a top marginal tax rate of27.5% according to 

KPMG, while the equivalent of VAT - called ICMS- ranges from 2% to 15%, but can jump to 100% 

on certain items. Every item is taxed separately. Liabilities or rebates are worked out on each item, 

which makes tax assessment extremely complex. At month-end one is simply informed whether 

there was a net debit or credit with the tax authorities. There is no shortage of work for accountants 

and tax advisers. The problem arises with the different authorities and layers of government. The 

constitution has allowed the different layers of government the ability to impose similar taxes with 

overlapping authority. There are some big differences in the tax structure between states and also 

between cities within the same state. Tax compliance is one of the big obstacles for Brazilian 

corporates and serves to fragment the domestic market. 
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BRAZILIAN COMPANIES  

 

Much of our time in Brazil was spent visiting companies, trying to understand not only how they do 

business, but how new entrants to the market should operate. It may sound trivial, but it helps if you 

like coffee. On arrival at each and every appointment, we were offered small cups of super-strong 

coffee. And they kept coming. If you are looking for the key driver of Brazilian business, the coffee 

bean is a strong contender - and they are, unsurprisingly, the world's number one coffee producer. If 

you are a tea drinker, forget it - never once were we offered a cuppa. Just coffee. And more coffee.  

 

A key conclusion, which has come to dominate our view of the country, is that it is extremely hard 

for foreigners to compete there. To an outsider, Brazil is somewhat unique. Portuguese is one of the 

barriers. We often missed what was being said to us with the local brokers having to interpret our 

host's English for us. The country has powerful, entrenched, existing businesses, with (tacit) 

government support. Even experienced high-level foreign business delegations could struggle to 

compete profitably there. Meanwhile, the obvious route of setting up a joint venture, or joining forces 

with a local partner, would also not guarantee success. Foreign competition is not openly welcomed 

in Brazil. Quite a pity, as competition would probably assist in reducing the country's inflation 

pressures through improving productivity.  

 

Another important area of focus was on the environment. Brazilian companies, especially those in 

the resources sector, seemed genuinely focused on and concerned about sustainability, more so 

than many of their BRICS peers. Green issues were raised at almost all our company meetings, and 

were typically in the top five of their mission statements. Of the different company meetings, half of 

them had a strong focus on some aspect of sustainability. Despite this strong focus on 

sustainability, we also had the sense that Brazil has depths of resources, with no shortages likely, 

even over the medium to long-term. 

 

BRAZILIAN PERSPECTIVES ON THE BRICS  

 

The only time during our trip when we encountered Brazilians with an interest in the BRICS was in a 

meeting with officials at BNDES, where its interest in BRICS was politically driven, rather than being 

based on commercial merit. The bank's mandate includes the development of capital markets, 

financing long-term investment in infrastructure, and assisting Brazilian companies to go offshore.  

 



There was strong interest in Angola and Mozambique, which share the Portuguese language. The 

BNDES officials advised that there have been a number of visits to South Africa for discussions with 

other development finance institutions such as the Industrial Development Corporation (IDC) and 

the African Development Bank. This is a sign that development banks in the different BRICS 

countries do meet regularly, with discussions focusing on how the BRICS might achieve less 

reliance on the US dollar and on Western institutions.  

 

In addition, all resource companies reminded us that China stands out among the BRICS as the 

largest importer of commodities, and hence, is a very important trading partner for them.  

 

SMALL AND MEDIUM ENTERPRISES (SMEs)  

 

The Brazilian economy boasts numerous strong corporates listed on the Bovespa, but few of these 

companies have even a full national footprint. One of the factors that did retard the development of 

the corporate sector was the hyperinflation that was damaging to the capital structure of the 

economy. This is one of the reasons corporate strategy remains inwardly focused.  

 

Despite the relatively small size of the corporate sector in relation to the whole economy, it is filled 

with the ubiquitous SMEs. Previous economic hardship has helped to drive a sense of individual 

selfreliance, and Brazilians are known for their entrepreneurial spirit. The SME sector is the job-

creating engine of the Brazilian economy and this is the major factor behind the low unemployment 

rate ofless than 6%. SMEs are less infrastructure and skills dependent than large businesses, which 

has helped as Brazil has a deficiency of both. The bottom-up growth potential is high, given the 

expansion of businesses from small to medium, and from medium to large.  

 

The structure of the Brazilian economy presents a more balanced pyramid between small, medium 

and large businesses, which helps explain a high labour absorption rate despite uncompetitive 

labour regulations. This is in sharp contrast to South Africa where the corporate sector is saturated 

and there is a dearth of SMEs. This is probably the biggest single factor behind South Africa's 

unusually high unemployment rate. The South African SME job-creating engine is simply too weak.   

 

EDUCATION AND TRAINING  

 

As mentioned, the traffic in both Rio de Janeiro and Sao Paulo can be chaotic and the flow grinds to 

virtual gridlock at peak hour. There is the normal peak time congestion related to the working day, 

but we noticed a further, late-night peak. This is caused by the large number of people going home 

after attending night classes. Further education and training is big business in Brazil.  



 

The government's primary and secondary education system is, as in South Africa, of poor quality. 

Brazil lies 136th out of 148 in the World Economic Forum ranking for the quality of maths and 

science education, for example. Despite an economy that has become a global force, Brazil 

struggles with a skills shortage, which compounds inefficiencies and restrains competitiveness. 

However, there is an extensive network of private tertiary education institutions where people can 

upgrade their skills while staying in employment. This is used extensively; hence the late-night 

traffic jams.  

 

Most Brazilians attend government schools for their primary and secondary education. The wealthy 

are able to access a much higher quality private schooling system. However, at tertiary level, the 

government universities are of high standard and are free - but admission is by merit only. This 

essentially excludes the underprepared government school leavers in favour of those who were 

able to go to private schools. The private tertiary facilities that have sprung up allow for the broader 

population to upgrade their skills, and this is rewarded in the workplace through higher salaries and 

improved career prospects. But these private facilities are in essence education factories without 

any liberal arts components. That falls within the domain of the government universities.  

 

URBANISATION  

 

The urbanisation rate in Brazil is 85%, according to the World Bank, well above India at 32% and 

even China at 52%. Brazil is, in fact, more urbanised even than the US, which stands at 83%.  

 

In other countries, the continuing movement of people from rural areas to urban ones can provide 

an economic stimulus - a so-called 'urbanisation dividend'. Brazil enjoyed such a stimulus, and 

derived the benefits from the large-scale urbanisation in the post-World War II migration to the 

cities. But the potential for future migration is now almost non-existent. Brazil is virtually fully 

urbanised. And once people have arrived in the cities, they tend to have fewer children, a factor that 

will further impact on future economic development. Upward social mobility has helped to support 

economic growth, as households have improved their accommodation and widened their demand 

for consumer goods. 
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BRAZIL IN THE SPORTING SPOTLIGHT  

 



Brazil hosted the 2014 FIFA World Cup and is scheduled to host the 2016 Olympics in Rio_ both 

exciting - but also carry risks of a post-event hangover. We noted a striking contrast between the 

fanaticism and frenzy in South Africa in the run-up to the 2010 FIFA World Cup, and the more Latin, 

laid-back approach of the Brazilians. The infrastructure was poor and very little headway had been 

made in building stadiums and upgrading facilities in the run up to the World Cup.  

 

The size of the country means that any tourists arriving for the event, had a smaller impact on the 

overall arrival numbers, unlike in South Africa, where the entire country was affected, and 

infrastructure was further upgraded. Whereas South Africa positioned its event as the African World 

Cup, Brazil certainly did not share this event with its Latin American neighbours.  

 

CORRUPTION  

The focus of riots in Brazil has been against corruption and poorly conceived government spending 

pnonties. While corruption was mentioned in some discussions in Brazil, it was never portrayed on 

the scale of that suggested in either India or Russia. Yet the Brazilians are the ones who have been 

rioting. In mternational rankings, the level of corruption is another area where Brazil fares poorly.  

 

MILITARY  

 

Brazil dwarfs its neighbours in most measures, including its military potential. It is unchallenged 

within South America, rather like the US in North America. This has parallels with South Africa, 

which is unchallenged within the Southern African region. Geopolitical risks facing Brazil are 

therefore low. South Africa enjoys similar circumstances. This is in contrast to Russia, India and 

China - where all are large powers and rivals with each other. The geopolitical risks facing the 

Northern Hemisphere BRICS are much greater. In terms of available military manpower, Brazil has 

107 million compared with its nearest South America rival Columbia, at 23 million.  

 

THE ANALYTICAL LENSES  

 

Section B of this book helps to provide a better understanding of Brazil from the perspective of our 

analytical lenses. Investing and doing business in Brazil requires insight into what drives policy 

decisions, and thus identifying the opportunities. Our analytical lenses help to unpack what the 

Brazilian National Scar is, its National Transition, and the inflection point Brazil now faces. Capital 

allocation trends are identified through analysis of the Top-40 shares. This also ties in with 

understanding the 'Economic Value Chains' and also 'The Political Economy'.  

  

CONCLUSION  



 

Leaving Brazil at the end of the first leg of our five-country journey, it was hard not to come away 

with a view which was positive on the longer term prognosis for the country. As with any emerging 

market, there are always challenges. In the case of Brazil, these focus on inflation, the need to 

boost infrastructure, skills shortages and the need to allow for greater foreign competition.  

 

To use some language from our day jobs in the financial services sector: As a 'Net Asset Value' 

(NAV) play, Brazil would certainly be a 'buy'; but as a 'growth play' it would probably be an 'avoid'. 

However, there are also stark contrasts to the assessment of investment outcomes depending on 

the top-down or bottom-up analysis.  

 

Some key questions we left with were: Why has South Africa lost the spark it had around the World 

Cup? Where is the energy, the excitement, the growth? What are South Africa's constraints? Why 

do we suffer such unacceptably high unemployment rates? And if the BRICS concept barely 

registered a tick in Brazil, was it relevant at all, and could it even survive? After our first visit to a 

partner country, the whole BRICS concept seemed to be more of a political construct with less 

relevance to business and investment. However, we had four more countries to go, and our view 

could change in time.  

 

  



Corporate Selection  

 

VALE  

Based in Brazil but with a global footprint in over 30 countries, Vale is the world's second largest 

metals and mining company. Its main focus is on iron ore and iron ore pellets, but it also has 

interests in energy and logistics, which mainly serve to reduce its costs and boost the 

competitiveness of its mining operations. They account for less than 10% of revenue.  

 

TABLE 1: COMPARISON  

 

 VALE ANGLO AMERICAN 

EMPLOYEES 85 300 106 000 

MARKET CAPITALISATION (US$ BN) 72 36 

Source: Bloomberg, March 2014 

 

Vale was founded in 1942 as a public company by the Brazilian government, but was privatised in 

1997. The Brazilian government still holds a minority stake in Vale, however, these include so-called 

golden shares, which allow the government to still exert influence and give authorities a veto on 

certain key issues.  

 

Over 60% of revenue comes from iron ore, most of which is produced in Brazil. So, although Vale 

has operations around the globe, Brazil remains very much at the core of its business. Despite 

government interference, Vale has been able to successfully enhance the global competitiveness of 

its Brazilian operations - due to investment in its own private infrastructure, allowing a level of 

vertical integration of its supply chain. Brazil's iron ore deposits are of a very high quality. Thus Vale 

has thrived while other export industries, dependent on public rail and port infrastructure, continue 

to struggle - due to inefficiencies, bottlenecks and the uncompetitive cost of Brazil's notoriously 

deficient infrastructure.  

 

Although logistics provides only a small percentage of Vale's revenues, it has been very 

strategically significant. Vale continues to take steps to further focus on its core business and, while 

maintaining management control, it has sold off stakes in its logistics and energy segments to 

generate cash amid weak commodity prices - and to share the load in terms of maintenance and 

capital expenditure requirements for its infrastructure. If these private ports and railways are allowed 

to handle third-party business, and to develop further capacity, they will compete directly with state-

owned ports and rail systems and could catalyse infrastructure investment from government.  

 



Vale has been successful in exporting its expertise in resources. Vale's model involves the training 

and use of local people in its foreign operations and incorporates social responsibility. Sustainability 

is evident in the company's mission statement and value system and this came through strongly in 

our meeting with them. Vale receives more than 50% of its total revenues from exports to Asia and, 

like many other commodity producers, is highly dependent on the demand from China.  

 

PETROBRAS 

 

Petrobras is the largest company in Latin America and one of the largest global oil and gas 

companies in the world. Petrobras was incorporated in 1953 by then President Getulio Vargas to 

extract oil on behalf of the state. Given the strategic importance of energy, Petrobras remains 

government-controlled. Our visit confirmed this, and it felt like we were being hosted by a 

government agency, albeit a large, powerful and professional one. The company logo has the same 

colours as those on the Brazilian flag and the board is chaired by the Minister of Finance. Petrobras 

is a prime example of how Brazil's government attempts to deal with the complexity of running a 

competitive, listed company, which accesses part of the country's rich resource base, while also 

meeting the political needs of the domestic economy -not a simple juggling act.  

 

In June 2014, Petrobras had the largest weight in the local Brazilian index (Bovespa Index) at 

approximately 12%. However, there has been a sharp decline in its market capitalisation As recently 

as 2008, Petrobras made up over 25% of the index. The company profited in 2007 from a 

commodity boom and some of the biggest discoveries of reserves in decades off the coast of Brazil. 

Petrobras' share price tumbled in the wake of the GFC.  

 

The company aims to double oil production by 2020, and plans to spend enormous sums to achieve 

this. The extent of its reserves merits investor attention. This comes with many challenges. These 

are primarily the ability to cost-effectively access the reserves, which lie predominantly in 'pre-salt' 

fields deep below the ocean floor, and second, balancing the commercial merit for strong 

shareholder returns with competing government interests.  

 

In terms of both accessibility and feasibility, Petrobras has a long history of overcoming obstacles in 

sourcing oil. Although it operated as a legal monopoly until 1997, Petrobras has been forced to 

innovate for decades due to the challenges posed by deep-water drilling and exploration. Petrobras 

first made offshore discoveries in 1968 and has been investing and developing new technologies 

since the 1980s. Petrobras' Research Centre is the biggest in Latin America, employing more than 

600 research professionals. This investment has developed the internal capacity within Petrobras to 

exploit the pre-salt fields which began in 2007.  



 

In 2010, Petrobras raised US$70 billion, in the world's biggest ever initial public offering, to help 

fund the development of Brazil's pre-salt fields. Government retained a majority shareholding and 

hence effectively took the company semi-public. After the sale, Petrobras became the fourth-biggest 

company in the world by market capitalisation, behind Exxon Mobil, Apple and PetroChina. 

However, this ranking has changed drastically since, as Petrobras' market value has plunged.  

 

While Petrobras has various operations offshore, about 90% of company revenues come from 

Brazil. Brazil's fight against inflation is a national priority, and Petrobras has contributed to this by 

managing domestic fuel costs. The government has also implemented local content and supplier 

requirements, which force Petrobras to make use of uncompetitive and costly suppliers.  

Brazil reached self-sufficiency in terms of oil and gas production in 2006 but refining capacity has 

lagged, due to high construction costs. This has forced Petrobras to import refined oil and petrol to 

meet local demand. Pricesetting by government means it is sold at a loss. These subsidies hurt 

cash flow and increase debt. Petrobras currently has over US$100 billion in debt, the highest level 

of any oil company. Planned capital expenditure of US$221 billion in the company's 2014-2018 

Business Management Plan is also enormous.  

 

Petrobras embodies Brazil's focus on sustainability, and a positive effect of the quest for self-

sufficiency has been the development of alternative and renewable energy One of the measures to 

reduce reliance on imported oil after the global oil shock in 1973 was the use of biofuels, primarily 

ethanol, which was strongly encouraged through its national ethanol programme, which began in 

the 1970s. Brazil is a leader in biofuels and has been a pioneer in developing flexible fuel 

technology cars that can use any combination of biofuels and petrol. More than 90% of new cars 

sold in Brazil today incorporate this flex fuel technology. Petrobras listed on the Dow Jones Global 

Sustainability Index (DJSI) in 2006.  

 

The Petrobras reserves are costly to extract. It has developed both the skills and extractive 

techniques to access these reserves. However, government policy interference has reduced its 

overall attractiveness and this warrants a discount. Consequently this share may remain cheap 

versus its global peers. 

 

BNDES -THE BRAZILIAN DEVELOPMENT BANK 

 

The Brazilian Development Bank (BNDES) was formed over 60 years ago and is 100% 

government-owned. Its mandate is to provide developmental finance to Brazilian companies, to 

finance long-term investment in infrastructure and also to actively be involved in the development of 



Brazilian capital markets. It has a very broad remit, except in activities where other financial 

institutions have jurisdiction, for example housing and construction finance. Its link to the Brazilian 

Treasury is critical and remains close. BNDES' role is distinctive, as investors may wish to invest 

into Brazil, the country, but may be less keen on investing in government debt with a 10-30 year 

maturity. It is both in this context, and in areas where most Brazilian banks typically do not operate, 

such as long-term Project Finance, that BNDES steps in. BNDES has multiple sources of funding, 

including a dedicated workers' unemployment benefit funds, Treasury loans, and government-

issued bonds with a general term of some 30-40 years. In addition, it uses international and 

domestic capital markets to source capital, by issuing its own bonds in various currencies. It 

operates in different business units, including both local and offshore-focused sub-components In 

2013, it had a US$106 billion loan portfolio and it holds equity stakes in both listed and unlisted 

companies, including Petrobras.  

 

TABLE 2: DEVELOPMENT FINANCE INSTITUTIONS (BRETTON WOODS, BRAZIL AND SOUTH 

AFRICA)  

 

 INTERNATI

ONAL 

MONETAR

Y  

FUND 

(IMF) 

WORLD 

BANK 

(WB)  

BRAZILIAN  

DEVELOP

MENT 

BANK 

(BNDES) 

DEVELOP

MENT 

BANK OF  

SOUTHER

N  

AFRICA 

(DBSA) 

INDUSTRI

AL  

DEVELOP

MENT 

CORPORA

TION (IDC) 

AFRICAN  

DEVELOP

MENT 

BANK 

(AFDB) 

YEAR 

ESTABLIS

HED 

1944 1944 1952 1983 1940 1964 

TOTAL 

ASSETS 

(US$ BN) 

457 490 329 6 13 18 

LOAN 

BOOK 

SIZE (US$ 

BN) 

417 269 106 4 2 9 

S&P 

CREDIT 

RATING 

AAA AAA BBB BBB AA AAA 



 

Source: Annual financial statements (2013) for each Development Bank, Bloomberg 

 

AMBEV 

 

Ambev is the largest brewery in Latin America, and was created in 1999 after the merger between 

two of Brazil's oldest breweries, Brahma (founded 1888) and Antarctica (founded 1882). Ambev's 

primary business is the production of beer, which accounts for over 80% of revenue, while soft 

drinks make up the remainder.  

 

The story of today's dominant breweries is one of consolidation. Ambev merged with the Belgian 

company, lnterbrew, in 2004, becoming lnbev, and in 2009 lnbev merged with Anheuser-Busch to 

form AB lnbev. Ambev operates as an independent company with its own management even 

though AB lnbev is a controlling shareholder, owning more than 60% of the Latin American brewer's 

total shares as at December 2013. Ambev is listed on both the New York Stock Exchange, and 

Brazil's Bovespa index, where in March 2014 it was the fifth largest company by market 

capitalisation.  

 

TABLE 3: COMPARISON  

 

 AMBEV SABMILLER 

MARKET CAPITALISATION (US$ 

BN) 

118 80 

EMPLOYEES 50 000 70 000 

REVENUE FY END 2013 (US$ BN) 16 18 

Source: Bloomberg, March 2014 

Brazil is the third largest beer market in the world and hence Ambev, with its dominant local market 

share  

of nearly 70%, was an attractive acquisition target for lnterbrew. Its competitors within Brazil include 

Grupo Petropolis, Brasil Kirin and Heineken - each with a roughly 10% market share. More than 

60% of Ambev's revenues come from Brazil and over 85% from Latin America. As is the case with 

SABMiller, Ambev's investors can secure emerging market exposure through a subsidiary of a 

developed market multinational company, and in this case, the parent company is the largest 

brewer in the world.  

 



At one time, Ambev was almost entirely focused on Brazil, but it expanded outside Brazil in 1994 

through Brahma, and has extended its reach over the years through several mergers, acquisitions 

and strategic alliances into Latin America, Canada and the Caribbean. Ambev is one of the most 

profitable brewers in the world, securing ready capital for its expansion plans.  

 

The emerging market brewers, along with other consumer goods companies, needed to adapt their 

strategies to the aspirations of the up-and-coming middle class. In recent times, premium beers 

such as Heineken,  

craft beer, and imported beers have gained market share in Brazil, along with wine. This prompted 

Ambev to produce and sell Budweiser in Brazil under licence. It has been strategically positioned as 

a premium beer and was the official beer of the 2014 FIFA World Cup in Brazil. In 1999, Ambev 

signed a deal covering Brazil and other countries in the region, for the bottling, sale and distribution 

of Pepsi products. Guarana Antarctica is a popular Brazilian soft drink. Guarana is a local fruit, 

which is high in caffeine and is an ingredient in many energy drinks. 

 

SABMiller, the world's second largest brewer, and one of AB lnbev's key competitors, has also 

pursued an aggressive growth strategy, acquiring nearly 50 companies in the last decade. 

SABMiller has a strong presence across the globe and is particularly exposed to the fast-growing 

emerging markets, especially in Africa and Asia. There is speculation that some further M&A activity 

between AB lnbev and SABMiller could arise. 

 

GRUPO PAO DE ACUCAR (GPA) 

 

GPA, formerly known as Grupo Pao de Acucar, started in 1948 as a small bakery and is now 

Brazil's largest retailer, and the second largest in Latin America. The name Pao de Acucar refers to 

the famous mountain in Rio de Janeiro, and is translated as 'sugar loaf', describing its shape. The 

company is also the country's second largest online retailer and sells everything from groceries to 

clothing and appliances Given Brazil's population of over 200 million people, GPAs growth is solely 

focused on its domestic market, and it sees no need to seek out offshore opportunities. One sign of 

this is that its website does not have an English-language version.  

 

GPA's growth strategy is in stark contrast to that of South African retailer, Shoprite, which has been 

expanding out of its home market into Africa to ensure future growth as the South African market 

becomes increasingly saturated. Table 4 shows that Africa's share of Shoprite's total revenues has 

grown to over 14%. In contrast to this, GPA is looking at untapped regions within Brazil and at 

targeting new customers by covering different niche markets through different brands and 

subsidiaries. New outlets include supermarkets, hypermarkets, cash-and-carry outlets, drug stores, 



gas stations, 24-hour stores and e-commerce. Due to local content policies and high import tariffs, 

the vast majority of goods are sourced locally. It is difficult to sell higher-priced foreign goods to the 

consumer, as these attract high tariffs.  

 

TABLE 4: COMPARISON 

 

 GPA SHOPRITE 

NUMBER OF EMPLOYEES 155 000 102 000 

MARKET CAPITALISATION (US$ BN) 12 9 

REVENUE FROM OUTSIDE LOCAL COUNTRY (%) 0% 14% 

5-YEAR PRICE APPRECIATION 3x  3x 

10-YEAR AVERAGE P/E 36.0 18.6 

10-YEAR AVERAGE MARKET P/E 1.5x 1.3x 

 

Source: Bloomberg, March 2014 

 

GPA's dominant market share means it is well positioned to benefit from the Brazilian expansion in 

consumer demand. Our visit enabled us to clearly see the emerging market consumer theme 

playing out in Brazil - as there was eager interest from foreigner investors and analysts. In sessions 

at an investment conference which covered retailers, there was standing room only for latecomers. 

Table 4 shows the 10-year average price to earnings (P/E) ratios of both Shoprite and GPA relative 

to their respective markets. It illustrates the premium investors have been willing to pay for exposure 

to the emerging market consumer theme. 
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BRAZIL IN AFRICA: GOING BEYOND THE LANGUAGE BARRIER 

 

Brazil and Africa have come a long way. Brazil has traditionally had a prosperous relationship with 

its fellow Portuguese-speaking African cousins, Mozambique and Angola, which pre-dates the 



revolutions in both countries. All three are former colonies of Portugal and as such, Brazil is not 

perceived as a neo-colonial power. In fact, Brazil has the second biggest African population of any 

country in the world, after Nigeria. Brazilian products and culture are popular in Angola and 

Mozambique and its big companies (like Odebrecht and Globo, to mention two) are household 

names. In the past decade, however, Brazilian companies have started to look beyond their 

traditional Portuguese-speaking partners, to spread their wings wider over Africa, especially West 

Africa. The experience gained in Angola and Mozambique taught Brazil valuable lessons which it 

could apply in countries such as Nigeria, Ghana and Equatorial Guinea. A new generation of 

Brazilian businessmen who are fluent in English, coupled with government incentives to promote 

Brazilian businesses abroad and a faster growing economy all contributed to this expansion. 

Brazilian agricultural products and technology have proved popular in the expanding African farming 

sector. 

 

Lately, Brazil has also started to show interest in East Africa, particularly in Tanzania and Kenya. Oil 

and construction, poultry and meat are the principal driving forces in this expansion. However, 

despite several factors counting in favour of Brazilian business in Africa, it has not always been 

easy to break into the African market. Accusations of dumping levelled against Brazilian poultry and 

sweet manufacturers, often to protect inefficient local producers at huge costs to the consumers, 

have not contributed to helping build strong relationships. Although everyone is sympathetic 

towards job creation and protection, it is short-sighted to stifle a relationship with Brazil, which could 

be a major partner in many areas and assist with Africa's growth. While economic recovery in 

Europe and the USA is slow, Brazil can be a major investor and job creator in Africa. Many of 

Brazil's large industries are creating and implementing longterm and continent-wide investment 

strategies for Africa. It would only be in Africa's interest to take a pragmatic view and facilitate these 

investments. Meanwhile, Brazil is facing some serious issues at home. It had some impressive 

growth between 2005 and 2010, but after that, growth fell back to lacklustre levels of around 1% or 

2% per annum. Domestic unrest has cropped up, sparked by dissatisfaction over high levels of 

corruption, poor service delivery and one of the most unequal income distributions anywhere; a firm 

reminder that despite being the sixth largest economy, Brazil faces many challenges that are typical 

of a developing country. There is, fortunately, sufficient reason to be optimistic. Brazil has lifted 

nearly 30 million people out of acute poverty in the last decade and, thanks to significant oil 

reserves off its coast, can well become one of the world's biggest oil producers. Brazil will continue 

to be a prominent force in the worldwide economy, but must be on its guard to avoid losing 

momentum. 

 

PHOTO: P49 

 



Jankiel Santos  

Chief Economist,  

Espirito Santo Brazil 

 

THE MATCHMAKING BETWEEN BRAZIL AND SOUTH AFRICA: STILL A LONG WAY TO GO 

 

When South Africa was included in the BRIC group in 2010 -which led this group of five major 

emerging market countries to be re-baptised the BRICS -I remember that the Brazilian government 

stated that the geographical proximity between Brazil and South Africa, on top of the strong 

influence of African and European cultures in both countries, would help these nations to deepen 

their economic liaisons, since such features would virtually make us brothers living on different 

hemispheres. At that time, the trade flow between Brazil and South Africa reached US$2.1 billion -

according to the Brazilian Foreign Trade Secretariat -as a result of US$1.3 billion worth in Brazilian 

exports going to South Africa and US$0.8 billion worth of South African exports coming to Brazil. In 

order to give an idea about how timid this relationship was in 2010, that volume accounted for 0.5% 

of the Brazilian total trade flow and 1.2% of the South African total exchange of goods with other 

countries. Given the quite low level of transactions and the encouraging words delivered by the 

Brazilian government when its 'brother' joined the club, one would expect these numbers to have 

shown an improvement since then. Unfortunately, current figures reveal that the relationship 

remains as shy as it was in 2010. Once again, based upon data provided by the Brazilian Foreign 

Trade Secretariat, the trade flow between Brazil and South Africa has barely moved of late, and it 

reached US$2.6 billion in 2013. The volume accounted for 0.5% of Brazilian trade flow in that period 

and 1.3% of the South African exchange of goods -note, coincidentally, that these shares have not 

changed much over three years. What's more, while Brazil succeeded in increasing its volume of 

exports to South Africa between 2010 and 2013 (from US$1.3 billion to US$1.8 billion, respectively), 

its 'brother' witnessed its sales receding in the same period (to US$0.7 billion from US$0.8 billion). 

Before one says that their currencies might be behind such developments, it is worth bearing in 

mind that the rand weakened more than 10% in the period as compared to the real, while inflation 

was nearly the same in both countries -which means that the Brazilian currency has lost 

competitiveness when compared to the South African currency. In other words, it is apparent its 

'brother' has spared the Brazilian economy from registering a stronger deterioration in its trade 

balance recently. In my view, that's a good example of how deeds can differ from words as far as 

the coordination of the BRICS group is concerned. It still lacks a central coordination and a common 

agenda of interests, as its members remain focused on solving their own problems. Does this mean 

the quintet should split? Not at all, but they should rather try to effectively develop policy directives 

that would allow them to integrate themselves in a more effective and profitable way for all. It should 

take time, but it's not impossible.  
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Dr Lyal White  

Director of the Centre for Dynamic Markets, Gordon Institute of Business Science 

 

THE BRAZILIAN MODEL NEEDS TO IMPROVE 

 

South Africans are enamoured by Brazil. There's a similar melting pot of cultures and colours, and 

Brazil boasts the second largest black population in the world after Nigeria, and is our brother-in-

arms in the BRICS. Brazil, too, faces enormous socio-economic challenges -from high levels of 

inequality to violent crime and rural poverty. These dynamics have made Brazil's progress in recent 

years appealing to SA policymakers and planners.  

 

But Brazil's economy has failed to grow since 2010. Its development model has proved costly, and 

the country has yet to reform key institutions in the way that is needed to build competitive 

performance. In 2010, Brazil recorded an impressive economic growth of 7.7%, having brought over 

50 million people into the middle class, through targeted social programmes, increased productivity 

and job creation in just 15 years. In 2010, the country also achieved the largest IPO in history -

raising over $70 billion for pre-salt oil drilling to position Brazil as a primary oil exporter within ten 

years. It also elected its first-ever female President, and will be the first nation to host consecutive 

Fifa World Cup and Olympic events. 

 

Most significantly, Brazil displayed a refreshing sense of confidence, bound by a strong consensus 

between government, business and the unions toward a common vision. 'The country of the future', 

as it had come to be known, had finally arrived. Such achievements on the backdrop of political, 

social and cultural complexity, captured the attention of the 

world. The Brazilian model of development certainly seemed the right fit for similarly-challenged 

countries like SA  

But today the situation is very different. Unable to repeat the growth spurt of 2010, the Brazilian 

economy grew by just 0.9% in 2013, and the new middle class is protesting with greater frequency 

than ever before.  

 

Our research at the Centre for Dynamic Markets at GIBS, indicates that Brazil made little progress 

in key structural reforms between 2006-2012, the socalled 'boom years' of commodity prices and 

BRICS euphoria, failing to improve economic inefficiencies or the socio-political institutional 

landscape. There appear to be three significant constraints  



to development in Brazil. First is the infrastructure deficit, as relatively little has been done to 

improve ports, rail and airports in Brazil since the 1980s. Without proper infrastructure, Brazil will 

never realise its true potential. The second impediment is the large Brazilian state Brazil has come 

to epitomise a 'bloated state' with overly generous pensions and large social programmes which, in 

the current situation, put severe strain on public finances. This is amplified by poor planning and 

corruption. Last, the business environment in Brazil is riddled with complexity. Its notorious tax 

system is considered the most burdensome globally. Brazil is in desperate need of reform. Political 

institutions and legacies of the past should be revisited to develop a leaner and stronger state 

system. Real efforts to curb public spending and build competitiveness by addressing constraints to 

business are overdue. Brazil's membership of the BRICS is not enough. It has to improve its 

competitive performance. 
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IS THE BRAZIL MODEL APPROPRIATE FOR SOUTH AFRICA? 

 

As a result of the many parallels between South Africa and Brazil, South Africans seem to be 

increasingly -and perhaps erroneously -looking to emulate the Brazil model. While we have much to 

learn from Brazil, we are fundamentally different and I think it is worth discussing some of these soft 

differences. As someone who has married into a wonderful Brazilian family, I hope these 

observations provide some insight.  

 

Brazil has built a common national identity. Irrespective of race and class, there is community in 

language, custom, music, and social symbols, irrespective of background. By contrast, South Africa 

remains severely divided by all of these. We also host a permanent inferiority complex, in believing 

that everything foreign is better. Ironically, this means we sometimes overcompensate and deliver 

better than First World. Brazilians are almost the opposite. While aware of their shortcomings, the 

Brazilian attitude is that things are sort-of OK. While Brazilians like being Brazilian, we suffer a roller 

coaster of emotions towards our country, regularly swinging from extreme despondency to 

exuberance. Brazilians are settled in their country: they have found their groove. We have not. But 

Brazilians are far more inward-looking, while we are more outward focused.  

 

Interestingly, Brazil has a very dynamic foreign policy, unlike the shy and sometimes morally-weak 

policy of South Africa. At the individual level, Brazilians are much more entrepreneurial than South 



Africans, but our large corporates are more world class. Our infrastructure is superb relative to 

Brazil's, often referred to internally as the risco Brasil, the Brazil risk.  

 

Brazil has only ever participated in two wars -neither on their own soil, and even their dictatorship 

was relatively benign compared to our own experiences. Our history is that of war, confrontation 

and violence, which is reflected strongly in our society today. Although Brazil also has a high crime 

rate, it is not accompanied by the same levels of violence as here. South Africans tend to be hyper-

critical of government and when there is failure, we (especially the more affluent) take that as 

evidence that the country is going backwards and it is time to emigrate. Brazilians aren't surprised 

by failure or ineptitude and have learned to live with it. We tend to push ourselves. If we run, we 

don't just jog, we do the Comrades Marathon. Brazilians tend to be far more chilled, staying in their 

comfort zone. When Brazilians run, they jog along the beach at a relaxed pace and enjoy the view. 

Brazil has worked hard through strong, wellimplemented social policies in tackling the country's 

inequalities and the poor level of education. We have not, and in fact continue to condemn our 

children, especially those in rural areas, to another generation of poverty through poor management 

of the education system. It is a mistake to think that Brazil's recent economic success was 

structural; it was cyclical (much like ours up until 2008). Policies are now getting even more 

interventionist, which is accelerating their slowdown with the already  

big 'hand' of the state getting bigger. South Africa should be wary of following suit. But we should 

learn from where their policies have brought about social and economic upliftment, and how they 

have improved education. Rather than blindly emulating the Brazilian model, South Africa should 

cherry pick their successes. 
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2. INDIA 

A Crouching Tiger 

 

“INDIA IS NOT A NATION, NOR A COUNTRY. IT IS A SUBCONTINENT OF 

NATIONALITIES” 

- Muhammad Ali Jinnah 

 

"INDIA ONLY REFORMS IN CRISIS" 

-In Spite efthe Gods: The Rise efModern India by Edward Luce (2007) 

 

"INDIA HAS LEARNT THE ART OF COMPROMISE TO DEAL WITH DIVERSITY AND 

DEALS WITH PAIN WELL. INDIA HANDLES POVERTY WELL BUT NOT GROWTH AND 

PROSPERITY" 

-Mohandas Pai (2012) 

 

"INDIA GROWS AT NIGHT WHILE THE GOVERNMENT SLEEPS" 

- India Grows at Night: by Gurcharan Das (2013) 
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KEY HISTORICAL TIMELINE 

 

1500 BC  

Aryans invade India defeating the Dravidians  

700  

Muslim armies from Arabia invade India  

1600  

Queen Elizabeth 1st grants a charter to the East India Company, which sets up trading posts in 

Bombay, Calcutta, and Madras 



1628  

Work begins on the Taj Mahal, ordered by Mughal ruler Shah Jahan  

1700  

Formation of European trading posts leading to complete colonisation by Britain, following the 

decisive Battle of Plassey of 1757  

1858  

Indian mutiny fails, and the country comes under direct British rule. India is ruled through an Indian 

Viceroy - called the British Raj  

1885  

The Indian National Congress is formed  

1920-22  

A civil disobedience campaign against Britain is launched by Mahatma Gandhi, a nationalist leader  

1947  

End of British rule and partition of subcontinent into mainly-Hindu India and Muslim-majority state 

of Pakistan  

1947-48  

Massive violence follows partition, with some one million people dying in the bloodshed that 

followed  

1948  

Mahatma Gandhi is assassinated by Hindu extremist  

India goes to war against Pakistan in a dispute over Kashmir 

1951-52  

The Congress Party led by Jawaharlal Nehru wins the first general elections  

1962  

India loses brief border war with China  

1965  

Second war with Pakistan over Kashmir  

1966  

Indira Gandhi, Nehru's daughter, becomes Prime Minister  

1971  

Third war with Pakistan over the creation of Bangladesh, formerly East Pakistan.  

Twenty-year treaty of friendship signed with Soviet Union  

1974  

India explodes its first nuclear device in an underground test  

1975  

Indira Gandhi is found guilty of election irregularities and declares a state of emergency  

 



1984 

Troops storm the Golden Temple - the Sikhs' most holy shrine - to evict Sikh militants pressing for 

self-rule  

Indira Gandhi is assassinated by Sikh bodyguards, her son, Rajiv, takes over  

Thousands die following a gas leak at a Union Carbide pesticides plant in Bhopal  

1991  

Rajiv Gandhi assassinated  

Economic reform programme begun by Prime Minister PV Narasimha Rao  

Central Bank airlifts 47 tons of gold to Europe as loan collateral. Sovereign default avoided but crisis 

is catalyst for critical reforms 

1998  

India carries out nuclear tests, leading to widespread international condemnation  

2004  

Victory for the Congress Party in general elections. Manmohan Singh is sworn in as Prime Minister  

India launches an application for a permanent seat on the UN Security Council  

2005  

India's largest-ever rural jobs scheme is launched, aimed at lifting 60 million families out of poverty  

2006  

Hu Jintao makes the first visit to India by a Chinese President in a decade  

2008  

India successfully launches its first unmanned mission to the moon  

Nearly 200 people are killed in Mumbai, with hundreds injured, in co-ordinated attacks by gunmen  

2009  

Moscow to supply uranium to Delhi after India and Russia sign deals worth US$700 million  

General election victory gives governing Congress-led alliance of PM Manmohan Singh an 

enhanced position in parliament  

A new state, Telangana, is to be formed from part of the southern state of Andhra Pradesh. Violent 

protests between proponents and opponents break out  

2011  

A government minister and 13 others go on trial for one of India's biggest ever corruption scandals  

2013  

A court sentences four men to death for the gang rape and murder of a student in Delhi - a case 

that led to violent protests across India and new laws against rape  

2014  

India holds a general election where the BJP ousts the Indian National Congress 

 

Source: BBC, startfund 



COUNTRY STATISTICS 

POPULATION (BN)  1.3 billion (2014 est) World Rank 2  

LAND MASS (SQUARE KILOMETRES)  3.3 million km2. World Rank: 7 

CAPITAL CITY  New Delhi  

NUMBER OF STATES/PROVINCES 29 

GOVERNMENT TYPE  Federal Republic  

LANGUAGE  Hindi (Predominant Home Language);  

English (Predominant Business Language)  

GDP PPP (US$ TRN)  US$5.1 trillion (2013 est) World Rank 3  

GDP COMPOSITION (%)  Agriculture 17% | Industry 17% | Services 66% 

(2013 est)  

PUBLIC DEBT (% OF GDP) 67% (2013 est) World Rank: 44 

URBANISATION RATE (%)  32% (2012)  

FERTILITY RATE (BIRTHS PER WOMAN) 2.5 (2014 est). World Rank 80  

MEDIAN AGE (YEARS) 27 years (2014 est)  

UNEMPLOYMENT RATE (%) 8.8% (2013 est) World Rank 98 

POPULATION BELOW POVERTY LINE (%)  30% (2010)  

RENEWABLE FRESHWATER RESOURCES 

(BN CUBIC METRES)  

1 446 billion m3. World Rank: 9 

FOREST AREA (SQUARE KILOMETRES) 685 000 km2 World Rank: 9 

AGRICULTURAL LAND (SQUARE 

KILOMETRES) 

18 million km2. World Rank: 7 

CRUDE OIL - PROVED RESERVES 

(BARRELS) 

5.5 billion (2013 est) World Rank: 23 

NATURAL GAS - PROVED RESERVES 

(CUBIC METRES) 

241 billion (2013 est) World Rank 23 

MAJOR RELIGIONS (%) Hindu 81%; Muslim 13%; Christian 2%: Sikhs 

2%: Other 2% 

LARGEST CITIES (POPULATION) Delhi 25.1 m   

Mumbai 22.5 m  

Kolkata 15.7 m   

Bangalore 9.9 m  

Chennai 9.6 m 

Source: Source: The CIA World Factbook, International Monetary Fund, World Bank, I-Net Bridge, 

Citipopulation.de 
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OUR TRIP  

 

If Brazil was sultry and sexy, our next destination, India, was an unrelenting assault on the senses. 

What a colourful country and what a land of contrasts. And what vast, largely still untapped potential 

there is in its most abundant, overflowing, noisy, in-your-face resource - the Indian people. We felt 

we were hardy travellers after Brazil, but nothing there had prepared us for the sheer numbers, the 

scale, that is India. It's an experiencial roller coaster. Slumdog-style slums contrasted with both the 

grand relics of the Empire, and the palaces of the Maharaj as and the Moguls. There were beggars 

everywhere, chaotic traffic (Brazil was positively calm in comparison) exotic sights, bright colours, 

constant sounds, glorious spicy smells mingled with malodourous ones.  

 

India has six times the population of Brazil, with half the territory, so it should be no surprise that we 

found it more crowded and bustling, particularly in the cities. You can drive through the countryside 

and see basic peasant agriculture, with farming techniques which do not appear to have evolved in 

centuries. And you can visit Bollywood for all the glitz and glamour of the 21 st Century. It isn't 21 st 

Century Fox, but 21 st Century Tiger, but it is still pretty impressive. The lifestyles of the Bollywood 

elite are as affluent and glitzy as anything you will find in Hollywood, with just as many people 

waiting outside film lots  

and thronging to gala events to catch a glimpse of their idols. As South Africans, we knew we were 

abroad, and yet Indians are so much a part of our own lives, with well over one million South 

Africans of Indian descent. Indeed, Durban is the city with the highest concentration of Indians 

outside of India. 

 

South African descendants of Indian immigrants are prominent members of our community, in our 

government, in our offices, our friends and neighbours. As with the majority of South Africa, they 

were victims of apartheid. And of course, India's most famous son, Mahatma Gandhi, spent his 

formative years in South Africa, and part of his own political awakening took place as a result of the 

oppression he endured in South Africa. So, while we were abroad, it was exotic but not entirely 

alien.  

 

Nothing about India is simple. For instance, its complexity meant that India had multiple National 

Scars as opposed to the relatively simpler instance of Brazil and South Africa. India has a 

tumultuous history of more than 5 000 years and the scars we identified were distilled as: 

colonialism; poverty; and corruption. These scars help to explain India: its recent past, its current 

challenges, and its future ones.  



 

MEETINGS, GREETINGS AND DEFEATINGS  

 

There is no dispute that the Indians are an impressive people, as we discovered in the course of our 

23 meetings. We visited a number of companies which are expanding well beyond India's frontiers, 

and also held discussions with senior politicians and academics. One official meeting provided both 

a frustration, but also an important lesson. It happened in the office of a ministry official, who agreed 

to meet us, but then it seems, may have had second thoughts, once we sat down. While we sat in 

his office, he listened reluctantly to what we had to say, but was clearly far more interested in the 

TV. 

 

To each of our questions, he produced an almost identical answer: "You can find that information on 

the Internet." Some short time later, with no warning, explanation or apology, he summarily 

dismissed us from his office. Seemingly no wiser, but much more stressed, and in need of a drink, 

we found ourselves in the car, heading back to our hotel. A member of our party commented that 

the meeting had been a waste of time, as on the surface it indeed had been. "Not at all," went the 

counter-argument, "this demonstrates perfectly the obstructive, bureaucratic nature oflndian 

officialdom. We had to put up with barely half an hour of this treatment, whereas Indian 

businessmen must have this experience for much of their working careers."  

 

It has to be said that this one official was an exception, and most of the Indian hosts we 

encountered were quite the opposite - friendly, informative and engaging. Dr Montek Singh of the 

National Planning Commission (NPC), and one of the most senior people in the country, deserves a 

special mention, as he had initially agreed to just a 20-minute chat, but our discussion went on for 

over an hour, and it was we who in the end had to make our excuses and leave.We were 

encouraged to hear that the Indian planning body and its South African counterpart are in close and 

ongoing contact. Talk of five-year plans, so familiar within the Indian context with its more socialistic 

history, seemed foreign to our own ears. 

 

Given that South Africa has embarked on a formal planning structure, with our National 

Development Plan (NDP), while Russia has thrown the planning idea out the window, we were 

interested in India's approach. The country was on its 12th five-year plan, targeting average growth 

of 8% between 2012 and 2017, intending to boost its much-needed infrastructure, and to create 50 

million jobs. This would be equal to virtually the entire population of South Africa, but for India, it 

would only be chipping away at the country's huge backlog.  

 



A common theme emerged from all the more friendly and engaging meetings that we encountered - 

namely that both politicians and officials, and indeed businessmen almost without exception, were 

optimistic. The common refrain was "India has its problems, but ... ", or "this country is going to be a 

world leader not just in terms of population, but also in terms of wealth, health and happiness .... " 

This, it could be argued, is either a vice or a virtue. Certainly self-confidence can be an asset, but 

we needed to distil fact from embelishment. Typically, we had to depend on our more sceptical 

instincts and corroborate with additional research. The views of many informed commentators were 

often at enormous odds with what we were being told. And so we were often cautioned "he who 

thinks he understands India - and the same applies to China - probably does not ".  

 

Our trip took us initially to Bangalore, the site of most Indian telecommunications services 

companies, then onto New Delhi, the seat of government, with a special visit from there to the Taj 

Mahal in Agra, and then onto Mumbai. We were spellbound by the sights, by the food, by the 

people. Vegetarian food was easily obtained everywhere, and typically tasty. The food was good 

value, but as one moved to the more upmarket hotels, the prices rose sharply - along with the 

cleanliness and quality. Local beers are affordable, while imported alcohol is pricy, with high taxes. 

Tax is a key issue in the country, especially as it applies primarily to the relatively small formal 

sector of the country. We had been offered a special deal to stay at the world-renowned Taj Group 

of hotels, which we thoroughly enjoyed. 
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A feature of every hotel that we stayed at was the tight security upon entering the premises, which 

was even more stringent than what is found at South African airports. Security arrangements in 

India highlight that this is a country not entirely at peace - it is still threatened, both from within and 

also by its neighbours.  

 

BANGALORE  

 

Bangalore, also called Bengaluru, is situated in the South Eastern part of India. It is known as the 

Silicon Valley of India, and the capital of the state of Karnataka. It has a population of some 9. 9 

million people, making it the fourth largest, and the second fastest-growing metropolis in India. 

According to American Express, it is home to some 10 000 individual dollar millionaires, many from 

the likes of Infosys and Wipro, which are both headquartered in the city. It has a modern new 

airport, added at a cost of US$400 million in 2008, which stands in such contrast to the ramshackle 

infrastructure we experienced within the city. The lack of greenery, especially in contrast with 



Johannesburg, is noticeable - even concrete Sao Paulo could have competed. The noise level is 

deafening, and didn't diminish 

much, even at night, in our hotel rooms. We saw some incredible sights - five or more people on a 

single motor bike - a feat not to be tried at home. We had seven meetings spread over two days. 

This included Janalakshmi - a micro-finance business, TeamLease Services - recruitment 

consultancy, Premji Investments - an asset manager, TTK Prestige - which makes and distributes 

kitchen equipment, and businessman Mohandas Pai. The latter is currently the chairperson of the 

Board of Manipal Global Education Services Private Limited and Advisor to the Manipal Education 

and Medical Group. He was the chief financial officer of Infosys Limited and is one of the books 

contributors. It was well worth seeing the city, but it is not one we would necessarily rush back to. 

 

NEW DELHI  

 

Our next stop was the capital city, New Delhi, and what a contrast to Bangalore. The new Indira 

Gandhi airport stood out - with its new Terminal 3, and a current capacity of some 46 million 

passengers, making it the busiest in India and the largest aviation hub in South Asia. Similarly, the 

New Delhi metro, and then the city's many wide and less congested roads, emphasised again just 

where the politicians have their home - similar to what we experienced in Beijing. New Delhi is the 

capital city of India, which is a federation. It is not situated in a state but in a union territory, which 

bears the same name, and has parallels with the US and Australia - the US capital Washington DC 

(District Columbia) and Canberra in ACT (Australian Capital Territories). The wider metropolitan 

area has some 25 million people, making it the largest city with Mumbai the second largest in the 

country, although Mumbai is the wealthier of the two. Delhi has, in fact, been destroyed and rebuilt 

some 10 times. 

 

  



TRAVEL TIPS 

 

"I ASK MYSELF THAT EVERY TIME I GO BACK, WHY THE HELL DID I COME BACK HERE 

AGAIN!? HA-HA! IT'S SUCH A CHALLENGING COUNTRY IN MANY WAYS BUT IT IS ALSO 

SUCH A MAGICAL PLACE AND NO OTHER COUNTRY ON THE PLANET COMES CLOSE 

WHEN IT COMES TO CRAZY TRAVEL EXPERIENCES."  

 

-Julian Hanton, Travel Channel 

 

DID YOU KNOW? India is widely credited with the invention of chess. 

 

For the Business Traveller For the Tourist 
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TRAVEL  

When planning your diary ensure you can stay 

in the same part of town as where your 

meetings are to be held. Indian cities are very 

busy with many traffic jams If you book 

meetings on opposite ends of town, you are 

bound to run late.  

SHOPPING  

No matter how convinced you feel that you 

struck a good deal, you probably didn't. Prices 

of goods or services are typically inflated, so it's 

just a matter of how much you can bring down 

the initial price. Bargain, bargain, bargain.  

LANGUAGE  

Although accents are strong, English is widely 

spoken, helping you to have a healthy 

exchange of views in meetings.  

POVERTY  

What you saw in the movie 'Slumdog 

Millionaire' will be played out in real life. Kids 

work in groups and beg on almost every street 

corner, while young women hold onto sleeping 

babies and beg you for food. If you give money 

to one beggar, there will be several flocking to 

you.  

PLANNING  

Be prepared to wait for meetings to be 

confirmed. Trying to prepare a schedule in 

advance may turn out to be frustrating, as 

meetings are often confirmed only at the last 

minute.  

REVERED PEDESTRIANS  

If you are hiring a vehicle, don't knock down 

any animals, especially not cows. Cows have 

the right of way on the streets and are found 

wandering almost everywhere. Rather feed one 

- it is considered lucky.  

MEETINGS  FOOD  



Check when it's the reporting season for 

companies. Firms will not meet you during this 

period, even if the meeting is not investment-

related. For better perspectives, make sure you 

plan to see a good number and range of 

people.  

Try it all, from curries to sweets, to Indian 

drinks - it's an amazing experience. Each state 

has its own unique treats. Even if you are 

careful where you eat, the Delhi belly could get 

you - but its worth the risk. 

SPONSOR  

It is good to have a local host or sponsor attend 

meetings with you They may provide an 

insightful and different perspective of the 

meeting.  

TRAFFIC  

It is scary, but drivers rarely knock over 

pedestrians -although they often come close. 

Travelling in tuc-tucs can be speedier (though 

no less scary) and they will get you to your 

destination quicker than the larger vehicles. 

CURRENCY  

The rupee is the official currency but be 

prepared to be met with terms such as the 

crore and the lakh. One crore is equivalent to 

10 million rupees and one lakh is equivalent to 

100 000 rupees. 

 

 

New Delhi hosted the Commonwealth games in 2010, where it is estimated that some 500 000 

people had to be moved to make way for the new subway and other improvements. The fourth 

BRICS Summit was held in the city in 2012 as well.  

 

We primarily met politicians and academics in New Delhi. Most of the Indian corporates are located 

elsewhere. We also toured the Old City and its teeming market, as well as the Red Fort - built by 

Shah Jahan when he decided to move his capital from Agra to Delhi. From New Delhi to Agra we 

travelled along the new Yamuna Expressway, which opened in 2012, some two years behind 

schedule and at a cost of US$2.1 billion. This journey took three hours where previously it took up 

to eight hours, on the old road. The road was virtually traffic free, probably as a result of numerous 

tolls along the way. The farms we passed were quite basic and once we were out in the 

countryside, we became aware of the smog hanging over Delhi.  

 

MUMBAI  

 

Our final stop was the enormous city of Mumbai, previously Bombay. It rivals the wider Delhi 

metropolis in terms of population, with some 22,5 million people. It is the capital of the state of 



Maharashtra, and has the oldest stock exchange in Asia, the Bombay Stock Exchange (BSE), 

established in 187 5. Unfortunately, we did not meet its executives as we were able to do with its 

equivalents, the JSE in South Africa and the Bovespa in Brazil. Mumbai consists of seven islands, 

and has a deep natural harbour, both of which contribute to making it the richest city in India, with 

the greatest economic output. We visited an array of impressive companies in the city, including the 

Tata Group, Tata Consultancy, the Mahindra Group, Larsen & Toubro, GMR Infrastructure, Shriram 

Transport, Godrej Consumer and The Reliance Group. We also attended a meeting with the 

Esperitos Santos team, our hosts and guides in India, at their offices. The highlights of our stay, 

which stood out among the visits in all of the five BRICS, were the two Mumbai tours - to the 

Dharavi slum and to a Bollywood studio in the city.  

 

Mumbai is notorious for its terrible traffic and traffic jams. Both Sao Paulo and Moscow ranked 

poorly according to the Tom Tom Traffic Congestion Index. Mumbai would rank amongst the worst if 

they were measured. This has improved of late due to the completion of the US$260 million Raj iv 

Ghandi Sea Link which was opened between 2009 and 2010. It has an average daily traffic flow of 

some 37 500 vehicles and has assisted in reducing travel times substantially. This, along with many 

of the other more obvious, larger infrastructure projects, stood out for us on the trip. The addition of 

new infrastructure has a high impact both in supporting growth and in reducing bottlenecks. 

Infrastructure expansion is consequently an enormous positive for the country, delivering high 

economic returns. This is not the case in other countries, which are well-endowed with 

infrastructure. 
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TRIP INSIGHTS  

 

COMPANY ENCOUNTERS  

 

A wide range of industries across different sectors, were included in the companies we met in India. 

From this, we were able to identify some clear common characteristics. The most striking is that - in 

clear contrast to many executives in Brazil - Indian businessmen are keen on expanding outside 

their national boundaries. One might ask why this is, given the vast population in their own country. 

The answer seems to relate to one of the National Scars we identified - red tape and corruption - 

which may make it necessary, and possibly easier, to expand outside India rather than within its 

borders. Another factor may be that Indians are by nature entrepreneurial, and keen to push the 

frontiers. We also suspect that there is a desire to diversify revenue streams, with greater earnings 



from non-Indian sources. Within this context, we found a far greater interest in everything outside 

India, including in the BRICS - quite unlike the domestic focus we had observed in Brazil.  

 

Our meetings ranged from encounters in a tiny office of a micro-finance operation, where we were 

barely able to fit into the elevator let alone the offices themselves, to others in high-rise, high-priced 

real estate, which rival the finest office blocks of New York, London or Shanghai. 

 

In Brazil, we struggled to find any companies with ties to South Africa, yet in India we were able to 

identify some 66 Indian firms with South African links. This could possibly be explained by the large 

Indian expat community in our own country, and also to the more outward-looking approach of the 

Indians. Similarly, the South African presence in India is apparent, with companies like SABMiller, 

Old Mutual, Altech, Sanlam, FirstRand and Life Healthcare.  

 

An important element of the Indian economy, which is similar to Brazil, and one of its growth drivers, 

is the small business sector. Small companies and sole traders are everywhere, offering various 

products and services. There seems to be a good mix between small and large businesses in India, 

and a healthy understanding that it was not the job of the state to provide employment, with the 

private sector in the driving seat. At the same time, there is almost no examples of corporates which 

dominate the country - India is simply too large, too complex and too divided by its very different 28 

states, for this to be easily achieved.  

 

The number of companies that were diversified, conglomerate holding companies, surprised us. 

Many also had philanthropic ownership structures. It struck us in this regard that India has some of 

the more unique corporate features in the world. In contrast, the rest of the world has moved in the 

opposite direction - towards more focused businesses and a strict shareholder focus.  

 

THE BRITISH IN INDIA  

 

At the height of the British Empire, India was seen as the Jewel in the Crown of its colonial system, 

which painted vast tracts of the world map in the Imperial red. For the Indians, colonialism and 

subsequent partition etched a National Scar. Colonialism is frowned upon these days, but it can be 

argued that the British did introduce many benefits to India as well. They consolidated some 530 

city states into the current 28. They introduced an enlightened legal system, the English language, 

infrastructure and elements of political stability - although the legacy of partition was certainly not a 

stable one. The still-festering scars of partition mean an uneasy relationship between India and 

Pakistan, made more worrying by both being nuclear powers. Yet, forcing unity instead of partition 

would have been worse. While the British may have brought some benefits to India, they also 



extracted vast wealth from the country. Despite its agricultural potential, India had to import food 

during British rule, and there were periods of starvation, most notably in the six-year Indian Famine 

between 1896 and 1902, in which an estimated 19 million people died - a wound that led to one of 

its National Scars.  

 

India's growth was quoted in Edward Luce's book, In Spite of the Gods, at around 1 % from 1900 to 

independence at 1947, with growth accelerating to between 3% and 5% between 1948 and 1991, 

postindependence. Following the economic liberalisation from 1991, growth accelerated to 

between 5 % and 7% between 1992 and 2011 with a brief spike to 10%. However, growth has 

slowed markedly since 2011, as reforms have stalled and the quagmire of corruption and red tape 

has strangled further progress. While the current five-year plan targets an 8% growth, this has 

proven to be wishful thinking without further structural reforms. It would be disappointing if India did 

not show GDP growth rates comfortably north of 5% over most time frames.  

 

A LAND OF CONTRASTS  

 

As we have noted, India is a land of contrasts. The poor are everywhere, but there are Indians that 

have done extremely well in business, and are in the global Fortune Top-100 ranking of billionaires. 

Indeed, India has more billionaires than Britain, with the man often cited as the UK's richest 

resident, Lakshmi Mittal, hailing from India. The home oflndia's richest man, Mukesh Ambani in 

Mumbai, is a symbol of this vast wealth. The 27-story tower block, called Antilia, is the home built 

for just this one man and his family of five. There are 600 staff who work in the US$1 billion high 

rise, which boasts nine lifts, three helipads, and six floors devoted to a collection of cars. And it's 

only a few kilometres away and visible from the Dharavi slum. Yet, despite the massive wealth 

oflndia's elite, in stark contrast to much poverty among the masses, the country has the lowest Gini 

coefficient - a measure of income inequality between the rich and poor - of any of the BRICS, and 

one doesn't sense quite the same antagonism towards the rich, that one does, for example, in 

South Africa. 
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Entrepreneurs in the Dharavi slum (CAPTION) 

 

Just as we were struck by the gap between India's rich and poor, we noticed a contrast between the 

cities and the countryside. Some two-thirds of Indians still live in the countryside, accounting for 

60% of the labour force - but providing just 15% of GDP The trend is towards urbanisation, with an 



additional 250 million people expected to leave the countryside for the cities by 2030, putting further 

massive strain on already-strained urban infrastructure, intensifying the crowding in the already-

crowded cities and slums. One attempt to anchor people in rural areas is the Mahatma Gandhi 

National Rural Employment Guarantee Act (MGNREGA) of 2005. It guarantees adults in rural areas 

at least 100 days of work a year, with women accounting for about one-third of beneficiaries. A 

further noticeable impact of urbanisation in India, and elsewhere, is falling fertility rates. In rural 

areas, children provide both cheap labour and a form of social security for their elderly parents. In 

cities, they are costly, with improved education and access to birth control also helping to curb the 

population growth.  

 

Another contrast within India is that between the young and old. Half of the Indians are under 25 

years of age, and in contrast to aging China and Russia, this youthful profile is expected to help 

boost growth and development. The youth see the world differently to their elders. They see red 

tape and corruption as the Indian National Scars, and they increasingly model themselves on the 

Western lifestyle, to the chagrin of their elders. 

 

THE SLUMS AND BOLLYWOOD - REALITY AND FANTASY  

 

We had visited the favelas in Brazil and it was important that in India we spent some time away  

from luxury hotels and air-conditioned offices, and visited the slums too. Our tour of the slums was 

especially important in the context of poverty being one of India's National Scars. We took a tour of 

Mumbai's Dharavi slum, with a delightful young resident - a student who earns pocket money by 

conducting slum tours. This slum is one of 2 500 such settlements in the city, home to eight million 

people in total, a staggering 40% of the total population in the urban mass. Dharavi alone has some 

one million occupants, making it one of the largest slums in the world. The poverty is evident, as 

was the obviously poor infrastructure and health hazards, yet our overriding impression was more 

one of energy, hope and productive activity - no doubt influenced by the infectious positive nature of 

our young guide. The Indian slums are not places where people just sleep - which would mainly be 

the case in the Brazilian and South African informal areas. In India, the slum where they live is also 

where they work. There are small businesses everywhere, and we were informed that there was a 

turnover of some US$1 billion a year in Dharavi alone.  

 

We were also informed that the slum recycles up to 60% of Mumbai's waste in its enterprises - a 

dual benefit. There seemed to be a harmonious community spirit where even Muslim and Hindu 

mixed happily. Our guide said that some millionaires choose to remain in the slum both due to the 

warm community spirit and, possibly, to escape the higher tax that would inevitably assail them, 

were they to leave and enter the formal economy. But this was hard to prove. 
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The IS team met the above Bollywood star Ali Asgar on the movie set, and then saw a picture of 

him on a bus shortly thereafter to the envy of a number of our Indian colleagues 

 

It may be a very different environment, but another graphic illustration of India's energy, which is 

also found in Mumbai, is the Bollywood film industry. Hollywood produces around 500 films a year - 

but its Indian equivalent is an industry in both name and nature, producing twice that number - 

around three a day, on average. And just as the Hollywood actors and actresses are idolised and 

avidly followed by their fans, the modern day Indian movie gods and goddesses are just as high in 

their own celebrity stakes. Along with the country's cricketers they form part of a social elite, and are 

increasingly becoming known outside India as well, as other countries come to better understand 

and appreciate the artistry and entertainment value of Indian film and TV Social elites are also very 

useful as a marketing prop - the best way to market any product is to have it endorsed by a cricketer 

or Bollywood star.  

 

RELIGION  

 

Religion remains a major backdrop to the life of the country. Despite partition between India and 

Pakistan, around 13% oflndia's population today is Muslim, with Hindus accounting for the vast 

majority of around 81 %. Christians and Sikhs each account for around 2%, with a mix of other 

smaller religions making up the remaining 2%. Although people of different religions usually co-exist 

quite peacefully in India, but conflict can erupt unexpectedly from time to time.  

 

Religion adds much to the character of India, with diverse and colourful religious festivals, 

impressive temples and mosques, and, as many Westerners have discovered, there is a unique and 

impressive spirituality in India. Karma is an important concept and partially explains India's ability to 

deal with abject poverty, and to endure hardship, with little complaint.  

 

The Dussehra festival which occurred during our trip, is the second most important celebration to 

the Hindus, and we saw an effigy ofRavana (demon) being burnt at sea. Religion also lies at the 

heart of many dietary practices, with many Indians following a vegetarian diet. 
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GENDER ISSUES  

 

India has had some iconic women - the saintly nun of the Calcutta slums, Mother Teresa, and 

India's third Prime Minister Indira Gandhi, to name but two - along with a string of highly-successful 

Bollywood actresses. However, scratch the surface and a shocking tradition rears its head. 

Daughters are welcomed far less than sons, particularly in the less sophisticated rural communities, 

and many mothers abort on the news that they are expecting a female child. Often a daughter is 

raised more as a servant than as an equal family member and violence against women can be 

shocking. Some recent cases of gang rape and murder of women have shocked the nation and hit 

the headlines. Progress has been slow with India ranking in the top-five most dangerous places in 

the world for women - a shaming blight on the world's largest democracy, according to the BBC.  

 

CORRUPTION  

 

Corruption is a global problem, despite the media in any one country tending to suggest it is 

homegrown. Among the BRICS, the Russians have the worst problem by far, with India in an 

inauspicious second place. Within India, it is rife in both the public and private sectors. One of the 

most notorious corruption scandals occurred in 2008, and involved tenders for 2G 

telecommunications services. 

 

Bidders paid far below the true value of licences, with an estimated loss to the fiscus of US$3 9 

billion - a real sum of money in anyone's terms. A telecommunications minister, Andimuthu 

Rajawas, was jailed for corruption, ironically something many South Africans believe should have 

happened in not dissimilar cases of cronyism or corruption within their own borders. Coal mining 

rights, building contracts for the Delhi Commonwealth Games and the Adarsh high-rise housing 

complex for war widows in Mumbai also have all featured in high-profile corruption scandals. But 

while these make the headlines, it is the day-to-day, pervasive bureaucratic malaise which may be 

doing the real harm to India's economy. An example - the Licence Raj - reflected the far-from-petty 

power of bureaucrats to slow down administration, while ensuring their own self-enrichment, or as 

we euphemistically term it - 'salary supplement opportunities'. The Economist (10 Mar 2011) 

suggested it can take 200 days in India to get a construction permit, and seven years to close a 

business. It concluded, by saying: 'Regulations are not, by and large, deterrents to corruption, but a 

source of it.' We wouldn't differ.  

 

EDUCATION  

Call your London or New York bank, and there is a reasonable chance that the call centre to which 

you will be routed will be housed in India. Indians are well educated, and while their accents can be 



strong, they compete favourably in service industries, information technology (IT), textiles and a 

number of other sectors. It is one of the reasons for India's success in its highly-rated IT services 

and business process outsourcing (BPO) companies - the likes of Tata Consultancy, Infosys, 

Cognizant, Wipro and HCL Technologies, with their strong foreign revenue streams that contribute a 

significant proportion of total Indian exports.  

 

The achievement of a globally competitive education system, where measures like the quality of 

maths and science education rank the highest amongst the BRICS, help nurture the skills needed in 

the IT and related industries. However, one of the companies we visited described the education 

system as 'bookish', with the quantity of graduates to a certain extent coming at the expense of 

quality. But largely, the country's young population gives it an advantage and is one of the 

foundations of future growth and economic development. 

 

GOLD  

 

If Johannesburg is the City of Gold, India is the Land of Gold. Indians are the largest consumers 

and collectors of this precious metal in the world, though the Chinese are fast catching up, and the 

metal forms an essential part of Indian culture, tradition and history. Indian weddings are well known 

for their colour and ceremony, and brides are frequently bedecked with gold jewellery and trinkets. 

'If there is no gold, there will be no wedding.' While the official Indian gold reserves are small at 560 

tons, according to the World Gold Council, the amount of gold held within Indian households is 

estimated at between 18 000 and 20 000 tons. Should gold prices rise substantially, India's 

population could thus be catapulted fairly rapidly from a fairly poor one, on average, into a fairly rich 

one. The importation of gold has a large negative impact on India's current account, and hence 

measures were put in place to discourage gold imports in 2013. This has been unsuccessful, 

boosting the illicit smuggling of gold across the borders, and raising the premium paid for physical 

gold above the quoted global gold price.  

 

We visited a Tanishqjewellery store, part of the Titan Industries group, in Mumbai. We were amazed 

to learn that Indians store their savings in the form of gold- bars, portions of gold (and platinum) 

bars, even shavings of gold, for smaller amounts. These jewellery shops thus serve as effective 

banks or safety deposits for the life savings of many Indians.  

 

DATA COMPLEXITIES  

 

One of the issues we struggled with was obtaining reliable data. Considering the huge level of 

poverty in the country, one would expect to see a high quoted unemployment number. Yet official 



numbers show unemployment below 10%. There were wide differences between sources and also 

some large and unexplained moves between years. We are not India experts and hence, as with 

China, one senses a need to treat some of the official numbers with a degree of caution, an 

example of confusing statistics can be found in the tables below.  

 

TABLE 1: UNEMPLOYMENT DATA 

 

YEAR OFFICIAL UNEMPLOYMENT RATE (INDIAN 

LABOUR BUREAU) 

UNEMPLOYMENT RATE 

(BLOOMBERG) 

2010 9.4% 10.8% 

2011 3.8% 9.8% 

 

Source: India Ministry of Labour; Bloomberg 

 

POVERTY 

 

TABLE 2: POVERTY DATA 

 

 % OF POPULATION 

(2010) 

HEADCOUNT (M) 

Below 50 US cents/day 30% 367 m 

Below US$1.25/day 33% 404 m 

Below US $2/day 69% 845 m 

Source: World Bank, 2012 

 

Poverty levels are staggering with 69% of the country (845 million people) living on less than US$2 

a day and 30% (367 million) people living on less than 50 US cents a day, according to World Bank 

data. In comparison then, problems amongst the more modest 50 million South Africans are 

completely dwarfed. The challenges of poverty on this scale are obvious.  

 

EQUITY MARKETS  

 

The Indian equity market has enjoyed periods of strong global outperformance. However, the 

potential scope of investing in the country is not reflected in its main benchmark index, which has 5 

00 shares - against more than 5 000 listings in total. The alpha potential against its benchmark 

index is relatively high due to the growth of the economy, and also the wide choice of listings. For 



example, over the 10 years to 2013, there were more shares rising more than 10-fold ('10-baggers') 

than in any other major bourse, as reflected in the following table.  

 

NUMBER OF STOCKS THAT HAVE RISEN OVER 1 000%-10 YEARS TO 2013 
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Source: Espirito Santo Investment Bank group  

 

It is a market that offers enormous opportunity to the diligent investor, and is well suited to active 

portfolio management.  

 

The market has tended to trade at a premium to its BRICS peers, as a result of many factors - 

including its GDP growth, large listed opportunity set, entrepreneurial management, and expansion 

opportunities, both within and outside its borders. 

 

ACHIEVEMENTS  

 

According to data by Angus Maddison, in the year lAD, India had the largest GDP on the planet. It, 

along with China, then made up some 70% of world GDP This was the case right up to the end of 

the 17t1, Century. But both lost ground, for various reasons including the industrial revolution in 

Europe, and the rise of the US. Both China and India were relatively closed economies and 

resistant to, the technological advances being made externally. They became vulnerable to foreign 

invasion and colonisation by European powers.  

 

The higher recent growth rates and the development of a modern economy suggests that India is 

now showing signs of regaining its former glory. India has achieved much, including its nuclear 

programme in 1949 and its space programme in 1952. It has geo-stat satellites in orbit, globally 

competitive corporates and has recently lifted millions out of poverty.  

 

India could rightfully lay claim to being another aspirant world superpower into the future - along 

with its Asian neighbours Russia and China - both of whom could have staked such a claim. But 

that is part of its challenge too. It has potentially belligerent neighbours, many armed with nuclear 

weapons, and ambitions of their own.  

 

CHINA & INDIA I SHARE OF WORLD GDP 
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China & India: Once superpowers, who lost their way_ but are now in 'comeback mode'. 

Source: "Statistics on World Population, GDP and per Capita, 1-2009 AD'; Angus Maddison 

 

India is also one of the world's significant military powers numbering more than 1.3 million in its  

defence force, which is ranked the third largest in the world, according to TheBusinesslnsider.com.  

 

LESSONS FOR SOUTH AFRICA  

 

While we would certainly never write off Brazil and believe we can learn lessons from it, it is a 

challenging place for South African firms to do business. India may have more prayer mats than red 

carpets, but the Indians are more open, welcoming, and interested in doing business with South 

Africa. There is a common language, a shared heritage and a comfort that this is a somewhat 

familiar place. Of course India has its differences, its contrasts, its challenges -and all on a bigger 

scale. You may know one of the 28 states, but the other 27 in the federation are quite different. 

Each state will require a different approach and business model, and some may be less worthwhile 

than others for the investor. However, India is most certainly on the rise, and we anticipate will be 

one of the primary global drivers within the BRICS and the broader global economy. The anticipated 

reforms of the new government will be critical. It is of little surprise that some large South African 

companies have started operations in India and more will follow. It is simultaneously one of the 

more complex, yet exciting markets for investors and businessmen to explore further. 
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CORPORATE SELECTION 

 

TATA 

Tata, started in 1868 by Jamsetji Tata, is one of the best known and trusted brands in India. As 

Indis’s biggest family-owned unlisted conglomerate, the group currently consists of more than 100 

companies involved in a wide range of sectors and industries -  including engeneering, automotive, 

materials, steel, IT, telecommunications, chemicals, power, financial services, and retail. 

 

TABLE 3: KEY STATISTICS AS AT 2014 

 

COUNTRIES IN WHICH TATA HAS A PRESENCE   >100 

MARKET CAPITALISATION (US$ BN)     109 



SHARE OF REVENUE FROM OUTSIDE INDIA (%)  63% 

REVENUE FY 2012/2013 (US$ BN)    97 

NUMBER OF EMPLOYEES     >540 000 

 

Source: tata.com, March 2014 

 

Tata has advanced in tandem with the Indian economy, having been part and parcel of India's 

industrialisation. This can be seen in the founding of companies such as Tata Iron and Steel 

Company (1907), Tata Chemicals (1939), Tata Motors (1945), Tata Industries (1945) and Tata 

Consultancy Services (1968). In fact, the maiden flight in Indian aviation was facilitated by Tata 

Aviation Service, and was piloted by the group's chairman, JRD Tata, before the government 

nationalised Air India in 1953.  

 

Members of the Tata family have remained at the helm throughout the conglomerate's history and 

while no Tata family member has been chairman since December 2012, the family still controls over 

65% of the shares in Tata Sons, the group's holding company, via many trusts that have been 

created over the years to house portions of the family's wealth. The group has maintained a strong 

focus on social responsibility and these trusts support many different causes, institutions and 

individuals. The Tata name and brand is therefore hugely significant. It is a trusted, proudly Indian 

symbol, with strong historical and cultural ties to the country.  

 

Tata has also been influential in the growth of the Indian automotive industry. According to 2013 

production data, India is the sixth largest motor vehicle producer in the world, with Tata the country's 

largest-producing brand. India's first indigenously manufactured passenger car, the Tata lndica was 

launched in 1998, and in 2008, the Tata Nano was unveiled and promoted as the world's most 

affordable car.  

 

While having a significant market share and legacy in India, the company also has a strong outward 

focus, not just on the BRICS, but anywhere that opportunity presents itself. Tata has recognised 

from experience, that a successful business model in one Indian state, may not necessarily apply in 

another, therefore it cannot afford to employ a single, blanket strategy. 

 

Tata's ability to be successful in the global market is due, in part, to India's competitive advantages 

of affordable skilled labour, widespread use of English, and the ability to produce customised goods 

on a large scale. We saw this at the Titan Tanishq store, a jeweller and personal accessories 

manufacturer. Tata embodies India's entrepreneurial spirit, seeing problems as opportunities. Tata 

has not been deterred in entering a new or foreign sector or industry if there is a strong business 



case. The group is ever-evolving. Tata's market capitalisation is built from the 13 listed Tata 

companies, of which Tata Consultancy Services (TCS) makes up over 60%, reflecting the changing 

dynamics within the Indian economy toward IT and services. TCS employs roughly half of all 

employees within the broader Tata group.  

 

Some 63% of Tata's revenue comes from outside India, which speaks not only to its exports but 

also its desire, and ability, to operate and have a physical presence in foreign countries. Tata has 

been in Africa since 1977 when it set up Tata Zambia to facilitate the importation and distribution of 

its vehicles. Tata Africa Holdings was established in Johannesburg in 1994, and now serves as the 

group's headquarters on the continent. 

 

TEAMLEASE SERVICES 

 

Teamlease Services is India's largest HR Services Company. It is a private company that started in 

2002 and has 80 000 employees in more than 1 200 locations across the country. Teamlease uses 

project-based online and satellite-based training in order to expand its reach. The company 

provides HR solutions and plays a critical role in helping to tackle unemployment in India through 

skills development and in promoting labour and educational reforms.  

 

The co-founders of Teamlease informed us some one million people joined the Indian work force 

every month. The company's latest India Labour Report publication claims that it has 'hired 

somebody every five minutes for the last five years, but hired only 5% of the kids who came to us 

for a job'. Unlike many other Indian companies, Teamlease's focus and growth remains within 

Indian borders, as its home market still presents growth opportunities.  

 

Strong GDP growth in India has not fully translated into employment growth, much originating from 

the informal sector. Teamlease trains candidates, matching skills to employment opportunities. It is 

both a necessary and effective system due to the theoretical nature of education. Students earn 

qualifications, but struggle with not having developed practical workplace skills. Teamlease 

acknowledges that India has to choose between spending resources on giving more people access 

to education or improving the current system for those fortunate enough to have a decent 

education. It has warned of the challenges faced by existing institutions from costly government 

regulatory requirements and procedures, which stifle flexibility and innovation in the education 

system.  

 

India has many trade unions, but these are mainly in manufacturing, while India's biggest driver of 

employment growth has been the services sector, which has low union membership.  



Organisations such as Teamlease are viewed positively within the country, even though they could 

partially disintermediate the labour unions. This is in sharp contrast to the views taken by unions in 

South Africa which are opposed to labour-broking. That is problematic, as companies such as 

Teamlease would have a role to play in South Africa to help reduce the country's unacceptably high 

rate of unemployment. 

 

GMR GROUP 

 

The GMR Group is an infrastructure conglomerate founded in 1978 by mechanical engineer 

Grandhi Mallikarjuna Rao, and hence his initials were used in its name. GMR Holdings Private, 

which has headquarters in Bangalore, is the holding company of the GMR Group. Its subsidiary, 

GMR Infrastructure houses all the assets and is listed on both the Bombay (BSE) and National 

Stock Exchanges (NSE)  

 

TABLE 4: KEY STATISTICS 

NUMBER OF EMPLOYEES 776 (March 2013) 

MARKET CAPITALISATION (US$ BN) 1.4 (March 2014) 

REVENUE FY 2013 (US$ BN) 1.8 

 

Source: Bloomberg, March 2014 

 

GMR primarily has interests in airports, energy, highways and urban infrastructure. It is an asset 

developer and operator rather than a construction company The group's portfolio includes 15 power 

projects, three airports, eight highways and several coal mines. It was awarded its first railway 

project in Uttar Pradesh in March 2014. It also has a presence in Turkey, Indonesia and Nepal. We 

saw some of these infrastructure projects first hand, including the Indira Gandhi International Airport 

in New Delhi - India's largest and busiest airport. Many of these projects are truly world-class, 

emphasising the ability of developing countries to catch up with developed countries through the 

intelligent use of infrastructure and technology.  

 

India's infrastructure requirements are vast and the sector has rightly been identified as a key driver 

and catalyst for growth. The government has previously excluded private-sector involvement in 

infrastructure. However, since the early 1990s when economic reforms were introduced, the Indian 

economy has opened up and there has been progress in privatisation. India's National Planning 

Commission has projected in the country's 12th five-year plan that US$1 trillion will be spent on 

infrastructure from 2012-2017. The increasing role of the private sector, including companies like 

GMR, is illustrated in Table 5.  



TABLE 5: SHARE OF PRIVATE INVESTMENT IN TOT AL INDIAN INFRASTRUCTURE SPEND 

 

10th 5- YEAR PLAN (2002-

2007) 

11th 5- YEAR PLAN (2007-

2012) 

12th 5-YEAR PLAN (2012-

2017) 

22% 38% 48% (projected) 

 

Source: India Planning Commission  

 

GMR uses a public-private partnership (PPP) model, in which the private sector assists government 

by raising funds to finance public infrastructure expenditure, and then takes a share of the profits 

from the development and operation of the project. GMR explained that it had offered the 

government a 46% slice of the revenue from a project for which it was bidding, and a material 

share.  

 

The involvement of the private sector alongside the public sector can enhance efficiency, innovation 

and increase the focus on securing a good return on investment. GMR's role in the upgrading of 

New Delhi airport has been cited by many as a case study of how well the PPP model can work. 

The airport is highly rated and was completed ahead of schedule, which is not always the case with 

large infrastructure projects. 

 

There have been some problematic projects such as its Rajahmundry gas plant, which provoked a 

major debt restructuring. This led to the share price falling by as much as 80%, at the worst point. 

The company has learned from this, and adopted an 'asset light - asset right' strategy in 2012, when 

it began to divest from and to shed projects to reduce its debt and focus on its higher quality and 

more profitable revenue-producing assets. This strategy included divesting from the Kendal and 

Eloff coal mines in South Africa, in which GMR had held a stake.  

 

The PPP model has challenges. A bidding process is required, and due diligence needs to be 

produced by all parties to ensure that the most competitive bids do not compromise on the quality 

and sustainability of the proJect. It is also important that the partnership captures the synergies 

between the public and private sectors, rather than causing delays and inefficiencies. Large 

infrastructure proJects around the globe are notorious for corruption, and India will need to ensure 

that it manages its relationship with the private sector in order to get value for money in its 

infrastructure expenditure, and that it tackles the current bottlenecks in the system in order to drive 

economic growth. 

 

THE TTK GROUP 



The TTK Group was founded in 1928 and has played an integral role in the development of 

organised distribution in India, with its set up for a wide range of locally produced and imported 

products. Incorporated in 1955, TTK Prestige is the flagship company of the group and is India's 

largest kitchen appliances brand and also includes interests in property It employs over 2 500 staff 

and had revenues of Rs13.8 billion (US$02 billion) in its 2013 year. 

 

TTK Prestige initially focused on manufacturing pressure cookers, but the product range has 

evolved and it now has a more diverse revenue stream from a wider range of kitchen appliances. 

TTK Prestige initially sold its products through all the major retail outlets in India, until launching its 

own retail initiative in 2003, called Prestige Smart Kitchen, and now has over 500 outlets in over 200 

cities. This is expected to grow substantially through a franchise model. India's population is 

increasingly connected to the internet, allowing people to shop online. This provides further sales 

opportunities for TTK Prestige.  

 

TTK Prestige exports its products to Africa, Australia, Europe, Middle East, Sri Lanka and the 

United States. In sub-Saharan Africa its goods are sold by most major retailers under the Prestige 

brand, although in other export markets its goods are largely sold unbranded or through 

subsidiaries, such as the Manttra brand in the US. However, while exports grew by a whopping 92% 

in FY 2013, these still only account for 5% of total revenues and hence, India remains the 

company's primary source of revenue and focus.  

 

TTK is taking advantage of both India's demographic advantage and emerging middle class - an 

investment theme that has been popular in recent years, and is reflected in TTK's stock price 

performance. From January 2008 till March 2014, the stock price increased some 15-fold.  

 

During our meeting with TTK Prestige, they emphasised the diversity of the different regions in India 

and the need for separate strategies in each region - a theme echoed at many of our Indian 

meetings There is no such thing as a pan-India strategy, as each state needs to be tackled 

differently The challenges that a foreign retailer entering India would face are obvious - suffice to 

say it would be difficult, especially without a local partner. In FY 2013, 75% of the company's 

turnover came from India's southern region, which illustrates its drastically different levels of 

success between regions. 

INFOSYS 

 

Infosys is India's second largest IT consulting and services company by revenue, after Tata 

Consultancy Services. The company has approximately 160 000 employees and operates in more 

than 30 countries. India has a strong entrepreneurial ethos, due to limited employment 



opportunities. Infosys is an example of this entrepreneurial spirit. The company was founded in 

1981 by seven engineers with seed capital of US$250. In December 2013, Infosys had a market 

capitalisation of US$32 billion and had the largest weighting (approximately 11%) in the MSCI India 

Index. It is one of India's premier companies and generally trades at a premium relative to the 

market.  

 

ANNUAL REVENUE OF THE TOTAL INDIAN IT SERVICES INDUSTRY 

 

(GRAPH): P77 

 

Source: Infosys 

 

TABLE 6: GEOGRAPHICAL SPREAD OF INFOSYS REVENUE 

 

 REVENUE SPLIT (%) 

NORTH AMERICA 62% 

EUROPE 23% 

REST OF THE WORLD 13% 

INDIA 2% 

 

Source: Bloomberg  

 

Like Tata and other Indian conglomerates, Infosys has looked for opportunities across the globe It 

may be a proudly Indian company, but Table 6 illustrates that Infosys receives only a minimal 

portion of its revenues from within India. Infosys has a strong philanthropic and social responsibility 

focus, recognising that its role in society extends beyond just business. This is a common feature 

across a number of the larger Indian conglomerates. 
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INDIA DEMOGRAPHICS: DIVIDEND OR DISASTER? 

 

The demographic dividend argument goes broadly as follows: over the next 20 years India's working 

age population will grow faster than the overall population growth, expanding the ratio of working 



age to dependent population, just as other countries, such as China, are experiencing a contraction 

in theirs. As the number of dependents decreases, the working population saves more, contributing 

to higher investment and therefore higher GDP growth. The numbers are eye-watering -various 

estimates suggest 55 -60 million people will join India's labour force over the next five years, 110 -

120 million over the next ten years, and 250 -300 million over the next 20 years. To put that in 

context, it implies a growth in the Indian workforce equivalent to the entire current workforce of 

Nigeria over five years, of Brazil over 10 years, and of the EU over 20 years. In the boom years, the 

expected surge into the labour force was viewed as a dividend that would underpin the country's 

future growth. However, as the economy has slowed sharply in the past two years, it is slowly 

dawning on policymakers and investors, that the demographic dividend is not automatic. The next 

20 years' demographics create the most compelling conditions for economic growth the country will 

arguably ever have. Yet demographics are not destiny. They create the potential; the policy 

framework determines if it can be captured. 

 

That India has an abundance of labour is without doubt, but is it equipped to handle the massive 

surge into its labour force? India's unique model of growth, wherein the services sector (which relies 

on a limited pool of skilled labour) rather than manufacturing (which usually relies on cheap, 

unskilled, semi-literate labour) spurred the economy, poses a two-fold problem -a shortage of labour 

of the highly skilled variety, and a shortage of Jobs for low or unskilled workers. Manufacturing's 

importance has stagnated for 40 years, with a 15-16% contribution to GDP, employing only 10.2% 

of the  

labour force. Services has grown its share by nearly 10% every decade, to 60% of GDP today. But 

employment creation hasn't kept pace, with the labour force share growing from 17% in the 1970s 

to 27% today. This precocious development model isn't sustainable. Services is unlikely to employ 

more than 25-30% of the incoming labour force. Manufacturing will have to pick up the bulk of the 

rest. Yet Manufacturing has added jobs at only 1 -2 million a year since the 70s. And while the 

nation faces a huge overall labour surplus, it actually faces a shortage of people with the right skills 

for the kinds of jobs it is creating -causing wage inflation in the services sector which risks eroding 

its comparative advantage. If these scenarios play out in tandem, and they will if current trends 

continue, demographics would create a disaster not a dividend. 

 

I may sound pessimistic, but my point is that India's ability to reap the dividend, or be overwhelmed 

by it, is highly uncertain. To do so, it needs the policies in place upfront: around skills development, 

labour law reform, business regulation, environmental clearances and infrastructure. Whether India 

exploits or is undermined by its demographics will likely be determined by the policy choices over 

the next two administrations. It simply cannot afford a repeat of the last five years. 
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GLOBAL ECONOMIC SHIFTS WILL GIVE MORE WEIGHT TO THE BRICS 

 

I am convinced that there is a big shift underway in the global economy, which will lead within 10 

years to Asia becoming the dominant economic bloc in the world. Its GDP will be larger than the 

combined GDP of North America and the EU. Asia's emergence as both a dominant economic and 

political bloc will change the social architecture of the planet in the  

biggest global repositioning since the end of World War II. Why is this relevant for the BRICS? The 

two largest BRICS economies are the ones which will be leading the Asian growth miracle -China 

and India. The world has changed, and is changing, in an unbelievable manner, with the transfer of 

economic power from the OECD countries to Asia and then to Africa much later. Asia today has a 

lot going for it. It has 60% of the world's population, and the youngest population on the planet. It 

has enormous natural resources, high technological capacity and an appetite for growth. In the next 

ten years, we will see a sharp reduction in poverty levels across Asia, greater inter-country trade 

and inter-country energy supplies. China and India will dominate the agenda in the new world order, 

with 40% of the global population. When Asia becomes the dominant world economic power, there 

will be a change in the world political architecture -affecting the United Nations, the World Bank and 

the IMF. 

 

Russia, of course, is also part of the BRICS and with the resurgence of Asia, I would expect the 

balance to shift within Russia, with the Asian part of the country growing in importance along with its 

Asian neighbours South Africa is also part of the BRICS and is seen as the gateway to Africa. I am 

confident that Africa will join Asia in together being the future growth hot-spots of the world -

accounting for 80% of the world's population. Asian and African economic blocs will be dominant 

after 2030, when African countries will have moved to higher levels of growth. The final member of 

the BRICS is Brazil, which I believe will be the only country outside Asia and Africa to become a 

world player, to take its place alongside Asia and Africa to form the leadership of the new world. The 

challenge for Asia and Africa in coping with high growth will be to follow a sustainable economic 

growth model which does not destroy the environment and the planet.  

This is the biggest challenge for the world as it will see 60% of the world's population growing at 

more than 6% per annum over the next 20 years, an event never seen before in history. There also 

needs to be a much better university system across China and India to develop their human 

resources capability. India's growth will be substantiaJly driven by its robust higher education 



system, which will mean that its capabilities in technology will ensure it becomes a more important 

part of global innovation. 

 

The challenges are immense. It is important for political, business and social leaders across the two 

countries to come together and form groups to understand the positives and negatives, to cooperate 

for easier trade and commerce, and the flow of human talent across national boundaries. The 

rewards will be a game-changer.  



Chapter 3: 
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3. China 

 

The Dragon Leading the BRICS Dance 

 

"BEWARE THE SLEEPING DRAGON, FOR WHEN SHE AWAKENS THE WORLD WILL 

TREMBLE" 

-Winston Churchill 

 

"WHOEVER THINKS THEY UNDERSTAND CHINA PROBABLY DOES NOT" 

 

"THE PARTY IS LIKE GOD. IT IS EVERYWHERE; YOU JUST CAN'T SEE IT" 

-Richard McGregor, The Party (2010) 

 

KEY HISTORICAL TIMELINE 

 

IMAGE: P81 

 

221 BC  

The Oing Dynasty is founded by Emperor Qin Shi Huang with a single, united feudal state 

1271  

Mongols under Kublai Khan conquer China  

1368  

Ming Dynasty overthrows Mongols  

1644  

Manchu Oing Dynasty drives out the Mongols  

Chinese empire reaches its zenith  

1840  

Britain's lucrative opium trade is threatened, leading it to start the Opium War.  

Foreign powers divide China into areas of influence.  

Hong Kong ceded to Britain  

  



1899-1901  

The Boxer rebellion in Northern China begins aiming to end foreign influence. Foreign powers put down the 

rebellion  

1911  

The Xinhai Revolution is started by Sun Yat-Sen, to move China to democracy  

The Republic of China is set up. The monarchy is ended  

1925  

Chiang Kai-Shek takes over from Sun Yat-sen as head of the Kuomintang or Chinese Nationalist Party, and 

breaks with the Communists (CPC) 

1931-1945  

Japanese occupation of Manchuria - following the second Sino-Japanese war  

1934-1935  

The Red Army of the CPC retreats in a series of Long Marches  

1949  

The CPC founds the People's Republic of China under Mao, exiling the Kuomingtang Party and Chiang Kai-

Shek to Taiwan Island.  

Taiwan founded  

1950  

Korean War  

Tibet annexed  

1958-1961  

The Great Leap Forward - the first of the five-year economic plans. It fails leading to millions of deaths  

1966-76  

The Cultural Revolution is launched by Mao Zedong, Chairman of the Communist Party.  

Millions of Chinese suffer in the country-wide violence  

1976  

Mao dies  

1978  

China adopts the Open Door policy under Deng Xiaoping This is coupled with domestic agricultural reforms. 

China's economy starts to take off  

1979  

China starts with housing reforms aiming to increase home ownership 

Diplomatic relations with US established  

Introduction of the one-child policy  

1989  

Tiananmen Square incident - officially 241 people died; unofficial numbers range from 800 to more  

than 2 000 dead  

1990  

Stock markets open in Shanghai and Shenzhen  

 



1997  

Britain returns Hong Kong to China  

2001  

China joins the World Trade Organisation (WTO)  

2006  

Three Gorges Dam completed  

China-Africa summit held in Beijing  

2008  

Beijing Olympic games  

Massive stimulus package initiated 

2010-2011  

Protests in Wukan province  

China overtakes Japan as secondlargest economy in the world 

2012  

New leadership of the CCP announced with Xi Jinping as party secretary  

2013  

Xi Jinping takes over as President  

Relaxation of one-child policy  

Foreign companies allowed majority shares in certain areas and industries 

 

Source:BBC 

 

  



Country Statistics 

POPULATION (BN) 1.4 billion (2014 est). World Rank: 1 

LAND MASS (SQUARE KILOMETRES) 9.6 million km2. World Rank: 4 

CAPITAL CITY Beijing 

NUMBER OF STATES/PROVINCES 23 

GOVERNMENT TYPE Communist State 

LANGUAGE Mandarin (Official)  

GDP PPP (US$ TRN) US$13.4 trillion. World Rank 2 

GDP COMPOSITION (%) AGRICULTURE 10% I INDUSTRY 45% I 

SERVICES 45% (2013 est)  

PUBLIC DEBT (% OF GDP) 22% (2013 est) World Rank 147  

URBANISATION RATE (%) 52% (2012)  

FERTILITY RATE (BIRTHS PER WOMAN) 16 (2014 est) World Rank: 186  

MEDIAN AGE (YEARS) 37 years (2014 est) 

UNEMPLOYMENT RATE (%) 4.1% (2013 est) World Rank 32 

POPULATION BELOW POVERTY LINE (%) 6% (2013)  

RENEWABLE FRESHWATER RESOURCES 

(BN CUBIC METRES) 

2 813 billion m3. World Rank: 5 

FOREST AREA (SQUARE KILOMETRES) 2.1 million km2. World Rank: 5 

AGRICULTURAL LAND (SQUARE 

KILOMETRES) 

2.8 million km2. World Rank 4 

CRUDE OIL - PROVED RESERVES 

(BARRELS) 

5.2 million km2 World Rank 2 

NATURAL GAS - PROVED RESERVES 

(CUBIC METERS) 

3 100 billion m3. World Rank: 12 

MAJOR RELIGIONS (%) Buddhist 18%; Christian 5%; Muslim 2%; Other 

75% 

LARGEST CITIES (POPULATION) Guangzhou 32.3 m   

Shanghai 29.4 m  

Beijing 19.7 m   

Shenzhen 12.0 m  

Tianjin 10.9 m 

 

Source: The CIA World Factbook, International Monetary Fund, World Bank, I-Net Bridge, Citipopulation.de 

 

Our Trip  



THE FIRST STOP - SINGAPORE  

 

The 2013 Chartered Financial Analysts (CFA) conference, held in Asia for the first time in 

Singapore, reflected the rise of the region. The conference provided us with an opportunity to hear 

several presentations and discussions on Asia, focusing primarily on Japan (with a mostly negative 

spin), and China, in which case there was a more mixed set of views. We also had breakfast with 

Graham Mason, a South African and CEO of Eastspring. Graham had only been in Asia for a few 

years when he was named the 'Asset Management CEO of the Year' by Asia Asset Management in 

2012 - quite an achievement, and testament to the adaptability of South Africans in different 

environments. Eastspring is a leading Asian-based asset manager, covering various jurisdictions 

and asset classes. We met with two other asset managers, Grant Williams, manager of the Vulcan 

fund, and author of the publication Things That Make You Go Hmmm, and Dave Foord, founder and 

CIO of Foord Asset Management, a South African asset manager, at their recently opened 

Singapore office. All three have contributed to the book. 
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The Marina Bay Sands Hotel - Venue of the 2073 CFA Conference 

 

Singapore's population is predominantly Chinese, and it is a key link in the maritime trade routes 

through Asia. It is a tiny country - only 710 square miles, with some five million people - explaining 

its name: the little red dot. It has limited natural resources, needing to access fresh water from 

neighbouring Malaysia, with which it shares an interesting and somewhat tumultuous history. 

Singapore has reclaimed huge tracts of its land area from the sea - over 22 % of its territory - 

allowing for growth, and for the government to profit from land sales, in this very highly-priced 

property market.  

 

Its success is testament both to its important geographical position, and the energy and 

industriousness of its people. It is ranked by the World Bank as the world number one place in 

terms of the ease of doing business, and is a leading Asian financial services centre, along with 

Hong Kong. Both Singapore and Hong Kong are ranked by the World Shipping Council in the Top-5 

container ports in the world. Many global corporates have a presence in this island city-state. Its 

main language is English, which is an advantage shared by South Africa and India, amongst the 

BRICS. In many ways, it is as European as it is Asian. It is often described as sterile - and, in 

fairness, hygiene is an important issue in such a densely-populated space.  

 

Singapore is a free-trade economy, with a stable and competent government, who is said to run the 

country on business principles. Apparently government officials are well paid - in line with, or even 



above, their private-sector peers - but they are then expected to perform accordingly. In addition, we 

were informed that every department runs a surplus. We were suitably impressed, as this is not 

typically what we have seen in any of the BRICS, including South Africa.  

 

The People's Action Party government has been in power since independence. Singapore is a 

republic, and a democracy with a parliamentary system. The government has been criticised for 

being thinskinned, not easily tolerating criticism, and for being strict - mandatory death penalties 

exist for certain infringements. On balance, there are far more compliments than criticisms. 

Particular praise was given to the tax regime for the ease of complying with the rules and in 

completing forms, as well as for the low rates of both personal and corporate tax. The latter is 

typically up to a maximum of 15% to 20%. This makes Singapore an attractive place to do business 

and may help to explain why many companies, including some from South Africa, have decided to 

set up business there. 

 

THE SECOND STOP - HONG KONG  

 

Hong Kong is a relatively short four-hour flight from Singapore. Like Singapore, Hong Kong is a 

small island, city-state. It has some 7 .2 million people, the majority of whom are Chinese, with 90% 

of these Cantonese. The territory of Hong Kong stretches across the harbour to the mainland, with 

the Kowloon Peninsula, the New Territories and the Outlying Islands. Hong Kong, as with 

Singapore, had been controlled by the British, who won Hong Kong in 1841, the year after China 

had lost the opium wars. Britain returned Hong Kong to China in 1997, and it is now administered 

under the so-called 'one country, two systems' agreement with China, which guarantees no key 

changes for 50 years. Property is expensive in Hong Kong, as it had been in Singapore, and also, in 

many of the larger Chinese cities. A house was recently sold, to Hong Kong billionaire Lee Shau-

Kee, for HK$68 200 per square foot (US$93 000 per square meter) - making it the most expensive 

location in the world according to a news article on Bloomberg. Hong Kong tax rates are very low - 

15% for individuals and 16.5% for corporates according to the KPMG global tax tables for 2013.  

 

Hong Kong continues to thrive under Chinese control. Public demonstrations are not uncommon - 

indicating both that there are concerns, but also that those in power do allow protest. Such 

tolerance is unlikely in China, although there are changes underway. A telling comment was made 

to us that - "China has become more like Hong Kong than Hong Kong has become like China".  

 

Our meetings included visits to Standard Chartered Bank, Bidvest, Chai Tai Fook and Tencent, as 

well as Dragonomics, Eastspring, and Steinhoff, each providing a lens into China. Steinhoff, which 

sources products from many parts of Asia, spoke about the difficulties other Asian countries would 



experience in competing with the economies of scale that China has created. And so our visits to 

Singapore and Hong Kong had set the tone for the land of the Dragon.  

 

THE THIRD STOP - MAINLAND CHINA, SHANGHAI  

 

We landed at the splendid Shanghai Pudong International Airport, located 30 km to the east of the 

China city centre, and operated by the Shanghai Airport Authority. A third passenger terminal is 

planned for 2015, which will reportedly raise the annual capacity from 60 million to 80 million 

passengers. 

 

Our first meeting in Shanghai was with the Discovery team to discuss the South African insurer's 

joint venture with Ping An Health. We toured the financial district - the Bund area, which sits 

alongside the Huangpu River which bisects the city, as well as the Yuyuan Gardens, one of the few 

remaining old, traditional-style Chinese areas. Most of the old city has been knocked down to 

accommodate more highrise buildings.  

 

Our tour guide was English-speaking but still difficult to understand. The roads were good and had 

many lanes, but were over-crowded, and the drivers seemed aggressive - although there was 

thankfully no Indian-style hooting. Somewhat like Sao Paulo, in terms of scale, Shanghai has a 

more modern city centre, with few visible green belts. The tallest building in Asia was under 

construction at the time of our visit.  

 

Despite the impressive grandeur of Shanghai, China is the only member of the BRICS which is not 

a democracy, despite the veneer of capitalism which one sees in the big cities. 
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Shanghai Bund Area 
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The Bull in the Bund 
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Shanghai acheived a high state of development several years ago and the impact of recent growth 

is less noticable compared with cities like Mumbai. The other notable feature was the lack of 

security at hotels, in contrast to the situation we had encountered in India. In this respect, India 

stands out amongst the BRICS. It was interesting to observe that as much as we may find the 



Chinese a different and challenging nation, many of them know little of Africa. Our colleague Lesiba 

Mothata, a black South African, attracted attention almost everywhere we went, especially from 

hoards of children who had clearly never seen a black man before. 

  

It was the first time on our BRICS visits that we were the centre of attention, although it has to be 

said that some months later, it was the white members of our team who were the curiosity in South 

Africa, when they were similarly mobbed by curious kids in a Johannesburg township.  

 

We attended an acrobatic show called the 'ERA - Intersection of Time,' touted as the best of its kind 

in the world. It was very much along the lines of a Cirque de Soleil performance, and was worth 

every cent, given the extraordinary feats.  

A few days in Shanghai were more than sufficient, with little about it to tempt us to hurry back. We 

rushed out of there - at some 300 km/hour - on the high-speed train which took us swiftly from 

Shanghai to Beijing. 

 

BEIJING – P88  

 

While Shanghai is the commercial capital, Beijing is the seat of Power. Its streets are a 

manifestation of the political influence being both wider and cleaner. The infrastructure is better and 

the government buildings are gracious. The city is surrounded by mountains, although typically 

these can't be seen due to the smog, which becomes trapped in the city bowl. It was known as 

Peking before its name was changed to Beijing. The city has 16 subway lines, with another 21 to be 

added by 2020. The Beijing Capital International Airport is the second busiest in the world. The city 

gets very cold in winter, with temperatures dropping to minus 17 degrees Celsius. Yet it is 

uncomfortably hot in the summer, with temperatures rising to 40 degrees - Spring or Autumn are the 

best seasons to visit Beijing.  

 

Beijing boasts world-class tourist attractions like the Forbidden City, Tiananmen Square, the 

Summer Palace, the Place of Heaven and the Great Wall, which we visited. All are located within 

the second ring road. There are now six ring roads emanating from the centre of the city. 
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The Forbidden City 

 

TRAVEL TIPS 

 



"I COULD DO ONE SHOW AFTER ANOTHER IN CHINA FOR THE REST OF MY LIFE AND STILL 

DIE IGNORANT. THERE'S A LOT OF PLACES LEFT TO GO" 

Anthony Bourdain, food writer 

 

DID YOU KNOW? 

China is widely credited for the invention of football.  

 

For the Business Traveller For the Tourist 

IMAGE: P89(1) IMAGE: P89 (2) 

LANGUAGE  

English is not widely spoken, so in business 

meetings it might be best to seek out investor 

relations officers, as they are usually competent 

English speakers. When booking transport, 

ensure you get a driver that can speak English.  

TRAVEL  

A smartphone or tablet is useful to help you 

navigate your way around. Airport boarding 

gates are often changed without any 

announcement, so stay alert or you may miss 

your flight.  

ETIQUETTE  

Have sufficient business cards on hand, hold 

them out with both hands, and bow, when you 

present them. 'Saving face’ is important in 

China - take care not to offend.  

ACCOMMODATION  

When staying in Hong Kong, insist on a 

harbour view - it is a beautiful panorama day 

and night. The cross-harbour Star Ferry costs a 

pittance and exposes spectacular scenery.  

MEETINGS  

You need well-placed local hosts to secure 

access to senior officials. Don't mention 

Taiwan, Tibet or Tiananmen Square. Always 

wear a suit.  

TRAFFIC  

Taxi drivers in China can be aggressive when 

negotiating fares, and sometimes their English 

is poor. Keep a card with details in Chinese 

characters of your hotel, to ensure they have 

no excuse for taking you to the wrong place  

ACCESS TO SOCIAL MEDIA  

Some sites are blocked, which makes 

communication more difficult from within China.  

FOOD  

The Chinese will eat almost any part of a 

creature, and a wide range of creatures, 

including dogs and snakes. If in doubt, spit it 

out.  

HIERARCHY  

The Chinese tend to send large groups of 

people to meetings, often confusing to an 

outsider. Ensure you are given guidance so you 

speak to the boss, not his bodyguard. 

TOURIST ATTRACTION  

It is possible that you may turn into a tourist 

attraction. The majority of the Chinese people 

whom you encounter in places like Shanghai 

and Beijing are not natives of those cities. Most 



are migrants from outlying cities and villages, 

and many may never have seen skyscrapers or 

foreigners before. 
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Trip Insights  

 

LANGUAGE  

 

One in five people on the planet speak some form of Chinese. The most widespread version by far 

is Mandarin, spoken by almost one billion people. Cantonese, a form of Yue, is influential in the 

Guangdong province and is one of Hong Kong's official languages, where it is widely spoken. The 

relationship between the written and spoken language is complex. Each Chinese character 

represents a monosyllabic Chinese word. Chinese readers with a sound education will recognise 

from 4 000 to 6 000 characters. About 3 000 characters will be needed to read and understand a 

Chinese newspaper. 

  

There are 56 ethnic groups in China, with roughly 80 different dialects, generating complexities.  

 

CULTURE  

 

Chinese culture is well-established, anchored in its long history. Their culture tends to dominate 

proceedings, as one has to assimilate Chinese customs and practices, whether in China or when 

hosting Chinese visitors at home. We had practised how to offer business cards in the Chinese way, 

holding them out with two hands, and how and when to bow. The concept of saving face is an 

important one - and impacts directly on what, how and to whom it is said, or not. There is a pecking 

order in group interactions, and it is vital that the most senior person is identified, and that due 

deference is paid. Your own team must be headed by someone of equivalent seniority.  

 

The influence of Western culture, especially among young people and in the big cities, was 

palpable. The ubiquitous use of mobile phones, with internet access across China, and in all the 

other BRICS countries, brings Western culture and content to billions of people, even where there 

are restrictions and censorship. This trend appears unstoppable.  

 

LESSONS FROM THE GREAT WALL AND FORBIDDEN CITY  

 



The Great Wall was built to keep foreigners out - a theme that is repeated throughout Chinese 

history - and led us to discern one of China's National Scars, though admittedly it was built up over 

many centuries of foreign domination.  

The Forbidden City was designed to keep people out as well - only the Emperor, his family and 

servants were permitted to enter. It still exudes power - creating town planning restrictions within the 

entire confines of the old city. 

 

TIANANMEN SQUARE AND THE OTHER FORBIDDEN Ts  

 

We were cautioned not to discuss the three Ts when in China, for fear of causing offence - the 

Tiananmen Square incident, Taiwan and Tibet. In China it is always wise to avoid causing offence. 

Whereas politics was to be a conversation starter in Russia, it was a definite non-starter in China. 

Each of the Ts has a strong political overtone.  

 

The Tiananmen Square incident, or 'accident', as our politically-correct part-time tour guide, 

described it to us, remains an emotional event. Websites within China make no mention of it, and, 

when pressed, our young student tour guide said: "We are hoping the new leadership will be more 

forthcoming about what really took place there back in 1989." Until now that has not happened. The 

world came to know ofTiananmen Square in 1989 from one chilling image - that of a solitary 

protestor standing firm in the path of a column of approaching tanks. Of course, the student-led 

protest that day went wider, as the military ended a seven-week occupation of the square, which 

had been accompanied by a hunger strike. It is suspected that hundreds, possibly thousands, of 

protestors may have lost their lives, but accurate numbers are difficult to obtain.  

 

Taiwan, with a population of some 23 million, is the state established by the Nationalists in 1949, 

and never formally recognised by the leadership in mainland China. Taiwan and Mainland China 

regard each other as being renegade regions or provinces. Chinese foreign policy forbids other 

nations from holding diplomatic relations with both entities. Diplomatically, Taiwan has been losing 

ground ever since Nixon's 1972 visit to Mainland China. Its loss of diplomatic recognition in favour of 

China has meant that Taiwan has become an increasingly isolated state. The apartheid government 

had maintained its recognition of Taiwan over China. However, when the African National Congress 

(ANC) came to power, they withdrew recognition of Taiwan and embraced China. This was also in 

line with strong historical ties that the ANC and China had nurtured during the struggle period in 

South Africa. When the BRICS were formed, South Africa was invited to join through a Chinese 

initiative, which was in part influenced by the long-standing historical ties.  

 



Tibet was annexed by China in 1949, and there is still international concern at China's occupation of 

the territory. However, China remains inflexible on the issue, and is deeply sensitive to any show of 

support for Tibet's exiled Buddhist spiritual leader, the Dalai Lama, to whom the South African 

government effectively refused a visa when he was invited in 2011 to visit Archbishop Emeritus 

Desmond Tutu. Tibet has the largest source of fresh water in Asia, and hence is strategically 

important for China. 

 

THE GREAT WALL  

 

Work started on the iconic Great Wall in the third Century BC, and progressed almost continuously 

until the 17th Century A network of fortifications, built by various dynasties, rather than a single 

structure. Measurements of its length differ, with some suggesting it is as long as 20 000 kilometres. 

Given its 2 000 year history, it is no surprise that some of the sections are now in ruin or have 

disappeared. It is one of the great engineering feats of mankind.  

The Wall mainly runs from east to west, along the ancient northern border of China, and was built to 

secure China from invasion by its neighbours. However, as the Great Wall was not yet complete, 

the Mongols led by Genghis Khan had no problem finding gaps, and subsequently conquered most 

of Northern China between AD 1211 and AD 1223. They ruled all of China until 1368 when they 

were defeated by Ming Hongwu.  

 

Most of the stone and brick portions of the Great Wall were completed during the Ming dynasty 

(1368-1644) when the Wall, also known as the chang cheng, became the world's largest man-made 

structure. The building of the Wall involved massive numbers of labourers and it is estimated that up 

to a million lives were lost during its construction hence it has also been referred to as the 'longest 

cemetery on earth'.  

 

The Great Wall symbolises the history of warring sects within ancient China and the military might 

and strategic thinking of its empires. It holds huge significance as a national symbol, safeguarding 

the security and culture of the country and its people. This symbolism and the Wall's link to both 

protection and suffering have been featured in Chinese literature and art for centuries.  

 

We visited the section of the Wall closest to Beijing, which is called Mutianyu. This particular section 

is on a hill and we were required to take a cable car to the Wall itself. We then began the climb up to 

tower number 23. It was by no means a walk in the park and our hardly subtle, and very touristy, 'I 

Climbed the Wall' t-shirts were well-earned and proudly worn.  

 



There were many stalls selling arts and crafts, where we learnt the art of negotiating with the 

Chinese. Even after obtaining 70% discounts on the original offered prices, we suspect we still 

came off second-best - an important lesson from the trip. 
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CHINESE TIES TO AFRICA AND SOUTH AFRICA  

 

We referred to the close historic ties between South Africa and India, and while our own country's 

links to China may be more recent, they are no less significant. It is no secret that even with an 

economy in which we may see a slowdown in the rate of GDP growth, the Chinese are resource-

hungry, and South Africa is a key gateway to a resource-rich continent, richly endowed in resources 

in its own right. While we should not be fooled into thinking that the Chinese are not acting in their 

own self-interest -Party officials that we met said as much - they have taken important steps to 

foster links with South Africa, which is one of a few countries which have official state approval as a 

tourism destination for Chinese citizens. South Africa has responded in kind, with state airline South 

African Airways having launched a direct flight to Beijing -even though this remains its largest loss-

making international route. And this loyalty and special bond have already paid dividends -in March 

2014, Transnet, one of South Africa's largest parastatals or state-owned enterprises (SOEs), 

announced an R85.5 billion expansion plan, including the RSO billion purchase of 1 000 

locomotives. The lion's share was awarded to GE, Bombardier and two Chinese companies -CSR 

Corp and China CNR Corp.  

 

DEMOGRAPHICS  

 

China's population is rapidly aging -a longer-term concern. The population ageing trajectory was 

accelerated by the one-child policy introduced in 1979. According to estimates by research house 

Gavekal, by 2030 an estimated 25% of the population will be older than 60, and India is expected to 

have overtaken China by then, in terms of total population.  

 

The purpose of the one-child policy, which penalises parents that have a second child, was to 

control the growth of the population. However, it has also created a demographic time bomb, which 

China may yet come to regret, where rapid ageing is a consequence. This will place a heavier 

burden on social security, with the need to care for elderly, and it may force upward pressure on the 

retirement age as people find it harder to leave the workforce.  

 



The number of employed contracted for the first time in 2012/13, with the labour force experiencing 

more people exiting than entering, a worrying first for the country. China may now be exporting jobs 

to other parts of Asia. Labour shortages have begun to emerge in parts of China, which explain at 

least partially the rapidly rising labour costs in the country.  

 

Aside from the impact of the declining Chinese labour force, further pressure on business is coming 

from global customers of large Chinese manufacturers, and from their downstream consumers, who 

have been appalled by labour conditions, and in particular the use of cheap child labour. 

 

THE PARTY  

 

An estimated 85 million people are members of the Communist Party, which is more than the entire 

population of South Africa, or over 6% of China's population -and it is all-powerful. It has a 

hierarchical structure, with the President and the Premier atop the power pyramid. They are 

followed by the seven-strong Politburo Standing Committee (PSC) -the seven men who effectively 

run the country, enjoying unchallenged power and vast wealth, and who take decisions in secret at 

weekly meetings. Next in the hierarchy is the 3 71-strong Central Committee.  

 

The Party is all-pervasive and all powerful. The author Richard McGregor in his book The Party 

compared The Party to God -everywhere, but invisible. Messages are highly controlled, 

orchestrated, managed and censored. China works, but it is certainly not a free society -especially 

with regard to media, and the judiciary. It stands out as the only communist country amongst the 

BRICS.  

 

 

One sinister sign of the determination by the State to yield power is in the number of executions 

there are in China - an estimate by The Economist of at least 1 000 in 2012 alone. This number 

exceeds the estimate of combined total executions in every other country of the world. The 

executions are often staged, and carried out in such a way that they send a message to the people 

of the consequence of defying The Party. While there may be political motives behind some of the 

executions, there are also instances where the person concerned has been found guilty of 

corruption, which is a big concern in China. There are numerous other crimes that carry the death 

penalty including murder, rape, drug trafficking, and espionage.  

 

THE CPC STRUCTURE 
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Source: The Economist 

 

THE ECONOMY  

 

SOEs are an important driver of the Chinese economy, and are overseen by the same seven-man 

PSC, operating within the structure of a five-year plan. However, the Chinese economy has 

considerable diversification, with a virtual free market system allowed to flourish in free trade zones, 

which account for a large slice of economic activity, and where a free market system is relatively 

unchecked. It is thus a combination of both a top-down command economy and a bottom-up system 

of free enterprise. In our understanding, the bottom-up free-market system was the dominant 

growth-driver. 

 

The economy is going through an important transition, away from manufacturing focused on 

exports, and towards an economy where services and consumption in the local consumption are 

more important. Transitions of this nature take time and are not without risks. 

 

Chinese macroeconomic data needs to be treated with a degree of scepticism and caution, as was 

the case in India. There are examples where one set of data does not corroborate with another -

such as electricity consumption and economic growth; freight volumes against export data; and new 

loans compared with economic activity. 
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Yuyuan Gardens - One of the few remaining examples of traditional Chinese architecture 

 

Finally, the Chinese have shown a high degree of flexibility with economic experimentation, for 

example within the Special Economic Zones (SEZs ). Policy initiatives are tested on a small scale. 

They then adjust aspects to compensate for unintended consequences and unsatisfactory 

outcomes. Only then would that policy initiative be rolled out on a more general basis. This is an 

iterative process in policy design which is a sensible approach that the other BRICS, including 

South Africa, could learn from. 

 

DOING BUSINESS IN CHINA  

 

We were fortunate enough to meet and speak to a number of China watchers - people with the 

experience and insight to have a good grasp of what is happening there, and how they work. We 

were under no illusion that our own brief visit would do no more than scratch the surface. For 



instance, it is not easy to fully grasp how a negotiation is going in China, unless you can read the 

subtle signs. You may think your Chinese counterparts are moving in agreement with you, but they 

may be, unwilling to bluntly turn you down. For this reason, China is a country where it is vital to 

work with a local partner. 

 

South African technology group Naspers is one firm which had tried on more than one occasion to 

enter the Chinese market. Initial efforts involved sending South Africans to start up an operation, 

and they failed, unsurprisingly. Naspers then decided to use the established know-how of Chinese 

locals when it took a stake in the Chinese internet pioneer, Tencent Holdings, an investment which 

transformed its fortunes and made it one of the top global technology players. In this internet 

market, as in so much in China, it is not necessarily what you know, but who you know and that is 

why local Chinese expertise was the key for Naspers. This is also a strategy to embrace when 

investing in South Africa, where local knowledge is important. There is a requirement that 

companies have an investment holding by black South Africans if they are to succeed in 

government procurement and tendering, and in doing business with many of the larger private firms 

as well. 

 

We met up with a number of South African companies on the broader trip. Besides Naspers, we 

caught up with Discovery, Steinhoff, Investec Asset Management, Standard Bank and Bidvest. To 

complement the Naspers key message we drew some additional important insights. 

 

The first is that the Chinese are open to opportunities in contrast to the introspective Brazilians and 

forboding Russians. 

 

The second is a strong motivation for the transfer of intellectual property and technology to China. 

This helps to explain the success of Discovery, which has pioneered a number of healthcare 

insurance innovations, and is now successfully expanding its reach within China. 

 

The third is that negotiating is central to any business relationship. We had an experience with a taxi 

driver in Beijing etched in our minds. An early evening taxi trip from our hotel cost CNY30. However 

the quoted cost for the return trip was CNY200, which triggered fierce negotiation. The driver 

became threatening but after we settled on a CNYl00 fare, all aggression vanished. And this was 

repeated again when shopping at markets, where heated negotiations invariably ensued. And even 

after we won discounts of up to 70% on the original offered price, we sensed that it was we who 

were the poorer negotiators. Merely anecdotal, but first-hand insights into the challenges of 

negotiating with China.  

As inward interest in Africa grows, negotiating savvy will be an increasingly essential requirement. 



  

ECONOMIC GROWTH ISSUES  

 

The next phase of Chinese growth will be slower than what has previously been. Many 

commentators and The Party itself remains seemingly sanguine about growth, and a slowdown 

towards a highly signposted 7.5% level was not seen as problematic. We are less sanguine. 

Manufacturing could experience a slowdown, and a less-robust global economy would hit the 

demand for China's exports. Housing prices are vulnerable, and problems in areas where there has 

been over-investment is expected. Their economic transition away from manufacturing and exports, 

will be a factor behind a slower growth over the next few years. However, urbanisation is a factor 

which is expected to underpin Chinese growth, and with only around half of the population now in 

cities, an urbanisation dividend still has potential to underpin continued growth. Ongoing 

urbanisation provides additional demand for infrastructure, which helps absorb investment. Support 

for urbanisation is an integral part of the current five-year plan.  

 

China enjoys world-class infrastructure including impressive rail links, roads and bridges, especially  

in the biggest cities. We unfortunately didn't get to see any of the smaller cities, where we 

understand the infrastructure is less developed. But we can vouch for Beijing, where airports, 

subways, trains, and buildings are amongst the best we have seen anywhere in the world. And 

China has world-renowned ports, factories and manufacturing centres.  

 

Unfortunately there has been too much cheap capital, and hubris, for infrastructure development. 

This has led to some waste and poor returns on investment. Ghost cities have been built where no-

one lives. Returns on some investment have been falling for a while, especially within the SO Es, 

where many of the larger projects take place. We would expect capital allocation efficiency to fall 

further as China's investment rate is the highest in the world at some 48% of GDP. 

 

DEBT LEVELS  

 

On the surface it would appear that China has one of the healthier debt-to-GDP ratios in the BRICS 

countries, but we need to exercise caution. The 22% official debt-to-GDP figure for China shown in 

the Table 1 is well below that of the US, and of the other BRICS, except Russia, which has its own 

unique reasons for running such conservative debt levels.  

 

TABLE 1: OFFICIAL DEBT LEVELS (2013) 

COUNTRY  DEBT TO GDP (%)  



BRAZIL  66  

RUSSIA  13  

INDIA  67  

CHINA  22  

SOUTH AFRICA 45  

US 105 

 

Source: IMF 
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Although official national government debt appears to be low, debt has been incurred within other 

spheres of government or government-controlled entities. Areas of concern include the debts of 

China's provinces, and the SOEs. In certain cases the state will have a large stake in other 

corporates too, even if this is not immediately apparent. There is a large so-called shadow banking 

system in which debt sits outside the formal banking and deposit-taking institutions. These involve 

trust companies which are lending to the SME sector, that otherwise would not be able to access 

the formal banking system. These trust companies are subjected to little or no regulatory scrutiny. 

There are also wealth management products (WMPs), which are asset-backed debt instruments 

that have escalated significantly in size. Systemic debt risk is consequently far higher than what the 

official numbers reflect. 

 

DEBT TO GDP RATIOS 

 

(GRAPH P100) 

Source: Twentyfaur-am, Goldman Sachs, August 2013, Fitch Ratings 

 

If all these various debts are included, total state debt levels are in the region of 230% of GDP, a far 

cry from the 20% official figure. We suspect there are many cases of bad lending, and even a credit 

bubble. One of the wittier members of our team cautions of: "The Great Fall of China". Care must be 

exercised especially if one recalls that in 2008, in the wake of the Global Financial Crisis, China 

announced and implemented a massive stimulus package, which was larger even than that 

undertaken by the United States.  

 

PROPERTY AND THE HUKOU SYSTEM  

 



Property prices appear very high in the Chinese cities we visited, as in many parts of Asia, with 

Hong Kong and Singapore the worst. Table 2 reflects apartment prices per square metre (in US 

dollars) for selected cities - including some of the big cities in the BRICS. While Johannesburg 

prices were around the US$1 250/m2 mark, with its favourable weather, relatively low congestion, 

many trees and cleaner air, an equivalent-sized apartment in Beijing would go for some US$7 

850/m2 over six times the price. Key reasons for the inflated property prices include excess credit 

creation, speculation, a sense that property is a safe investment asset class - and the way in which 

today's Chinese embrace the capitalist system. But, risk and vulnerability in the system has been 

generated. 

 

TABLE 2: SELECTED GLOBAL PROPERTY PRICES FOR CITY CENTRE APARTMENT 

 

CITY     US$/M 

HONG KONG   16 658  

SINGAPORE   15 250 

LONDON    12 535 

NEW YORK    9 015 

BEIJING    7 849 

SHANGHAI    7 345 

MOSCOW    6 985 

MUMBAI    3 490 

SAO PAULO   3 465 

NEW DELHI    1 620 

JOHANNESBURG  1 250 

 

Source: Numbeo, currency conversions (20/08/2013) 
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The registration of households which is regulated through the Hukhou system, determines the right 

to where people may live. The records show whether someone officially lives in an area, and 

excludes those who do not qualify for registration. It is sometimes referred to as the caste system of 

China and has parallels with SA's influx control measures during apartheid. From 1953 to 1976, 

people who did not have these official permits were arrested, detained and expelled from the cities 

where they had no official right to live. In practice, the system has been breaking down and has 

been relaxed over time, as increasing numbers of people have migrated from the rural to the urban 

areas, but it is still official policy. An estimated 200 million or more Chinese live outside registered 



areas. In 2013, Premier Wen Jiabao called additional reforms to the Hukhou system. However it still 

impacts on the property rights of migrants to the larger cities, especially when it comes to property 

rights.  

 

CONCLUSION  

 

There are a number of dimensions that one needs to assess and understand China and its 

investment potential. Obtaining basic data can be problematic, which can distort the analysis of the 

country. For this reason, we have analysed China in terms of our key analytical lenses. These 

lenses are discussed in greater detail in Section B of the book. China has in many respects done 

well in recent years where hundreds of millions of people have been lifted out of poverty. Further 

progress is still required. The Chinese are in the ascendancy. They are tough negotiators and care 

must be taken to withstand the dragon's fiery breath. If attempting a kiss you can easily be burned. 

 

CORPORATE SELECTION 

 

CHOW TAI FOOK 

 

Chow Tai Fook is a leading jeweller in China, Hong Kong and Macau. The company was able to 

provide an interesting perspective on Asian wealth and the sacred status of gold in the region. This 

is thanks to its large footprint in the Greater China region, its long history of over 80 years in 

business, and its large retail network, with over 2 000 points of sale at the end of 2013. Listed on 

the Hong Kong Stock Exchange, Chow Tai Fook has 96% of its shareholder base in Hong Kong, 

and 2,5% in Calanda and Luxembourg. According to Bloomberg data, its market capitalisation in 

March 2014 was US$16 billion.  

 

Its main products are gem-set jewellery, gold and platinum objects and watches, and these are 

aimed at the high-end of the market. Leading brand valuation consultancy, Brand Finance, ranked 

Chow Tai Fook at 300 in its Global 500 most valuable global brands in 2014. It is rated with the 

most iconic global brands such as Gucci, Louis Vuitton, Rolex, and Burberry (See Table 3). The 

development of Chow Tai Fook has been made possible by the seemingly-insatiable demand for 

gold in the Asian region.  

 

TABLE 3: GLOBAL 500 - THE MOST VALUABLE GLOBAL BRANDS IN 2014 

 

RANKING 2014  BRANDS  BRAND VALUE (US$ M) 

167    Cartier  7 319 



181    Hermes  6 751 

202   Gucci   6 303 

220    Louis Vuitton  5 807 

265    Rolex   5 031 

268    Prada   5 021 

300    Chow Tai Fook 4 544 

323    Burberry  4 239 

400   Tiffany & Co  3 648 

 

Source: Chow Tai Fook Investor Communication Bulletin -The full league table can be found on 

brandirectory. Com 

 

China and India together account for more than half of the global demand for gold, especially for 

jewellery. Gold bullion has more than 5 000 years of history as a mined precious metal, and has a 

significant cultural place in these societies. It is traditional to buy gold at festivals and for important 

social events like weddings. In addition, due to the largely underdeveloped financial markets in 

these two countries and the resultant lack of financial assets in which to invest, gold has an 

important role as a store of value. It is an important asset which is passed down through 

generations. 

 

It was clear during our China visit, when the gold price had fallen to around US$1 250/ounce, that 

the lower price had triggered a surge in demand by consumers for the metal, and this was 

confirmed when we met Chow Tai Fook. 

 

DISCOVERY - PING AN 

 

Discovery entered a joint venture in 2009 with Chinese company Ping An Health - a subsidiary of 

the Ping An Group - acquiring a 20% share in the business. This deal resulted following a global 

search by Ping An Health for a suitable partner in the health insurance market. Discovery was 

chosen because of the innovation it has demonstrated in the South African market, and the related 

intellectual property it has developed. During the 2013/14 financial year, Discovery increased its 

shareholding in Ping An Health to 25%. Discovery's flagship wellness offering, Vitality, which 

rewards clients with health and lifestyle benefits and discounts from a selected database of 

partners, was launched in China through Ping An Health in June 2012. The Chinese health market 

is expected to grow strongly.  

 



The Ping An Group is China's leading insurance company and one of the largest insurers in the 

world, with a market capitalisation which had grown substantially from US$6.5 billion in 2004 to 

US$56.4 billion by April 2014. It was ranked 181 in the 2013 Fortune Global 500, has maintained its 

No 1 ranking within the Chinese non-stateowned enterprise category in China, and also ranked 137 

in the 2013 Financial Times Global 500. In terms of income from premiums (2013), Ping An's Life 

and Property and Casualty subsidiaries are both ranked the second largest in China, making the 

group a Global Systemically Important Institution. Since the joint venture with Ping An Health, 

though not necessarily because of it, Discovery has seen a surge in its own valuation, with its 

market capitalisation rising to US$5 billion from US$l5 billion in 2009. Similarly, its share price on 

the Johannesburg Stock Exchange has increased 3.5-fold since 2009.  

 

Discovery, through its joint venture with Ping An Health, is set to benefit in the Chinese private 

health care insurance market, as well as from the nascent steps that the Chinese government is 

taking to increase private investor participation in the health care sector. In its 12th five-year plan 

(2011-2015), China plans to boost investment and subsidies for, health insurance programmes. 

These efforts are likely to increase the number of people who can afford high-to-medium end private 

health care, a market in which Discovery/Ping An operates. In fact, the government's plan is to 

redress the severe shortage of health professionals in China. China intends to produce 150 000 

new general practitioners by 2015, to train more clinicians, develop more non-public health care 

facilities, and also to encourage private-sector institutions - enterprises, charities, foundations, 

commercial insurers and foreign investors - to take the initiative to construct health care institutions. 

All these initiatives are aimed at making private health care more accessible to the Chinese middle 

class, which will underpin growth in this sector.  

 

According to Discovery's 2013 Annual Report, the estimated size of the private health insurance 

market in China is CNYl billion (US$161 million) premium income, consisting of the CNY800 million 

(US$129 million) at the highend and CNY200 million (US$32 million) in the mid-market. McKinsey 

estimates that gross written premiums for the high-end and mid-end private health insurance 

markets will increase by 40% and 50% respectively, year-onyear. It is reported that Ping An Health 

has captured 30% of this growth market, even though the joint venture business is still loss-making. 

This was as expected and, as long as growth continues, the company expects to move to 

profitability in the years ahead. 

 

EXPORT-IMPORT (EXIM) BANK OF CHINA 

 

Our meeting with the EXIM in Beijing was enlightening, especially with regard to how Chinese SOEs 

perceive China's involvement in Africa, and how finance for big projects is sourced. EXIM bank was 



founded in 1994, and is fully owned by the Chinese government. It engages domestically in the 

financing of long-term projects, and also aids Chinese companies with expansion strategies abroad. 

According to the latest financial statements, EXIM bank's loan book was worth about US$190 billion 

in 2012 (76% of total assets) from US$11 billion in 2002 (81% of total assets). It enjoys investment 

grade credit-rating status similar to China's sovereign rating because its loans are fully underwritten 

by the Chinese government. Standard & Poor's, Moody's Investors Service, and Fitch, have 

assigned AA-, Aa3, and A+, respectively on EXIM bank's debt.  

 

Their claim was that the Bank has helped to cut financing costs for projects abroad, especially 

African investments. Chinese companies can borrow domestically at lower interest rates, and invest 

in high-yielding African assets. Indeed, Africa has become a desirable destination for Chinese 

capital seeking higher returns.  

There is risk associated with investing in Africa, but given the increasingly limited investment 

choices in China and developed countries, African projects are attractive.  

 

The availability of Chinese capital in Africa has helped the African countries concerned to source 

alternative finance, often on more favourable terms than Western institutions may have required 

The presence of alternative finance in Africa, largely provided by China, has arguably reduced the 

risk perception, and hence the pricing, of African assets. Historically, financial markets have 

required an exorbitant risk premium -usually 5% above the London Interbank Offered Rate -but this 

risk premium has since declined. The composite JP Morgan EMBI spreads of foreign currency 

denominated debt issued by the African countries over US Treasuries of a similar maturity have 

been on the decline.  

 

This falling cost of capital can arguably be ascribed to the presence of alternative finance, from the 

Chinese or elsewhere. It may partly or primarily also be due to other factors -a real, or perceived, 

improvement in the political situation in many African countries, robust growth in sub-Saharan Africa 

and the fledgling development of African capital markets, as respective finance ministries continue 

to develop both domestic and foreign  

currency-denominated bonds markets in many African countries. The Chinese may thus have been 

instrumental in reducing African risk spreads, a positive contribution. 

 

CONTRIBUTOR SECTION 
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INVESTING IN CHINA – A PRACTICAL PERSPECTIVE 

 

The best way to outline what is involved in investing in China is describe what we at Prescient did to 

win approval As early as 2007, we identified China as a country in which we wanted to invest, and 

we also believed it would be well-suited for quantitative investing Quantitative investing is where we 

analyse markets rather than making specific forecasts, and the management of risk is an important 

component. By investing in China we will benefit from the large economy, with a massive savings 

pool, and a limited asset management industry. Due to the country's pegged currency, investors 

outside China have been unable to easily invest in China's capital market. To access the Chinese 

capital market, Prescient made use of the Qualified Foreign Institutional Investor (QFII) regulations, 

which allow qualified foreigners to enter the Chinese capital market to invest in local listed financial 

instruments, such as equities and fixed-income instruments and futures. Potential market entrants 

are screened -based on their investment process, assets under management, as well as their 

investment plan for China. The application process requires all documentation to be in both English 

and Chinese, with translations certified by the relevant authority You also need to appoint a 

custodian to assist you with the process. 

 

After an application is handed to the regulators, it becomes a waiting game, as the regulator works 

through the queue, and decides whether or not to approve your application For Prescient the entire 

process took around four years, culminating with 2012, with Prescient being the first African 

company to be awarded a license. With the liberalisation of the financial sector -a priority for the 

Chinese government -it is likely that in future the process will be simpler In fact, new drafts of 

legislation on QFII have already reduced the entry requirements and streamlined the approval 

processes, eliminating some of the more onerous elements -such as interviews with the applicants. 

Many people don't realise that  

China has a well-developed equity market, one that is easily in the Top-5 in the world in terms of 

both market capitalisation and liquidity. The main boards of Shanghai and Shenzhen had 1 397 

stocks listed in December 2013 with 22 trillion CNY (6 trillion CNY free-float adjusted) market 

capitalisation, with average daily turnover of 137 billion CNY -compared with CNY 8.8 billion (Rl5 

billion) in South Africa.  

 

Companies on the main board represent a vast number of industries -with over 300 Chinese 

consumer stocks, over 300 industrial stocks, over 150 financials and around 100 each in health care 

and IT. The recently launched equity index future in China trades at almost double the turnover of 

the share market.  

 



Prescient has only been investing in China for one year, yet even after this short period, we have 

confirmed our initial view that the breadth of the market, as well as its liquidity makes this a 

worthwhile move. As it develops and opens to the world, we believe the Chinese capital market will 

be one of the major global investment destinations. Prescient has seized the opportunity and is 

ensuring we are well prepared for investing in China. 
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THE COMMUNIST PARTY OF CHINA: A STEADY HAND IN A SEA OF UNCERTAINTY 

 

In the 1960s, Chinese forecasters assumed that the country's GDP would roughly double by 2000 -

in fact, it grew by almost 17 times, as reform leveraged China's huge population to create 

spectacular growth. It is a simple -but often conveniently forgotten -fact that the remarkable 

economic growth and societal changes witnessed in China over the past 30-odd years were, and 

still are, primarily the outcome of a clear and determined drive by the Communist Party of China 

(CPC). Through three decades of monumental change in China, the CPC has been the stabilising 

point. While this enormous process of change has not been without hiccups and hardships, it still is 

within the realm of The Party that this adventure was born and nurtured, and whence, for the 

foreseeable future, this process will be driven. It is not insignificant that when Chinese President 

and CPC General Secretary, Xi Jinping, addressed the Asia-Pacific Economic Co-operation (APEC) 

Forum in Indonesia in October 2013, he was at pains to stress that China "cannot afford to make a 

disruptive mistake, or else all the gains would be lost".  

 

At about the same time, the CPC held its Third Plenary of the 18th Central Committee -traditionally 

the platform from which Chinese leaders launch their economic growth agenda. Perhaps the most 

critical outcome of the Plenary was that it reaffirmed that the CPC will still -after nearly 40 years of 

economic reform and liberalisation -remain the mother lode of continued economic and financial 

reform and development.  

 

The expectation is that this Second Wave of economic structural reform will be every bit as 

significant as when China embarked on her First Wave of economic reform. So there is to be no 

more short-term fiddling with micro-economic policy and stop-gap responses. If implemented, the 

outcomes of the Third Plenum will be foundational. Among the 60-odd points decided by the 

Plenum, the expectation is that the first to be implemented -not necessarily by choice –concerns 

banking reform, and changes in fiscal and monetary policy. With the Chinese economy fast 



becoming the leading international economic influence, it can only benefit the world economy if 

there is a steady hand on the tiller in Beijing Far from being the ideological demagogues they are so 

often made out to be by too frequently malignantly misinformed media muppets, the CPC and its 

cadres, at least those in positions of national influence, represent many of the best minds in China. 

 

Not only have they kept China alive in a bitter sea over four decades of fundamental and, at times. 

supersonic, change, but they have showed a capacity to implement and adopt practical measures 

far beyond the shackles of ideology.  

 

*The views expressed in this piece are those of the author (or his quoted sources) and do not in any 

manner whatsoever represent the views of Investec Bank Limited, Investec Bank pie or any of its 

affiliates. employees or associated entities. 
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WELCOME TO CHINA! OBSERVATIONS OF A FOREIGNER LIVING IN ASIA 

 

There is little doubt that the rise of China is one of the most dramatic events of our lifetime. What 

makes it even more phenomenal from an economic perspective is not only that it is unprecedented 

in the history of mankind, bu.t also that it was unimaginable 35 years ago. Yet China's 

transformation has not been purely economic. as the people themselves have changed from a fairly 

subdued and pedestrian society to an aspirational one, with diverse interests.  

 

It is important, however, to remember that Asia is not just about China and the Chinese. With 135 

billion people, China boasts the world's largest population, but the rest of Asia comprises a melting 

pot of diverse and widely different cultures, totalling over three billion people, more than double the 

size of China.  

 

Even within those categorised as Chinese. the population is diverse. Just compare the Mainland 

Chinese, Singapore Chinese and Hong Kong Chinese, and it is evident that each territory has its 

unique enclave of Chinese culture and own use of the Chinese language, with the way words are 

written being the only common factor. 

 

Deeply ingrained in the Chinese culture is, indeed, a way of doing things that pays scant notice to 

governance and the rule of law. For example, in many instances they still won't accept_ that a 



signed agreement is the final one. Rather, they consider the signing of an agreement a celebration, 

signalling the start of a long partnership, and the document can be adJusted as things change over 

time. Those of us with a Western frame of reference find some of this hard to comprehend, and we 

also perennially fail to truly appreciate the will and the control that China's central government 

exercises.  

 

Analysts continue to underestimate just how powerful this core player in Chinese society is. The 

central government is not only well informed and advanced, but it is willing to take pre-emptive 

action very early and without needing to refer to long and cumbersome democratic structures. A 

further word of caution: don't believe all the research you read on China. Take a look at who is 

behind it, especially when it relates to research by analysts who have spent only a week or two 

every year visiting China. It takes years for those with a Western mind-set to understand the way in 

which the Chinese society operates. Direct interpretation of something said in their language, for 

example, could be extremely dangerous -as it could lead to the wrong conclusions. Similarly, body 

language and facial expressions do not always mean what you think they mean. While you may pick 

up the customs and cultural nuances in a couple of months, the true culture is only truly understood 

after years of being integrated into the society. 
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CHINA: STILL THE LAND OF OPPORTUNITY 

 

2014 will have marked a pivotal year in China's ongoing socio-economic transition. As the world's 

secondlargest economy shifts from investment-led, resourceintensive economic growth to a more 

diversified growth model, entering the Chinese market presents its own unique set of ever-evolving 

dynamic challenges and opportunities, some new and some perennial.  

 

Although China's era of double-digit GDP growth is over, China still represents an incredibly large 

and rapidly expanding economy for well-positioned foreign companies.  

 

The Chinese government's 'Go West' campaign and geographically-focused economic growth are 

shifting resources from China's wealthy coastal regions to more remote inner provinces. China's 

shifting trade balance presents an array of opportunities as well, as China imports greater amounts 

of resources, such as iron ore, grains and other food products to complement domestic production. 



China's expanding consumer class and not infrequent food and product-safety scandals have 

contributed to a rapidly-expanding appetite for imported goods from well-known brands.  

 

Suffice to say, the expanding tertiary sector and consumer class, increasingly widespread economic 

growth, and shifting balance of trade, all contribute to unparalleled opportunities for foreign firms in 

the Chinese market. Foreign firms have long decried the unique, long-standing challenges that 

China's large, inward-looking business landscape presents.  

 

China's opaque regulatory landscape weakens its ability to enforce intellectual property rights and 

contributes to a high level of bureaucratic inefficiency. With China now the world's largest patent 

filer, Chinese authorities are aiming to improve protection of intellectual property rights to further 

promote the country's innovation and technological advancement. A recent survey of foreign firms 

operating in China concluded that China's complex and unclear regulatory regime presented the 

largest challenge to foreign firms in the country.  

 

As China's population ages, cheap Chinese labour is increasingly becoming a misnomer. Foreign 

firms are also progressively facing challenges in attracting, training and retaining talented workers 

and managers in China. China's distinct cultural practices, which emphasise local traditions, often 

unfamiliar to foreign firms with little or no experience operating in China, may present their own set 

of issues to outsiders.  

 

Though these uniquely Chinese challenges may result in difficulties for foreign firms, a systematic, 

researchbased strategy will allow foreign executives to position themselves for success. 

Connecting with the right business partners will drive appropriate localisation to account for 

unfamiliar, diverse consumer preferences within China. Expanding consumer rights and education, 

as well as a broadening legal voice, gives foreign firms a distinct advantage, especially those with 

experience in deep engagement with a range of stakeholders, as is common in developed 

economies. Foreign firms will benefit from underscoring their history of prestige and quality to attract 

brand-conscious Chinese consumers.  

Lastly, leveraging increasingly ,deep and nuanced information on consumer preferences provides 

an opportunity for more intimate conversation with customers, partners and other channels to 

market. 
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CHINA: FRAGILE, HANDLE WITH CARE 

 

Although Discovery has looked closely at India, and believes it has immense potential in the long 

term, China (besides SA) is the only BRICS nation in which we currently have a presence through a 

25% stake in the health insurance unit of China's second largest life insurance group, Ping An 

Insurance.  

 

The partnership is a result of a wider strategy to take our unique approach to insurance beyond our 

founding base in South Africa. We also have a significant footprint in the UK through our partnership 

with British insurance group, Prudential, we are working in Asia and Australia with the AIA Group, 

and also have operations in the USA.  

 

Discovery is constantly being approached by overseas players in our industry, who wish to adopt 

the Vitality insurance product, which we pioneered, and which incentivises customers to follow a 

healthy lifestyle, through rewards or lower premiums We give them the tools and the motivation, and 

it is a win-win strategy. We also have a telematics product, which incentivises motorists to adopt 

safer driving habits.  

 

People come to us becau.se we have pioneered and developed unique intellectual property in life 

and health care insurance. 

 

Ping An were attracted to us as a South African company because we have been operating in a 

developing market, and this is well suited to their needs. The approach to insurance in developed 

markets is all about managing supply - there is much less of a challenge in terms of a shortage of 

doctors and other medical services. In a developing market it is more about focusing on the 

customer, how you cope with a market where there is an under-supply of quality medical people 

and services, and how you reduce demand by helping people to stay healthier.  

 

We are in our fourth year in the Chinese market and the business is developing well. There is great 

potential, because we took the right approach to China. We are the largest private health insurance 

player in a market where growth is dramatic, but off a low base. We send senior people to work with 

Ping An, who know the business and can handle themselves in ·a foreign market, and it is very 

important to have our people on the ground in China, even though this is costly. 

 

We also ensure that their people run the right parts of the business, as it is not easy for Westerners 

to manage Chinese staff. There are cultural differences and our partners know how to oversee 



Chinese staff. They are also skilled in dealing with the regulator, and in understanding that if 

something can't be done in one way, there are often alternatives to achieve the same outcome.  

 

Relationships are important - they must be genuine. You need frequent face-to-face contact at the 

top level. We intend to continue growing our business internationally. To do this, we will continue as 

we have already done in China and elsewhere. We will bring the right product, choose the right local 

partners, and work closely with them. 
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4. RUSSIA 

The Return of the Tsar 

 

"RUSSIA IS A RIDDLE WRAPPED IN A MYSTERY INSIDE AN ENIGMA; BUT PERHAPS 

THERE IS A KEY. THAT KEY IS RUSSIAN NATIONAL INTEREST" 

-Winston Churchill (1939) 

 

"FROM STETTIN IN THE BALTIC TO TRIESTE IN THE ADRIATIC, AN IRON CURTAIN 

HAS DESCENDED ACROSS THE CONTINENT" 

Winston Churchill (1946) 

 

"WELL, I THINK BOTH RUSSIA AND CHINA HAVE A VERY STRONG AVERSION TO 

INTERFERENCE IN INTERNAL AFFAIRS" 

-Hillary Clinton (2012) 

 

"THE ATTITUDE OF RUSSIAN LEADERS GOING BACK TO THE TSARS HAS BEEN 

THE BEST DEFENCE IS A GOOD OFFENSE" 

-Strobe Talbert (2014) 

 

KEY HISTORICAL TIMELINE 
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1200-1480  

The Mongols, led by Genghis Khan, conquer Russia  

1480  

Ivan 111 frees Russia from the Mongols  

1613  

Michael becomes Tsar -1st of the Romanovs  

1682  

Peter the Great becomes Tsar  

  



1762  

Catherine the Great becomes Empress 

 1812  

Napoleon Bonaparte invades Russia  

1853  

The Crimean War breaks out  

1894  

Nicholas II becomes the last Tsar  

1904-5  

Russo Japanese war. Russia suffers an embarrassing naval defeat  

1914  

World War I breaks out. The Russians fight the Germans and Austrians  

1917  

February and October revolutions. Russian government is overthrown. End of the reign of the Tsars 

1918  

Tsar Nicholas II and his family are murdered  

The Union of Soviet Socialist Republic (USSR) is formed  

1929  

Stalin becomes the head of the USSR  

1942  

Hitler attacks Russia in Operation Barbarossa -the largest invasion in history of warfare  

1945  

Great Patriotic War (World War II) ends when the Red Army overruns Berlin in May  

1953  

Stalin dies and is succeeded by Nikita Khrushchev  

1961  

Yuri Gagarin becomes the first cosmonaut  

The Soviet Union builds the wall dividing East and West Berlin  

1962  

The Cuban Missile Crisis  

1964  

Leonid Brezhnev succeeds Khrushchev, until his death in 1982  

1979  

The Soviet Union invades Afghanistan 

1982-1985  

Yuri Andropov succeeds Brezhnev followed by Konstantin Chernenko in short succession  

1985  

Mikhail Gorbachev becomes leader of the Soviet Union  

1986  

Chernobyl Nuclear accident  



Russia launches the MIR space station  

1989  

The USSR withdraws from Afghanistan  

The fall of the Berlin Wall  

1991  

Boris Yeltsin is elected President of  

the Russian Republic, still part of the USSR in June 1991  

An August coup against Gorbachev is thwarted by Yeltsin  

In December: Gorbachev resigns  

The USSR is dissolved  

1998  

Russian debt default 

 1999  

Yeltsin resigns, with Vladimir Putin his successor. Putin becomes  

President in 2000  

2008  

Russia invades Georgia  

2012  

Russia joins the World Trade Organisation (WTO)  

Dmitry Medvedev becomes Prime Minister 

 2014  

Winter Olympics in Sochi  

Annexation of Crimea, triggering targeted Western sanctions against selected Russian leaders 

  



Country Statistics 

POPULATION (M) 143 million (2014 est) World Rank 9 

LAND MASS (SQUARE KILOMETRES) 17.1 million km2. World Rank: 1 

CAPITAL CITY Moscow 

NUMBER OF STATES/PROVINCES 8 

GOVERNMENT TYPE Federation 

LANGUAGE Russian. Alphabet is a form of Cyrillic 

GDP PPP (US$ TRN) US$2.6 trillion (2013 est) World Rank 6 

GDP COMPOSITION (%) AGRICULTURE 4%  INDUSTRY 38%  

SERVICES 58% (2013 est) 

PUBLIC DEBT (% OF GDP) 13% (2013 est) World Rank 164 

URBANISATION RATE (%) 74% (2012) 

FERTILITY RATE (BIRTHS PER WOMAN) 1.6 (2014 est) World Rank 179 

MEDIAN AGE (YEARS) 39 years (2014 est) 

UNEMPLOYMENT RATE(%) 5.8% (2013 est) World Rank: 55 

POPULATION BELOW POVERTY LINE (%) 11% (2013) 

RENEWABLE FRESHWATER RESOURCES 

(BN CUBIC METRES) 

4 313 billion m3. World Rank: 2 

FOREST AREA (SQUARE KILOMETRES) 8.1 million km2. World Rank: 1 

AGRICULTURAL LAND (SQUARE 

KILOMETRES) 

2 2 million km2. World Rank: 5 

CRUDE OIL -PROVED RESERVES 

(BARRELS) 

80 billion (2013 est) World Rank 8 

NATURAL GAS -PROVED RESERVES 

(CUBIC METRES) 

47.8 trillion m3. World Rank: 2 

MAJOR RELIGIONS (%) Russian Orthodox 15% -20%; Muslim 10% -

15%; Christian 2%; Other 

LARGEST CITIES (POPULATION) Moscow 16.6 m   

St Petersburg 5.3 m  

Nizhny Novgorod 17 m   

Novosibirsk 1.6 m  

Yekaterinburg 1.6 m 

Source: The CIA World Factbook, International Monetary Fund, World Bank, I-Net Bridge, Citipopulation.de 
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Our Trip  

 

THE FIRST STOP - MOSCOW  

 

Our first impression of Russia was that of a land of contrasts and extremes. You can go partying in 

a Moscow nightslub and witness ridiculous extravagance and wealth, or you can travel away from 

the big city and enter a virtual time warp - feeling like you have gone back several decades to the 

remote rural Russia of Fiddler on the Roof-but without the catchy tunes and happy, smiling 

peasants. Like much else that is extreme in Russia -the temperatures vary greatly.  

 

We learned a fair amount through our discussions and research, but there are many more layers of 

Russia, like the contents of a large Matryoshka doll, still lurking inside, whose surfaces we had 

barely scratched.  

 

In China, the alphabet and language may be daunting, but signposts in the major cities are all in 

English. In Brazil, there is far less English spoken than you might expect, considering it is their 

second language. And in India, they certainly speak English, but to the unaccustomed ear, it is often 

quite foreign too. But Moscow doesn't even attempt to make English speakers feel at home. Their 

Cyrillic alphabet is difficult for the outsider to read, let alone interpret, and it makes communication 

difficult.  

 

Of all our trips, the one to Moscow proved the most difficult for getting around, due to the city's 

notorious traffic. In Brazil, the traffic was a nightmare, but Moscow was worse than Sao Paulo and 

Bangalore. We missed one of the Moscow meetings when we encountered a Garmin traffic reading 

of nine out of 10. A consequence of the frequent traffic gridlock is that Moscow oligarchs are 

rumoured to follow the example of our own South African politicians and circumvent the congestion 

with flashing lights. The oligarchs apparently disguise their luxury limos as ambulances, which have 

right of way. 

 

 

Many of the buildings are poorly marked. Even with locals accompanying us, we had trouble finding 

some company head offices. We would certainly not suggest navigating the city without local 

assistance. And once we reached our destination, a show of passports was obligatory due to 

stringent security arrangements. Security at hotels was non-existent, unlike in India, even though at 

corporate meetings it was implemented with a rigour that was unexpected and time-consuming. A 



more positive aspect to our corporate meetings, though, was that the employees of most leading 

Russian firms speak English well, enabling an in-depth exchange of views. Surprisingly, the dress 

code was largely informal, and although we had been warned about people taking mobile calls in 

the middle of meetings, we didn't experience this problem. What we did experience was widespread 

smoking, unrestricted by the laws we are accustomed to in South Africa.  

 

While the roads in Moscow were in poor condition, the underground was impressive and attractive. 

Its stations double up as museums and is the deepest metro system in the world. It was built with a 

second purpose of serving as a bomb shelter in case of attack. There are rumours that a second, 

even deeper, underground system was built by Stalin as a military conduit. Given the traffic 

challenges on the surface, it is not surprising that an estimated nine million people use the Moscow 

underground on each working day - more than London and New York combined -making it one of 

the three busiest in the world.  

 

Although we spent most of our time obsessing about two other animals -bulls and bears -we were 

happy to follow the tradition of touching a bronze statue called The Lucky Dog located on the 

underground.  

 

The underground is dangerous for women, and one of the local brokers accompanying us on our 

Moscow leg told us that she and most of her female friends had been attacked, or had been victims 

of attempted rape. Crime, is a big issue in the city, with xenophobic and homophobic attacks all too 

common. 
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The lucky travellers 

IMAGE: P114 

Moscow State University -one of the Seven Sisters 
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Crown Jewels (rendition) 

IMAGE P115 

GUM Store 

 

We stayed, at the Leningradskaya (Hilton) hotel in Moscow. This building is one of the iconic Seven 

Sisters, skyscrapers built by Stalin in the 40s and 50s and dotted along the Moscova River, which 

winds some 80 km through the city. In the book by Timothy Colton, it was noted that Khrushchev 

quoted Stalin as saying "We must be ready for an influx of foreign visitors. What will happen if they 

walk around and find no skyscrapers? They will make unfavourable comparisons with capitalistic 



cities". This says so much about the Russian psyche and their need to try to compete with the West, 

especially with the US.  

 

These buildings are quite distinctive in their architecture and grandeur. The costs of their 

construction weren't of much concern to Stalin. Some 2.6 billion Soviet rubles, a large sum at the 

time, were spent on the ornate Moscow State University alone, which was the tallest building in 

Europe until 1990. Stalin, although a tyrant, was a great builder and drove Russia's infrastructure 

roll-out and industrial development. Many of his statues have been toppled, but for many, especially 

the elderly, he remains a hero of Russia and World War II victor.  

 

We spent two half-days touring Moscow, including the worthwhile visits to Red Square and the 

Kremlin, including the Crown Jewels. These are in close proximity to the National Museum, St 

Basil's Cathedral, the GUM department store and Lenin's mausoleum. We found the similarities 

between the Red Square and Tiananmen Squeare, in terms of design and purpose, quite striking. 

Both represented the communist seat or centre of power. One displays the dead former dictator 

Mao; the other the remains of Lenin. These two were responsible for millions of deaths and now 

both lie, embalmed and immobile, a morbid reminder of man's inhumanity to man. The impressive 

Russian Crown Jewels are housed in Red Square. 

 

As in Brazil, the restaurant food was of top quality in Moscow, and as in Brazil, while we savoured 

the taste, we choked on the prices. Wine was expensive, with us having to say no to bottles on offer 

at up to US$5 000 each. That may explain why we stuck with beer and vodka -both of which are 

more affordable. This was the case for local brews in the other BRICS cities that we visited. Part of 

the contrast of the city was the visible number of elderly people, as well as numerous attractive 

women for which the Russians are well known. Many apparently come specifically to Moscow to 

seek fame,  

fortune, or an oligarch.  

 

RUSSIAN CULTURE AND SOME NOTEWORTHY CONTRIBUTIONS  

 

Russia has a long and proud history of world-class involvement in many a cultural activity. It has 

produced world-renowned musicians and composers, such as Tchaikovsky, Rimsky-Korsakov and 

Stravinsky, ballet greats such as Nijiinsky, and performers such as pianist Vladimir Horowitz. The 

country has also achieved excellence in sport and the sciences. We went with our hosts to a night 

of ballet at the world famous and magnificent Bolshoi Theatre in Moscow. The Bolshoi (meaning 

large or great) is home to the biggest ballet company in the world, with more than 200 dancers. It 

reopened in 2011 following a six-year renovation period. The Russian Audit Chamber assessed the 



renovation cost at US$1.2 billion -though clearly money was saved on the uncomfortable, non-

upholstered chairs. But it was the quality of the performance that held our attention.  

 

The Russians have made their extensive mark in science, technology, architecture, and space 

exploration. Dmitri Mendeleev made an important contribution to the development of the periodic 

table with his pioneering work. Yuri Gagarin was the first man in space, with the USSR in many 

ways ahead of the Americans in the space race. And of course there was jeweller Peter Carl 

Faberge,· the creator of those magnificent eggs. Ironically it's a South African, mining mogul Brian 

Gilbertson, who now owns the Faberge brand through his listed company Pallinghurst Resources. 

There have been many others. Russia has produced many countrymen who shaped their fields of 

expertise in both the arts and sciences. 

 

THE SECOND STOP -ST PETERS BURG 

 

The second Russian city we visited was St Petersburg. A relatively young city, founded in 1703, and 

‘only' 310 years old. But it is a city with a great sense of history and beauty. Moscow had been the 

stage for business meetings and research, housing most of the larger Russian corporates. St Peters 

burg provided the insight into the majesty and splendour of Russia through the ages. It boasts many 

magnificent buildings and is Europe's sixth largest city. 

 

TRAVEL TIPS 

 

"YOU WILL NOT GRASP HER WITH YOUR MIND OR COVER WITH A COMMON LABEL, FOR 

RUSSIA IS ONE OF A KIND -BELIEVE IN HER, IF YOU ARE ABLE ... "  

translated by Anatoly Liberman, published in 'Russian Life in the United States' 

 

DID YOU KNOW? As the world’s largest country, Russia encompasses nine time zones. 

 

For the Business Traveller For the Tourist 
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LANGUAGE  

As in Brazil and in China, English is not 

commonly spoken in Russia, but most of the 

business community speaks good English. 

Nyet is no in Russian. And nyet really does 

mean nyet. It is not an invitation to negotiate.  

SAFETY  

Harrasment of women is a problem. As in India, 

women need to be cautious when travelling 

alone.  



DRESS CODE  

Typically relaxed and casual. 

FOOD  

Tasty as the food may be, pack some peanut 

butter sandwiches, and forget about wine. 

Depending on where you choose to dine, you 

may need to spend more than a hundred 

dollars on a very ordinary bottle of wine -and 

food is also expensive. Stick to vodka, which is 

cheaper.  

SECURITY  

A passport is required for all company meetings 

and access to office buildings. The red tape 

can make you late for meetings, so it is wise to 

allow extra time for this. Security staff may 

request copies of the Russian visa of each 

guest and specifications of laptops or tablets if 

these are to be used in the meetings.  

MOTORISTS  

An estimated one million motorists have 

installed 'dash' cams in their cars. The cameras 

are popular to ensure justice when it 

determining blame for road accident and is a 

deterrent against corruption, which is rife.  

PLANNING  

For a business visa, a letter of invitation from 

the company to be visited is required. It may 

well be simpler to apply for a tourist visa, where 

a hotel confirmation from where you will be 

staying is normally accepted.  

WEATHER  

Don't be deceived if you see a picture of 

someone wearing a sleeveless shirt in Russia. 

It is most likely of a hardy local. Make no 

mistake, Russia is cold. It is a 'bear' market out 

there, with many a would-be invader, being 

defeated by its weather.  

TRAFFIC  

In 2013, Moscow was rated as the most traffic-

congested city in the world. You can be 

delayed for hours in gridlock. Most of the 

country is still difficult to reach and rail may be 

the best option. Even locals need directions! 

Meeting venues are difficult to find, even with a 

local driver. 

ATTRACTIONS  

Russia is endowed with a rich history and the 

major cities are overwhelming. At almost every 

turn there is a breathtaking building or 

historical site. It is so impressive that in time 

you almost become blasé. 

 

Originally St Petersburg after its founder Peter the Greatt it became Petrograd in 1914 to give it a 

more Russian-sounding name at the outbreak of World War I. The name changed to Leningrad after 

Lenin's death in 1924 and after the collapse of the Soviet Union, following a city referendum, 

reverted back to its original name. Many place names were changed in the time of the USSR to 



commemorate communist heroes, but have subsequently been changed back to their original 

Imperial Russian names. Similarly, South Africa has also had many name changes to 

commemorate struggle heroes.  

The city is built on the banks of the Neva• River, with some 65 rivers and canals, reminding one of 

Amsterdam, after which it was designed, or even Venice, hence it is sometimes called the Venice of 

the North. The waterways provide great beauty, but comes at a cost - the city experiences floods 

almost annually. St Petersburg was Russia's capital city for over 200 years. Peter the Great had to 

convince a reluctant nobility to move there. He incentivised them with promises of large dachas in 

the environs of St Petersburg. Rather like council houses for the rich.  

 

There are a multitude of landmarks, including the magnificent Winter Palace (which was attacked by 

Lenin and the Bolsheviks at the start of the October 1917 revolution); the neighbouring Hermitage 

Museum (with many of Catherine the Great's magnificent art treasures); and the ship, housing the 

gun, which was used to fire the historic shot that signalled the start of the 191 7 revolution.  

 

While St Petersburg was the cradle of the Bolshevik revolution, its World War II accolade occurred 

when its citizens successfully resisted a 900-day siege by the Nazis. Although the city itself was not 

physically attacked, the siege created massive depravation. The resistance tied up many German 

divisions, whose energy was also sapped by the winters and helped to stall the German advance 

across Russia at the time.  

 

We unfortunately didn't have the time to travel to any of the other Russian cities. But Moscow and St 

Petersburg are Russia's two major cities. The population numbers drop off sharply with the third 

largest city of Nizhny N ovgorod having some 1. 7 million people. The conditions in both Moscow 

and St Petersburg are vastly different to that in rural Russia and other urban areas. Both these cities 

have served as Russia's capital. The splendour of these two cities is symptomatic of centralised 

political power and economic power, which has left the rest of the country relatively less developed. 

Many cautioned that we have not in fact visited Russia but rather two very 'European' cities. But the 

vastness of Russia with its nine time zones cannot be seen and fully appreciated within the scope of 

a short visit.   

 

Trip Insights  

 

RUSSIA - THE COUNTRY  

 

Russia straddles both Europe and Asia, giving it a somewhat dual character. The architecture of 

Moscow and St Petersburg reflect a national aspiration to be associated with Western Europe. Its 



interior extends from central Europe farther East than either China or Ja pan. The Far East Region 

is characteristically more Asian in culture. For example, in the Western region, the brand aspirations 

are for manufacturers like Mercedes Benz and BMW while in the East, Korean and Japanese 

manufacturers dominate. This is the Russian conundrum - the aspiration of identifying with Western 

Europe along with the difficulty of being viewed as being part of an alien East. Economically 

integrating with Western Europe, but politically becoming more reliant with the East.  

 

The country is one of stark contrasts. The weather is a case in point. Russia has recorded highs of 

45°C, and lows of -71 °C. This inhospitable climate has helped to repel the determined invasions of 

both Napoleon and Hitler.  

 

HIGHLIGHTS OF THE RUSSIAN ECONOMY  

 

It is difficult to imagine a greater contrast between the opposing systems of communism and 

capitalism, and yet Russia has embraced both within recent memory. For 70 years from the 1917 

revolution, the country followed an economic system which is now frowned upon by most 

economists, and its harshness was accompanied by waves of brutal repression. Then the mass 

risings in the Soviet Bloc, symbolised most powerfully by the fall of the Berlin Wall, led to a new era 

of capitalism.  

 

However, this was not the benign, well-ordered or orchestrated capitalism which has evolved in the 

West. Instead, it resembled the anarchy and frontier chaos of the wild west. The Russian mafia 

emerged to rival its Italian counterpart, while many state assets fell into private hands for 

ridiculously low sums, in a system of patronage and cronyism which gave rise to the oligarch, who 

are the economic rulers of today's Russia.  

 

IMPACT OF THE TWO KEY DEFINING ECONOMIC EVENTS  

 

The collapse of the Soviet Union in 1991, and the debt default in 199 8 have significantly affected 

how its economy and government finances have been run. The collapse of the Soviet Union in 1989 

saw the Russian economy contracting by almost half over a decade, leaving both the country and 

its people badly scarred. This was more drastic than the 30% fall in US GDP during the Great 

Depression, a contraction that lasted 'only' five years. It took Russia 10 years to recover from this 

most severe economic downturn in its modern history, with some Russians referring to it as the 

return of the time of 'Great Troubles'.  

 



Similarly, the 1998 Russian default also had a dramatic and a lasting effect on the economy and 

hence on how Russia has since chosen to manage its fiscus. For the subsequent decade, the 

economy has been managed defensively, with fiscal, trade and external surpluses, and the build-up 

of strategic foreign currency reserves, of almost US$500 billion by 2014.  

 

Since 2009, the Russian economy has slowed, without a commensurate slowdown in expenditure, 

accompanied by increasing pension fund payments. Social expenditure now accounts for 35% of 

the budget. Russia is moving back into deficit, which although small, is structural. Amongst the 

BRICS countries, Russia has the lowest government debt, at 11 % of GDP It has the strongest 

current account balance and the second largest foreign exchange reserves of the BRICS. 

 

(GRAPHS P120) 

 

Source: Sberbank, September 2013  

One of the diabolical characteristics of the communist era had been the planning system, typically 

involving five-year plans. Today's Russia has turned its back on this process, in contrast to what is 

seen in China, India and increasingly in South Africa. Mention was made during our trip to Russia of 

a  

'Vision 2020' document, but no one we spoke to seemed to have had sight of this, or to have much 

idea about its priorities. 

 

OLIGARCHS  

We asked executives during meetings in Moscow about how the owner of their company became 

the owner, and became so wealthy in the process. There was typically an evasive answer, and the 

reality was explained to us only in the car afterwards, when we quizzed the local analysts who had 

accompanied us to each meeting. The answers seem to lie in a certain ruthlessness, connections to 

the political regime, and a clear-headed ability to seize opportunities during a chaotic period of 

transformation.  

 

One trait amongst the oligarchs is their tendency to locate their wealth externally. Some US$50 

billion is estimated to have left Russia in recent years - with a rapid escalation in early 2014 as a 

result of the Crimea crisis. The oligarchs are amongst the world's richest families. Capital flight is 

not an issue just for Russia. China and India also experience large outflows of funds. The protection 

of property rights is key to reversing this tendency. It is something that the BRICS must remedy. 

 

Flashy villas in the South of France and mansions in the better suburbs of London top the oligarchs' 

shopping lists, along with sporting clubs, flashy watches, fast cars and all the other trappings of 



wealth. Clearly, there is fear of retribution in what has become a very unequal society. Russia has 

few millionaires. Just the billionaires, and then, the rest.  

 

THE RETURN OF THE TSAR  

 

The fall of the Soviet Union has followed three stages under three very different leaders: 

Gorbachev, Yeltsin and Putin. The demise of the Soviet Union occurred under Gorbachev's 

leadership and the post-communist era was ushered in by Yeltsin. Since the rise of Putin in 1999, 

Russia has been drifting back to an authoritarian state. Pu tin, in effect, has been the leader of 

Russia since the resignation of Yeltsin. His Presidency was interrupted when he stepped down as 

President and became Prime Minister between 2008 and 2012 - nominally to respect the 

constitutional restriction of a maximum of two consecutive terms as President.  

 

Putin's hold on power has remained tight, and the entrenchment of Putin as ruler of Russia 

reinforces our observation that the Tsar has returned. This former KGB boss was ranked by Forbes 

in 2013 as the most powerful person in the world, and, if anything, he has become more autocratic 

as time passes. He has been ruthless in dealing with uprisings in Russia's neighbours, and has 

ensured that his close circle has continued to prosper. 
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Putin's invasion and annexation of the Crimea from an enfeebled Ukraine in 2014 placed the 

neighbouring ex-Soviet Republics on edge. The Russian encroachment on a neighbouring 

sovereign state was understandable in the context of its history and explains the need for safe 

borders. It has a desire to surround itself with allies - as in the era of the USSR - and has a 

compulsion to be the first to act.  

 

Commentators compared Putin's iron determination to the more rhetorical stance of the US 

President Barack Obamas. Putin's resolve should not be underestimated. The Russians we spoke 

to seemed to hold two distinct views, depending on which generation they belonged to. The elderly 

fondly remembered the 'good old days' when Russia held its own against the great USA. The 

younger people did not hearken back to those days, and were disillusioned about politics in general. 

Most people we spoke to felt that Russia needed a strong leader - that Putin would be likely to win 

any election without having to resort to tricks _ yet they were at the same time despondent about 

positive change. Most were willing to discuss politics openly and embraced these discussions, 

unlike in China.  

 



FALLING OUT OF FAVOUR WITH THE TSAR  

 

In 2000, Putin was reported to have said to the oligarchs: "I'll let you continue to make money if you 

stay out of politics". As is typical of Putin, when he says something he means it. This is best 

illustrated by the example of Mikhail Khodorkovsky. 

 

Along with his business partners, Mikhail Khodorkovsky invested in a majority stake of Yukos Oil 

when the company was privatised in 1996. By 2003, the market capitalisation ofYukos, a company 

acquired for US$309 million, had grown to US$21 billion, and it was producing 20% of Russia's oil. 

In 2004, Forbes magazine ranked Khodorkovsky as Russia's wealthiest man. A proponent of 

Western business practices and transparency, Khodorkovsky had become outspoken on the cost of 

corruption to Russia and its economy, unsettling both the Kremlin and Putin, whom he publically 

challenged to address these issues.  

 

In 2004, after a series of extraordinary audits from the Tax Ministry, Yukos was hit with a tax claim 

of over US$30 billion, its assets frozen, then confiscated and handed over to the state-owned 

Rosneft. Khodorkovsky was charged with fraud and tax evasion and sentenced to nine years in 

prison in 2005, later extended to 10 years. Khodorkovsky was released in 2014 as part of a series 

of Presidential pardons from Putin, as an attempt to gain some international goodwill prior to the 

Sochi Winter Olympics.  

 

INVESTING IN AND DOING BUSINESS WITH RUSSIA  

Politics are interwoven with economics in Russia and this poses a number of investment 

challenges. Although the hand of the state is found in the corporate sector elsewhere in the BRICS, 

the intrusion is the deepest in Russia. President Vladimir Putin has absolute control, especially over 

strategic assets, meaning key contracts are awarded preferentially. Those who oppose him are 

excluded. The blurred line between politics and economics, along with Putin's supreme control, 

complicates investing in Russia. A good handle on the impact of politics in many key sectors is 

required before commiting investment capital. This explains why, the mighty Gazprom, the largest 

conventional gas producer in the world, one with massive reserves, traded on a threetimes price to 

earnings (PE) multiple. Key decisions at the SO Es are often taken for political reasons, rather than 

based on commercial grounds. We were informed that large contracts were frequently awarded to 

cronies of the political elite, at inflated values. Russia is the BRICS member with the highest 

corruption rating.  

 



Despite the drawbacks, Russia cannot be ignored due to its Geopolitical importance. But the risk of 

violation of property rights demands a substantial Russian discount factor, and an in-depth 

knowlege of the sectors before making a commitment.  

 

FINANCIAL SERVICES  

 

The financial services sector remains in its infancy and hostility to foreign involvement has stunted  

the growth of this sector. The likes of Barclays, HSBC, Banco Santander and Citigroup, as well as 

the largest South African bank, Standard Bank - all tried to establish themselves in Russia, and later 

withdrew or scaled down. It is hard to judge whether this is due to the sheer difficulty of doing 

business in Moscow, or to more active pressure to leave - implying foreign participants are being 

muscled-out by the authorities. The sector is relatively underdeveloped and dominated by the state-

owned Sberbank.  

 

The pension fund industry in Russia also lags. It is small and under-funded, with revenues from oil 

and gas being used to cover current shortfalls. We met with the owners of the largest privately-held 

pension funds in the country - TKB BNP Paribas Investment Partners. Despite being the largest 

Russian asset manager, they only had US$6 billion in assets undet management - roughly half 

equity; half fixed income. Strict regulations limit the nature and exposure to different asset classes. 

Public pension funds are not allowed to invest in equities, while neither public nor private funds are 

permitted to go into real estate or unit trusts. 

  

The list of permitted equities is short, with penalties imposed on managers who lose capital in a 

year - a further impediment to taking equity exposure. This conservative asset allocation makes it 

difficult to beat inflation. The size of the pension market is roughly US$60-70 billion. Previously, 

investment in offshore equities was forbidden. However, reforms now allow Russians to invest 

offshore with permission from the Central Bank.  

 

ENERGY DEPENDENCY  

 

Oil and gas are at the core of the Russian economy, accounting for the lion's share of fiscal revenue 

and exports. This strong dependence on one sector is unhealthy for the economy, and there were 

few signs of diversification. The manufacturing sector, financial services and banking are all 

underdeveloped. This ultimately means that the Russian economy and its finances are hostage to 

oil and gas prices. The correlation of key Russian economic measures (GDP, exports, reserves, the 

current account), to the price of oil and gas, is high.  

 



The energy dependence was emphasised by the dominance of key companies in this sector: 

Gazprom, Gazprom Neft, Rosneft and Novatek. Gazprom is the largest gas company in the world, 

with cheaply accessible fields. It is a strategic state-owned asset. It is a geopolitically important 

company through its supply of gas to many of Russia's European neighbours. It also supplies China 

and India, making it one of the more important and influential BRICS companies in the world. As 

with Brazil's Petro bras, control by government means that the quest for profits, and the rights of 

minority shareholders, is not a priority. 

 

THE CONSUMER  

 

Tax cuts have helped to support consumer demand, boosting the retail sector. At 13%, individual 

tax rates are amongst the lowest within the BRICS, and also in the world. High oil prices have 

enabled a low tax burden. According to data from JP Morgan, Russian consumers, shared the same 

level of personal disposable income as their South African counterparts in 2005 at (approximately 

US$3 000 per annum). By 2012, this has risen to almost US$9 000-while it languishes at under 

US$5 000 in South Africa. The sustainability of this would be threatened if oil prices were to decline 

sharply. However, the average is deceptive, as there is a gulf dividing the oligarchs and ordinary 

Russians, devoid of a middle class.  

 

THE RAILWAY NETWORK  

 

Russia's railway network is an infrastructure wonder due to its sheer size. It functions as the 

essential transport backbone of the economy with its principle axis extending from the West to the 

East. The main cities are well served by the rail network but its extent is limited in the expansive 

Russian interior, where development is rudimentary.  

 

The best-known part of the rail system is the Trans-Siberian Railway, which is the longest railway 

line in the world. It is 9 289 km long, spans seven of Russia's nine time zones, and has connected 

Vladivostok to Moscow since 1916 and is still being expanded. A journey from one end to the other 

takes eight days to complete. More than enough time for Inspector Hercule Poirot to stumble across 

and solve at least half a dozen murders.  

 

According to Global Trans, the track network remains state-owned, unlike the railway operators, and 

by most accounts, is in a poor condition. Rail remains important to Russia, with some 80% of goods 

transported by rail.  

 

DEMOGRAPHICS AND SOCIETY  



 

Russia is the world's largest country in terms of land mass, yet it is ranked only 10th in the world in 

terms of population figures, with 142 million people. This makes it smaller in population than 

Nigeria. Russia is sparsely populated in context of its land mass. The ethnic and cultural mix is 

diverse and challenging, with Muslims the fastest-growing population group, now at 15 % of the 

total. Despite its territorial extent, the population is surprisingly homogenous compared with the 

diversity found in India and China. 

 

Russia has a rapidly ageing population, with 22.6% of females and 13.8% of males above 60 years 

of age. Russia struggles with one of the greatest gender imbalances in the world due to the much 

lower life expectancy of its men - at 62, Russian life expectancy is the lowest in Europe. Alcohol 

abuse was a significant issue during the Soviet era and remains an issue to this day, with vodka, 

still the main attraction for many. Absenteeism, ill health and premature death among Russian 

males is a consequence of vodka abuse. Ironically, most vodka is imported, which is symptomatic of 

the country's malfunctioning sector. Russian population is in rapid decline, attributable to one of the 

lowest fertility rates in the world.  

 

It is losing almost 1 % of its work force - almost 900 000 people - annually. Few other countries face 

such a demographic headwind. Its superpower aspirations are dented through its population decline 

and low birth-rates.  

 

SUPERPOWER ASPIRATIONS  

 

Russia has been a world superpower on more than one occasion. It has a powerful military, which 

has demonstrated that it is prepared to flex its muscles, bolstered by the world's single largest stock 

of nuclear weapons. Russia has :warred with every one of its neighbours though history, either 

attacking or invading them, or vice versa. For that reason, Russia has kept and will always maintain 

a large, active standing army, and will be tempted to mobilise it, whenever it feels threatened.  

 

The recent events in Ukraine highlight Russia's determination to stand its ground when it perceives 

its interests to be challenged. As Erik Kraus explains in his contribution, the events may well prove 

to have been a costly strategic error by the West, even though Russia will undoubtedly take strain 

too. 
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Source: .washingtonpost. com, 2013 

 



LESSONS FOR SOUTH AFRICA 

 

Despite Russia's distance from South Africa there were many lessons to be gleaned, including: 

 

• The importance of understanding the history, politics and National Scar or National Scars. 

• The challenges that all the BRICS face around property rights, and achieving an appropriate 

role for government within an economy. The discount that applies to Russian assets, deters 

both local and foreign investors. Staunching capital flight is a priority for the BRICS. 

• Russia faces severe issues with infrastructure, as do Brazil and India, though less so China 

or South Africa. 

• Brazil, India and South Africa - need to take the lead from from China and Russia in 

conducting fiscal policy more defensively. 

• The lack of a strong Russia middle class is one of its biggest social risks. 

 

THE ANALYTICAL LENSES  

 

Russia provided us with many additional insights with respect to the different analytical lenses that 

enhanced our insights into the country analysis. Russia's National Scars had some close overlaps 

with those of China, but also some unique differences. Its National Transition also stands out in 

stark contrast to South Africa's. The development of its financial system is also more embryonic 

compared with the other BRICS. These lenses are all discussed in detail in Part B of the book.  

 

CONCLUSION  

 

Russia has many riches, such as land, resources, history and culture. In the era of the Soviet Union, 

it was a world superpower and has painfully rejected communism. It has opened up a bit to the 

world, but remains suspicious of foreigners. It is dependent on oil and gas revenues, and is ruled by 

an increasingly autocratic Tsar. Its key strategic investment assets trade cheaply, as a 

consequence of the associated costs of its political discount. It is a difficult country to understand, 

assess and analyse from an investment perspective. 

  

Given all of this, many of our global managers, whose mandate permits them to invest anywhere in 

the world, tend to either be under-weight Russian assets, or invested in the more expensive, non-

strategic sectors. From insights gained on our trip, we have more sympathy for this positioning.  

 

But we still had one last stop, our home country, South Africa, to visit. 

 



CORPORATE SELECTION 

 

GAZPROM 

 

Gazprom is the largest gas company in the world, and one of the most strategically important state-

owned companies in Russia. It is endowed with the largest deposits of proven gas reserves in 

Russia, with most concentrated in Northern Siberia. It has among the lowest costs of any oil 

company in the world. The company is involved in supplying liquefied natural gas to Europe and 

Asia, and has extensive pipelines, power generating assets, along with its oil subsidiary, 

Gazpromneft Russia, which is one of the fastest growing oil companies. It was listed on 20 May 

1993 and had a market capitalisation of some US$78 billion as at 12 March 2014, after peaking at 

US$365 billion in May 2008, according to Bloomberg data. It is owned 50% by the Russian 

government, whose controlling stake is guaranteed under the Russian constitution. Its market 

dominance comes from the unparalleled reliability of its cheap gas supply, along with its in-place 

infrastructure across much of Europe. The company has the largest number of gas pipelines in the 

world, coupled with strategic underground gas storage facilities. Its geographic position, between 

Europe and Asia, provides a natural advantage, and allows it to command a 25% and 70% market 

share in the European and Russian markets, respectively.  

 

TABLE 1: TOP-10 NATURAL GAS PROVEN RESERVES(% OF WORLD TOTAL) 

 

 COUNTRY 1997–

2001 

 COUNTRY 2002-

2007 

 COUNTRY 2008-

2012 

1 Russia 21.9 1 Russia 19.2 1 Iran 17.9 

2 Iran 18.1 2 Iran 17.4 2 Russia 17.8 

3 Qatar 10.3 3 Qatar 16.2 3 Qatar 14.1 

4 Saudi 

Arabia 

4.5 4 Saudi 

Arabia 

4.4 4 Turkmenistan 6.7 

5 United Arab 

Emirates 

4.4 5 United Arab 

Emirates 

3.9 5 US 4.5 

6 US 3.6 6 US 3.7 6 Saudi Arabia 4.5 

Source: British Petroleum (BP) Statistical Review of World Energy, 2013  

 

According to BP's Statistical Review for 2013, the world's proven natural gas reserves at end-2012 

stood at 187 trillion cubic metres, sufficient to meet 56 years of global production. Gazprom is set to 

benefit from Russia's rich endowment of gas reserves, although over the past 10 years, as the 



above data shows, Iran has moved into No 1 position. As also shown above, the US' gas reserves 

have steadily grown over the past 10 years - having moved from being the world's sixth largest 

supplier of gas to fifth - due to the ongoing shale gas revolution. US shale gas remains relatively 

expensive to produce, is exhausted fairly rapidly, and has risks associated with its potentially 

negative environmental impact. Although shale remains a positive for the US, it is still far from 

challenging Russian or Iranian dominance in the gas market.  

 

Gazprom has built a network of pipelines with direct links to Europe through former Soviet Union 

countries, giving it monopoly status on the gas supply in many nations. The network plays a 

strategic role in Russian geopolitics. The company's ability to deliver uninterrupted supplies is key to 

maintaining its market dominance. 

 

This means pipelines can be driven as much by the Russian government's strategic needs or goals, 

as by a commercial mot1vat1on. In addition, contracts for pipelines have been known to be 

awarded on non-commercial terms to the prejudice of profitability and minority shareholders. 

Consequently, a large market discount prevails. 

 

SBERBANK 

 

The Russian banking sector is unique with a dominant single bank, Sberbank. It has a market share 

in excess of 50% in retail business, and 30% overall. Its share in the Russian banking sector is such 

that it holds some 28% of both assets and capital of the total country, 32% of corporate and retail 

loans business, and 43% of all debit and credit cards. It has about 110 million retail clients out of a 

total population of close to 143 million, which means almost 80% of the population banks with 

Sberbank. In addition, over one million enterprises, out of 4.5 million legal entities registered in 

Russia, are customers of Sberbank. It is both a behemoth and a systemically important institution. 

MSCI data shows that its market capitalisation has increased to US$33 billion, from US$7 billion in 

2008. It has been listed on the Russian exchange markets since 1996.  

 

NUMBER OF BRANCHES - RUSSIAN BANKS (2013) 

 

(GRAPH P129) 

Source: Sberbank Investor Relations Presentation, September 2013  

 

Central Bank of Russia data from January 2014 indicate that there were 915 credit institutions in 

Russia. Sberbank has the lion's share in terms of the number of branch networks, and it is 12-times 

larger than its closest rival, as reflected 1n the graph above. The remaining banks scramble for the 



residual market share. The Central Bank of Russia holds sa controlling interest of 50% plus one 

share of Sperbank. Foreign institutions hold 44%; domestic retail and institutional investors 6%. This 

ownership structure is peculiar given than Central Banks rarely have stakes in private commercial 

banks. The transmission of monetary policy are consequently intertwined wth Sberbank and 

compromises Central Bank independence. Policy changes are discussed with Sberbank before 

implementation, providing a competitive edge.  

 

The process of reforming the economy from the Soviet era is still ongoing, and, unfortunately, some 

sectors such as banking and railways have experienced less change. Single bank poses clear 

systemic risk to the country. Many emerging market f1nanc1al crises result from situations where 

state-owned banks engage in commercially unviable lending practices, such as excessive credit 

creation. These concerns are echoed in Russia. 

 

POLYMETAL 

 

Our meeting with Polymetal International provided an unexpected link between Russia and South 

Africa. Polymetal has ties with South Africa, where former AngloGold Ashanti directors Bobby 

Godsell and Jonathan Best are amongst its chairman and directors. Due to the high quality of 

mining skills in South Africa, there has been a trend for foreign companies to recruit South African 

talent.  

Polymetal is a Russian diversified miner, owning the largest silver mine in the country, producing 

almost 60% of Russia's silver and some 9% of its gold. It is one of the largest privately-owned 

companies in Russia, established in 1998 through the acquisition of various gold and silver assets. 

It had a market capitalisation of US$4 billion in March 2014 according to Bloomberg, although that 

had fallen sharply from some US$8 billion in January 2013. The majority of its gold, silver and 

copper mines and are located in Russia's Far East region. Its geographic mining footprint extends to 

Russia and Kazakhstan. The company uses strategic mining hubs, located centrally to its 

operations in the Far East. The hubs centralises its support infrastructure for mining, processing and 

exploration, with the aim of achieving greater efficiency. The majority of Polymetal's revenue stream 

came from gold (55%), followed by silver (42%) and then copper (3%) in 2012. It also has capacity 

to explore for Platinum Metals Group (PGMs). 

 

The management of Polymetal has expressed a desire to build up production of PGMs, but this 

would require a higher global platinum price. At higher price levels, Russia hopes to once more rival 

South Africa as the largest global PGM producer, with the latter currently accounting for 55% of the 

annual total. Between 1996 and 2001. Russia supplied more PGMs to the world than South Africa. 

We understand this is because during that period Russia was going through financial difficulties and 



it was liquidating some of its assets, including PGM inventories, in order to buttress the 

government's finances, and to help deal with the crises.  

 

Data on PMG indicate reserves shows that South Africa has in excess of 95% of total known global 

deposits. Notwithstanding Polymetal's ambitions, South Africa remains at a distinct competitive 

advantage. 

 

GLOBAL PORTS 

 

We were taken on a site visit by Global Ports Investment PLC, a Russian company, though it is 

listed on the London Stock Exchange. Global Ports had a market capitalisation value of US$2 billion 

in April 2014 according to Bloomberg, but this had ranged between a low of US$l6 billion in August 

2013 and a high of US$2.8 billion.  

 

we also had a site visit in St Peterburg where, Petrolesport - a fully-owned subsidiary of the firm - 

operates one of the largest container terminals in Russia. Global Ports handles large cargo 

containers, oil products, and roll-on roll-off cargo - transporting automobiles, trucks, trailers, railroad 

cars, other goods and bulk cargoes. Global Ports has acquired the NCC Group, previously a 

competitor. NCC Group, was the second largest container terminals operator in Russia and the 

acquisition has strengthened Global Ports' dominant position in the burgeoning Russian container 

market. 

 

The enlarged. Global Ports Group now operate nine container terminals, with a total marine 

container handling capacity of approximately four million 20-foot equivalent units (TEUs). These 

terminals are located in both the Baltic Sea and Far East Basins - which are key gateways for 

Russian container cargo. The group is the largest container terminal operator in Eastern Europe, 

and globally amongst the Top-20 global container operators.  

 

The St Petersburg Petrolesport terminal is the busiest in the Baltic Basin. The largest volume of 

Russian container traffic - 56% - goes through this port. This is almost double and four times that of 

the Far East Basin and the Black Sea Basin respectively. Historically St Petersburg owes its origin 

to its port and is a nucleus for Russian trade especially timber, with which Russia is well endowed. 

The timber business remains important. but cargo loads are now more varied. In terms of TEUs, the 

St Petersburg port was ranked 12th in Europe, and over the four-year period between 2009 and 

2012, container traffic growth of 6% outpaced the 1% growth of GDP. Comparative world figures 

indicate container traffic growth from world ports was 4.2% versus global GDP growth of 3.0%, as is 

shown below.  



 

TABLE 2: TOP EUROPEAN PORTS, 2009-2012 CONTAINER TRAFFIC AND GDP GROWTH 

 

   CONTAINER 

TRAFFIC (IN 

THOUSAND 

TEUs) 

VERAGE GROWTH RATE 

(2009-2012) 

RANK COUNTRY PORT 2012 CONTAINER 

TRAFFIC 

GROWTH 

(%) 

GDP 

GROWTH 

(%) 

1 Netherlands Rotterdam  11 865 2.4 -0.6 

2 Germany Hamburg  8 863 -2.4 0.7 

3 Belgium Antwerp  8 635 -0.1 0.3 

4 Germany Bremen/Bremerhaven  6 115 2.6 0.7 

5 Spain Valencia  4 469 5.4 -1.4 

12 Russia St Petersburg  2 524 6.0 1.0 

  World Total 601 772 4.2 3.0 

 

Sources: International Association of Ports and Harbours Statistics on Container Traffic and IMF  

 

The fledgling consumer boom has revived demand for high-end consumer goods - both durables 

and nondurables - which need to be brought in from offshore. This is especially the case with 

imported automobiles and electronic goods. Global Ports' link to the other BRICS countries is 

through existing trade relations, such as cargo imports from Latin America, and especially 

refrigerated food items, such as meat and fruit.  

 

COMPARATIVE ANALYSIS OF STOCK MARKETS IN THE BRICS  

 

During our BRICS trips, we visited three stock market exchanges - the Brazilian Stock Exchange 

(BM&FBovespa), the Moscow Exchange (MOEX) of Russia, and the Johannesburg Stock 

Exchange (JSE Ltd) of South Africa. The BM&FBovespa was established in 1890 and is the largest 

exchange in Latin America, with an underlying market capitalisation of US$1 trillion (47% of GDP) in 

December 2013, having peaked at a far higher level of US$1.5 trillion in 2010 (72% of GDP) The 

name BM&FBovespa was formulated in May 2008 when there was a merger between BM&F, 



Brazil's main derivatives exchange, and Bovespa, the stock exchange It remains largely privately-

owned, with investors such as Oppenheimer Funds, Vontobel Asset Management, and Black Rock. 

 

The MOEX also resulted from a merger, which took place in 2011 between the Moscow Interbank 

Currency Exchange (MICEX) and the Russian Trading System (RTS). In February 2013, in the 

largest initial public offering (IPO) in Russia since the 2008 financial crisis, MOEX raised 15 billion 

rubies (US$500 million) worth of capital and listed on its own bourse with a valuation of the 

combined entity of about US$4.2 billion. This \PO was instrumental in achieving the Kremlin's goal 

of transforming Moscow into an international financial centre. Russia was inward-looking during the 

Soviet era and did not have capital markets. Since the collapse of the communist system in the 

early 1990s, there have been significant reforms, including the formation of MOEX. It is noteworthy 

that MOEX is still largely government-owned, despite Russia transitioning away from communism. 

 

The Johannesburg Stock Exchange (JSE Ltd) is a mature bourse amongst the BRICS nations. It 

operates in different financial markets, namely equities, equity derivatives, agricultural derivatives 

and interest rate instruments. In June 2006, the JSE Ltd was listed on its own Main Board.  

 

TABLE 3: COMPARISON OF BRICS STOCK EXCHANGES AT 31 DECEMBER 2013 

 

 BRAZILI

AN 

STOCK 

EXCHA

NGE 

MOSCO

W 

EXCHA

NGE 

INDIA 

STOCK 

EXCHA

NGE 

SHANG

HAI 

STOCK 

EXCHA

NGE 

SHENZ

HEN 

STOCK 

EXCHA

NGE 

HONG 

KONG 

STOCK 

EXCHA

NGE 

JOHANNES

BURG 

STOCK 

EXCHANGE 

YEAR 

FOUNDED 

1890 1992 1875 1990 1990 1891 1887 

MARKET 

CAPITALISA

TION (US$ 

BN) 

1 020 771 1 139 2 497 1 452 3 101 943 

NUMBER 

OF LISTED 

COUNTRIES 

363 262 5 294 953 1 536 1 643 375 

LISTED ON 

ITS OWN 

Yes Yes No No No Yes Yes 



MAIN 

BOARD 

PRIVATE 

OWNERSHI

P (%) 

99 43 100* 35 86 75 93 

 

*Close to 49% shareholding of the India Stock Market (here proxied by the Bombay Stock 

Exchange 500) is held by a single family 

 

Source: World Federation of Exchanges (WFE), IMF, Avior Research, Relevant Stock Exchanges' 

websites 

 

An observation about the BRICS stock markets, is that the countries which have had a strong 

European influence through colonisation have the oldest stock markets. The Indian and South 

African stock markets were created while those countries were still British colonies -established in 

1875 and 1887 respectively. Hong Kong, which was occupied by the British from 1841 until 1997, 

also has an old stock market, established in 1891. However, mainland China and Russia, the two 

BRICS countries blighted by communism have the youngest stock exchanges. Initiatives are being 

taken to deepen interaction between these exchanges, which we see as a positive move. Closer 

Jinks are bound to yield fruit over time, through the exchange of ideas, technology and, in 

,time, common listings, and other innovations. 

 

CONTRIBUTOR SECTION 
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Traugott von Czettritz und Neuhaus  

Head· Business Development and Strategy, Sentio Capital Management 

 

RUSSIA: UNDERSTANDING THE RUSSIAN POLITICAL SOUL 

 

Political risk is seen as one of the key risks when investing in Russia. It thus makes sense to try and 

understand the dynamics behind the political structure of the country. Russia's history is colourful: 

from the days of Genghis Khan, to Ivan the Terrible, via Catherine the Great, the Tsars, to the 

Soviet Union, there was always one thing in common, an autocratic, centralised government ruling 

the vast expanses of the empire. A new era started with a new young President, Mikhail Gorbachev, 

succeeding the (truly) old regime in 1985, restructuring the Eastern Bloc, which culminated in the 



fall of the Berlin Wall cind the dissolving of the Soviet Union in 1989. It seemed that Glasnost and 

Perestroika had successfully replaced communism with a more Western-style democracy. 

 

Interestingly, the popular new faces of that democracy, Gorbachev and his successor, Boris Yeltsin, 

stayed in power for a period of a mere 15 years, with the second term of Yeltsin only thanks to a 

narrow victory over his communist challenger, Gennady Zyuganov. From 2000 onwards, a more 

autocratic system again took hold over Russia, with the election of Vladimir Putin. So what does this 

electoral behaviour signify? 

 

Nobel Laureate in Literature, Alexander Solzhenitsyn, probably best portrays what seems to be a 

step backwards. Having spent eight years in prison in a Soviet gulag and a further 25 or so years in 

internal and external exile, he was an outspoken critic of the Soviet system, abandoned Marxism 

and gradually became a Christian. Upon his return to Russia in 1994, following the fall of the Soviet 

Union, he was nominated for a top honour by Gorbachev, and subsequently his name was also put 

forward in 1998 for Russia'$ highest state order, decreed by Yeltsin. He turned down both honours. 

Solzhenitsyn stated that he was unable to receive the second award from a government that had 

led Russia into such dire straits - the 1998 credit default. He did, however, accept the State Prize a 

decade later from the hands of Vladimir Putin. In the writer's view, Gorbachev's administration was 

amazingly politically naïve, inexperienced and irresponsible, weakening Russia to appease the 

West, while he characterised Yeltsin's period as no less irresponsible in its attitude to people's lives.  

 

Wanting to gain the support of regional leaders, Yeltsin called directly for separatism and passed 

laws that encouraged and empowered the collapse of the Russian state. Yeltsin, in his haste to 

have private rather than state ownership as quickly as possible, was accused by Solzhenitsyn of 

having started a mass, multi-billion-dollar fire sale of the national patrimony. 

 

And this is the key! Many Russians view Putin's autocratic style and efforts as necessary to restore 

Russia's importance in the world and refocus internally on traditional values - the Russian Orthodox 

Church plays a big part in this - acting as a counter to the West.  

 

Understanding all of this, dynamics such as those between industry and markets in general, and 

between the oligarchs and the state become clearer. Popular support will always back the 

restoration of Russia as a true World Power. 
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THE BEAR AND THE DRAGON. AN HISTORIC OWN-GOAL FOR THE WEST 

 

Future historians will no doubt puzzle long and hard over the folly of Western diplomacy in the 

decades following the fall of the USSR. Rather than seeking to draw Russia closer to the West to 

which she naturally aspired, welcoming her into a community of equals, the old, Cold War reflexes 

proved irresistible -with no natural lobby to promote Russian interest, the anti-Russian factions were 

able to hijack public policy with dangerous consequences, the most serious of which will be to 

cement a new alliance between Russia and China. 

  

Recent Western attempts to subvert the legal -if distasteful -Yanukovich government in Ukraine 

have been breath-taking to behold It should be intuitively obvious that to publicly menace one's 

adversary, mixing insults and threats, may perhaps work when dealing with a small nation, 

disarmed and impoverished, but when dealing with an angry nuclear power forced upon the 

defensive, it is wildly counterproductive. Indeed, had the NATO powers actually wished to obtain the 

partition of Ukraine and a split across Europe, they would have behaved no differently.  

 

The results were not unexpected. Publicly threatening Putin essentially ensured a hard-line 

response.Any notion that the West intended to deal fairly with Russia was shredded by their furious 

rhetoric over Crimea, rejecting an overwhelming vote for independence as 'illegal' -while at the 

same time welcoming the violent overthrow of the Ukrainian government by an armed mob.  

 

The Ukrainian Putsch is likely to prove to be a tactical victory but a strategic defeat. Even a cursory 

glance at Russian history suggests that the West is now repeating the errors of Napoleon and Hitler 

-Russians are idealists, and there is simply no amount of pain that will force them to concede when 

they are convinced of the rightness of their case; negotiation would have been the far more 

productive option.  

 

It is a simple truth that as a fundamentally conservative power, Russia in fact threatens no one. It 

should be obvious that the real threat to the preeminence of the Atlantic Alliance comes from 

another quarter altogether -China. This is a rising power of an order of magnitude more populous 

and far more dynamic than Russia, and which now increasingly asserts her preeminent global role. 

It is merely a matter of time before a collision occurs between the rising and the declining 

superpowers. Russia constitutes an ideal ally for Beijing, being rich in all the resources that China 

requires, with a powerful nuclear arsenal and possessing substantial diplomatic clout.  

 



Given the historical misunderstandings and mutual suspicion between these two giants as late as 

the early-1990s, an alliance between the Bear and the Dragon was very much an avoidable 

nightmare, and in decades to come, it will prove endlessly troublesome. When today's 

neoconservatives sneer at Russia as a spent force, they are repeating the errors repeatedly 

committed with disastrous consequences by Western powers since the 18th Century. And for the 

West to have driven Russia into the arms of China was utter folly. 
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RUSSIA’S APPROACH TO ENVIRONMENTAL ISSUES 

 

Making a clear assessment of Russia's state of the environment and its approach to environmental 

issues is a challenging task. This is in part due to the vastness of the country (spanning nine time 

zones) and the diversity across biomes, which range from polar deserts to temperate rain forests. A 

further complexity is the need to understand Soviet-era socio-economic philosophy.  

Many academics have argued that embedded in Sovietera economic theory is the notion that 

environmental degradation is the product of a capitalist system that allows for private property 

ownership and individual profit. The resultant belief was that the communist approach to socio-

economic development wouldn't result in environmental degradation Marry this with rapid heavy 

industrialisation and a state planning system that favoured concentration of industry and you begin 

to get a clearer picture of the Russian approach to the environment. The legacy of the Soviet-era 

development is a Russian landscape comprised of vast tracts of untouched natural environment 

littered with highly degraded concentrated industrial areas. It has been estimated that roughly 55% 

of Russia is unaffected by human activity while a further 20% is only slightly impacted Contrast this 

with the 2006 Blacksmith Institute report which stated that three of the world's ten most polluted 

cities are located in Russia. However, owing to the dilutive effect of the country's size many national 

level reports on environmental quality tend to rank Russia highly. These reports mask the socio-

economic and health implications for the populations living in polluted urbanindustrialised areas of 

western Russia.  

 

Illustrative of this is the impact of the many industrial zones along the Volga River which drains 

western Russia and is the largest in Europe. The Volga and some of its tributaries have been 

variously categorised as severely and highly polluted, resulting in it being known as one of the most 

polluted in Europe. The cumulative effect of years of toxic discharges into this key river system is 



reported to be the primary reason for the ecological collapse of the Caspian Sea. Such worrying 

disregard for the health of vital ecosystems does not bode well for the natural environment, for 

Russia is not only the world's second largest producer of oil, but is well endowed with natural 

resources which include: 

 

• an estimated 22% of the world's naturally 

forested lands; 

• one-fifth of all the world's liquid freshwater, stored in Lake Baikal; 

• the largest known natural gas reserve; 

• a diverse commercial mineral set including gold, 

• tin, nickel and potash (to name a few); 

• the second largest coal reserves, globally. 

• Since the fall of communism the Russian economy has grown to become heavily dependent 

on natural resource exploitation, with over 60% of its exports comprising fuel and metals. 

 

Whether Russia's abundance of natural resources is a curse or not is the subject of much debate. 

The general theory goes that countries with high natural resource wealth tend to foster the 

emergence of high levels of corruption, a resource elite and totalitarian rule. All of which destabilise 

democratic rule and longterm stable economic growth. Has Russia reached this point? Only time 

will tell. However, what is clear is that many resource-cursed countries have had to learn the hard 

lesson that you typically run out of investors well before the resources run dry. 
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5. South Africa 

Just a Briquette? 

 

"EACH OF US IS AS INTIMATELY ATTACHED TO THE SOIL OF THIS BEAUTIFUL 

COUNTRY AS WE ARE THE FAMOUS JACARANDA TREES OF PRETORIA AND THE 

MIMOSA TREES OF THE BUSHVELD ... A RAINBOW NATION AT PEACE WITH ITSELF 

AND THE WORLD" 

-Nelson Mandela (1994) 

 

"OF COURSE SOUTH AFRICA IS NOT PERFECT. WE HAVE EXTREME SPECIAL 

ISSUES AND MANY SCARS LEFT OVER FROM THE PAST. BUT WHAT HAPPENED 

HERE WAS A MIRACLE" 

-Lili Radloff (2013) 

 

"AS SOUTH AFRICANS, WE NO LONGER DANCE WITH EACH OTHER" 

-Mandisi Mpahlwa (2013) 

 

KEY HISTORICAL TIMELINE 
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1652  

Dutch administrator Jan van Riebeeck sets up the Cape Colony  

1795  

British forces seize the Cape Colony from the Dutch  

1816-1826  

Shaka Zulu founds and expands the Zulu empire  

1835-1840  

Boers leave Cape Colony in the Great Trek and found the Boer Republics of the Orange Free State and the 

Transvaal  

  



1867  

Diamonds discovered at Kimberley  

1880-81  

Boers rebel against the British, sparking the first Anglo-Boer War  

Mid 1880s: Gold is discovered in the Transvaal, triggering a gold rush  

1899  

Hostilities break out in the second Anglo-Boer War  

1910  

Formation of Union of South Africa by former British colonies of the Cape and Natal, and the Boer republics of 

the Transvaal and Orange Free State  

1912  

Native National Congress is founded, later renamed the African National Congress (ANC)  

1913  

Land Act introduced to prevent black South Africans, except those living in the Cape Province, from buying 

land outside homeland reserves  

1948  

Policy of apartheid (separateness) adopted when National Party (NP) takes power  

1955  

Freedom Charter is drawn up  

1956  

20 000 women march on the Union Buildings in protest against the pass laws  

1960  

Seventy anti-apartheid protestors are killed at Sharpeville. The ANC is banned  

1961  

South Africa declared a Republic, leaves the Commonwealth. Nelson Mandela heads ANC's new military 

wing, which launches a campaign of sabotage  

1963  

Rivonia Treason Trial, where Nelson Mandela is imprisoned for life  

1976  

Soweto uprising where more than 600 anti-apartheid protestors are killed in clashes against security forces 

1984-89  

Township unrest with periodic states of emergency declared  

1990  

ANC unbanned Mandela released after 27 years in prison  

Namibia granted independence  

1994  

ANC wins first non-racial elections, and Nelson Mandela becomes President. where a government of National 

Unity is formed  

Commonwealth membership restored  

Remaining sanctions lifted  



2008  

ANC national congress in Polokwane, with President Thabo Mbeki ousted by rival Jacob Zuma. Interim 

President  

Kgalema Motlanthe installed  

2009  

Parliament elects Jacob Zuma as President  

Economy enters recession for first time in 17 years  

2010  

South Africa hosts the FIFA Soccer World Cup  

2012  

Police open fire on workers at a platinum mine in Marikana, killing 34 people  

2013  

Nelson Mandela dies, aged 95. Tributes to the 'Father of the Nation' pour in from around the world  

2014  

Jacob Zuma sworn in for second term as President.  

Protracted strikes in the Platinum belt 

  



COUNTRY STATISTICS 

POPULATION (M) 54 million (2014) World Rank 25 

LAND MASS (SQUARE KILOMETRES) 8.5 million km2. World Rank: 5 

CAPITAL CIT Pretoria (Executive),  

Bloemfontein (Judicial),  

Cape Town (Legislative) 

NUMBER OF PROVINCES 9 

GOVERNMENT TYPE Republic 

LANGUAGE 11 official languages English (the main 

business language) Zulu; Xhosa; Afrikaans; 

Sepedi; Setswana; Sesotho; Xitsonga; siSwati; 

Tshivenda; Ndebele 

GDP PPP (US$ BN) US$597 billion (2013 est) World Rank: 25 

GDP COMPOSITION (%) AGRICULTURE 3% I INDUSTRY 29% I 

SERVICES 68% (2013 est) 

PUBLIC DEBT (% OF GDP) 45% (2013 est) World Rank 79 

URBANISATION RATE (%) 62% (2012) 

FERTILITY RATE (BIRTHS PER WOMAN) 2.2 (2014 est) World Rank 99 

MEDIAN AGE (YEARS) 26 years (2014 est) 

UNEMPLOYMENT RATE (%) 25% (2013 est) World Rank 173 

POPULATION BELOW POVERTY LINE (%) 31% (2009) 

RENEWABLE FRESHWATER RESOURCES 

(BN CUBIC METRES) 

44.8 billion m3. World Rank 81 

FOREST AREA (SQUARE KILOMETRES) 92 410 km2. World Rank 57 

AGRICULTURAL LAND (SQUARE 

KILOMETRES) 

963 740 km2. World Rank: 13 

CRUDE OIL -PROVED RESERVES 

(BARRELS) 

15 million (2013 est) World Rank: 173 

NATURAL GAS -PROVED RESERVES 

(CUBIC METRES) 

16 billion m3 (2012 est) World Rank 78 

MAJOR RELIGIONS (%) Protestant (37%); Other Christian (36%); 

Catholic (7%) Muslim (2%); Other (18%) 

RACIAL GROUPS 4 main racial groups: Black African (79%), 

White (9%), Coloured (9%), Indian/ Asian (3%) 

LARGEST CITIES (POPULATION) Johannesburg 8.7 m   

Cape Town 4.0 m  



Durban 3.2 m   

Pretoria 2.9 m  

Port Elizabeth 1.2 m 

Source: The CIA world Factbook, International Monetary Fund, World Bank, I-Net Bridge, Citipopulation.de 
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Our Trip  

 

It was Archbishop Emeritus Desmond Tutu who summed up the magic of the newly democratic 

South Africa in 1994, when he referred to it as the 'Rainbow Nation'. The many different people and 

tribes of this vibrant country have come together in a democracy, having been artificially divided for 

decades by laws which judged people not by their ability or potential, but by the colour of their skin.  

 

South Africa was not necessarily any easier, or less complex, or less challenging than any of the 

other BRICS. It has its own subtleties and complexities, and living in the country, there was the 

danger of missing the wood for the trees. The meetings we had on this BRICS research tour 

provided us with a different perspective of the country -in contrast to our routine investment focused 

research.  

 

South Africa has, in many ways, a wider ranging diversity than what we found in the other BRICS. 

There are both developed and undeveloped dimensions. In the WEF, South Africa holds rankings 

both at the top and bottom in various measures. Some parts of the country resemble advanced 

countries while others remain underdeveloped. Glittering skyscrapers, sophisticated restaurants and 

nightclubs lie just a short drive from more rudimentary townships. The trip included places of 

interest, various industries, a local trade union, academics, SOEs and corporates.  

 

We began our trip with visits to key townships in Cape Town -Langa, Gugulethu and Khayelitsha - 

as well as a visit to the District Six Museum, and then later also toured the crowded Alexandra 

township in Johannesburg. 

 

The quality of the business people we met was impressive and we appreciated their openness and 

transparency. Unlike in China, where certain topics are taboo, the people we met were all prepared 

to engage openly with us on all topics - similarly to the Russians. We probed about the challenges 

of Black Economic Empowerment (BEE), concerns about corruption and unemployment. There-was 

general agreement about the problems, but far less so about the solutions. People in corporates, 

management, as well as those who work public sector institutions, stood out as being able to 

compete on a global stage compared with their BRICS counterparts. This confirmed why South 

African thought-leaders, corporates, asset managers, and institutions are held in such high regard, 

notwithstanding the country's far smaller size when compared to all its BRICS peers.  

 

Key Cities Visited  



 

JOHANNESBURG  

 

The largest city in South Africa, has 4.4 million inhabitants excluding the East and West Rand and 

Soweto, but 8.7 million when these other areas are included. This is similar to the likes of 

Washington, Hyderabad and Taipei but larger than Hangzhou, Hong Kong and Ahmadabad. Its 

history is linked to the discovery of gold in 1886, which led to the biggest, and most prolonged gold 

rush the world has ever seen. Countless immigrants came to the Witwatersrand to seek fame and 

fortune. There are many tales, of the massive fortunes that were accumulated by the Randlords 

who controlled both the gold and diamond mining industries. These were effectively the oligarchs of 

South Africa when the country was still in its infancy. Jo'burg, as it is called by the locals, is also 

known as Egoli, the City of Gold. 

 

IMAGE: P140 

 

Mine dumps are still evident to the south of the CBD. These stretch from the east to the west of the 

city, for 200 km along the original gold mining belt. Their scale is a testimony to the extraordinary 

engineering feats required to win the gold from deep inside the ground, although many of the 

Witwatersrand gold mines have had their best gold seams exploited and have been dormant for 

many years. The legacy of gold mining is, on the one hand, the most vibrant and developed 

economy on the African continent, but on the other hand has left an environmental challenge in the 

form of dust, contaminated water and, in some places, radioactivity from residual uranium deposits.  

 

Johannesburg has become the largest city and economic hub of the country. With only 1.4% of 

South Africa's land area, it sits in the smallest province of Gauteng, which contributes more than 

33% to the national economy and a 10% to the GDP of the entire African continent. Most major 

industries are situated in and around Johannesburg, in the so-called PWV which encompasses 

Pretoria, the Witwatersrand and the Vaal triangle.  

 

Jo'burg is in parts not a beautiful city, with its central business district (CBD) somewhat reminiscent 

of Sao Paulo. However, it has far better infrastructure - and is a contender for some green 

credentials with the largest man-made urban forest in the world. Its forest separates the suburban 

sprawl from the somewhat run-down CBD, in which renewal is slowly underway. Banks and mining 

houses have remained in the city centre, but the stock exchange and many corporates have 

migrated to the financial district of Sandton, to the north. Residential areas are of far lower density 

than those in most major cities in the world- especially Sao Paulo, Mumbai, New Delhi, Beijing and 

Moscow. Jo'burg is known for its vibrancy, excellent food and its night life and hospitality. The 



quality of life enjoyed by ordinary middleclass citizens in Jo'burg, and throughout South Africa, 

exceeds the equivalent in the other BRICS countries. The climate is one of the world's best with 

temperate summers and relatively mild winters.  

 

CAPE TOWN  

 

The attractiveness of Cape Town compared with Johannesburg has a Brazilian analogy - we could 

call it the 'Rio' of South Africa. It was the first South African city, and is known as the Mother City. 

Cape Town was founded in 1652, when Jan van Riebeeck and the Dutch East India Company first 

established a settlement to supply Dutch ships plying the trade route between Europe and the East. 

Its population is some 4.0 million (World Rank 67). The city is rated as one of the most beautiful in 

the world, surrounding the base of the impressive Table Mountain, with its cable car and multiple 

hikes to the top, and its many, magnificent beaches. It has a Mediterranean climate where most of 

the rainfall occurs during the winter months.  

 

South Africa's largest life companies, Sanlam and Old Mutual, are based in Cape Town, along with 

the majority of the local asset management industry. It also claims to be South Africa's premier 

tourist hub. 

 

South African Townships  

 

CAPE TOWN (DISTRICT 6, LANGA, GUGULETHU AND KHAYELITSHA),  

JOHANNESBURG (ALEXANDRA)  

 

Every major South African city has its own townships, which are a graphic symbol of South Africa's 

National Scar of apartheid. The laws which compelled non-whites -blacks, coloureds and Indians -to 

live in separate areas, have long gone, but the effects of apartheid's spacial planning lingers. The 

townships have evolved into mixed communities which include both middle-class areas and informal 

settlements. Most of South Africa's working class and its poorest citizens are housed in the 

townships.  

 

For a better insight into South Africa, it is important to understand the living conditions of the poor, 

many of whom reside in the townships, which is why they were included in this research. 

  

Soweto (South Western Townships) with its estimated 1.3 million people is Johannesburg's largest, 

and the country's best known, township. Alexandra, which had an estimated population of 470 000 

in 2012 is Johannesburg's second largest. Khayelitsha in Cape Town is the largest township in the 



Western Cape, with an estimated population of over one million people. Nearby are Gugulethu, with 

some 100 000 and Langa with a further 52 000 residents. We visited each of these Cape Town 

townships at the start of our South African research visit. Each has its so called 'Beverley Hills' area, 

with up-market houses boasting a higher standard and are priced at normal middle-class levels. 

Even after 20 years of a fully democratic South Africa, each township has numerous people living in 

shacks and semi-permanent dwellings, and sometimes squalid conditions. While significant 

progress has been made, especially with the provision of electricity to these townships -some 85% 

of the country is now electrified -the provision of clean, running water and better housing has been 

far harder to achieve. As residents move up the social ladder, many leave the townships for better 

areas in the suburbs. While the provision of housing has been substantial since 1994, the backlog 

of housing has been aggravated through an acceleration of urbanisation and an influx of migrants 

from the rest of Africa -from as far afield as Somalia and West Africa.  

 

There are many social problems that manifest in the townships such as crime, drugs and 

fragmented families. However, much progress has been made in upliftment of the poor and 

previously disadvantaged. The minibus taxis are ubiquitous in the townships and are an integral part 

of this informal economy. The township business activity is mostly trading in nature and 

manufacturing is rudimentary and limited mainly to crafts. In contrast, manufacturing in the Dharari 

slum of lndia was more prominent and better developed. In addition, most residents that are part of 

the formal economy have to commute to the main economic nodes, outside the townships. This is 

where the minibus taxis provide an essential service, supplementing the public transport 

infrastructure. While there is a police presence, frustration with the justice system leads to informal 

township justice, often led by the taxi drivers.  

 

In Johannesburg there is a thriving township bed-and-breakfast business, with hotels, restaurants 

and shebeens, which are traditional bars. The original homes of struggle veterans such as Nelson 

Mandela and Archbishop Emeritus Desmond Tutu are popular tourist sights. Both are situated in 

Vilikazi Street, famed as the only street in the world which has been home to two Nobel Prize 

winners. Soweto has shopping malls, and numerous other formal businesses. It is South Africa's 

model township -and is being transformed from a township to a self-sustaining city. While South 

Africans have political equality, and despite some improvements to some townships, the living 

conditions of many millions are a vivid illustration that the achievement of economic equality 

remains a longer-term challenge. 
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An informal settlement in Khayelitsha 

 



One area of Cape Town which is deeply symbolic of the inhumanity of apartheid is District 6 - once 

a thriving mixed-race community, but which the authorities decreed in 1966 should become a 

whites-only suburb. Some 4 5 000 people were forcibly removed, their homes demolished and the 

area left undeveloped. Unscathed, though, were the churches and other religious structures, as 

even the Nationalist government was loathe to destroy places of worship. Despite the election of an 

ANC government, the authorities have since been slow in returning original residents and their 

descendants to District 6, even though the land is close to the centre of Cape Town and has high 

development potential. Restitution for the forced removal victims of District 6 is complicated. The 

area was cleared out more than 40 years ago in the late 1960s and early 1970s.  

 

While the apartheid government was able to clear the area, it failed to redevelop the area save for a 

Technikon that was built on the western fringe of District 6. This was in part testimony to the 

difficulties faced by governments when they run roughshod over property rights. The apartheid 

government faced similar redevelopment problems in other areas of the country where the original 

rightful owners essentially hold the key to unlocking the area for full redevelopment. 

 

IMAGE: P144 

Informal dwellings on the banks of the Jukskei River, Alexandra 

 

However, many of the original owners in District 6 have subsequently died. Their heirs may 

consequently generate multiple claims over the same property. The land claims are also 

complicated by odious claims by chancers - hoping for some gain through the confusion of the 

restitution process. Meanwhile, original records are incomplete or may contain inaccuracies. Sorting 

all this out is akin to unscrambling an omelette. Adding even more complexity is the fact that the 

City of Cape Town, which contains District 6, is the only metropolitan council run by the main South 

African opposition party, the Democratic Alliance (DA), which also heads the Western Cape 

Provincial government. Political rivalry may be an additional hindrance to the restitution process, 

although progress was minimal even when the ruling party was fully in charge of all three levels of 

government in the Western Cape.  

 

The visits to the townships, Indian slums and Brazil favelas highlighted the social challenges that 

the BRICS countries still face and the impact on policy prescription. 
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Mandela memorial wall- 7th A venue, Alexandra  
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History  

 

The two key political transitions were in 1948 and in 1994. In 1948, the Nationalist Party, widely 

known as the N ats, ousted the ruling United Party and introduced the policy of apartheid, which 

institutionalised racial segregation. In 1994, the first fully inclusive democratic election ousted the 

Nats and brought the ANC to power.  

 

Many had feared a revolution, a bloodbath in South Africa, in the transition from apartheid to a 

democratic country. Thankfully those fears were never realised, in part due to leadership of the 

country at the time - FW de Klerk and Nelson Mandela. South Africa is known as a 'Miracle Nation' 

for good cause. We discuss the life and some of the achievements of Nelson Mandela, below.  

 

NELSON ROLIHLAHLA MANDELA (1918-2013)  

"He achieved more than could be expected of any man and today he's gone home.  We've lost one 

of the most influential, courageous and profoundly good human beings that any of us will ever share 

time with on this earth. He no longer belongs to us. He belongs to the ages. " - Barack Obama  

 

After spending almost a third of his life staring out of a prison window, this great man would have 

had every reason to fill his heart with darkness, but instead he filled it with light. He emerged not as 

a broken man, but as one who had fought for peace, yet refused to compromise his principles. He 

was to become the dominant influence in this country- without him South Africa's peaceful transition 

to democracy would have been unlikely. But his influence extended far beyond his own country. His 

aura and messages filled every corner of the globe.  

 

Born Rolihlahla Mandela at Mvezo in the Transkei on 18 July 1918, he was to become not just the 

most respected, but one of the most loved, statesmen in the late 20th Century. He showed early 

defiance both against the University College of Fort Hare where he studied - which suspended him 

and others for political agitation - and also against the paramount chief who planned Mandela's 

marriage and future chieftaincy. This defiant spirit was later directed against the injustices that were 

imposed by the apartheid government, and also in his determination to redress the injustices of the 

past, once he had become President of a democratic South Africa.  

 

One can hardly imagine the despair he must have felt in being separated from his family, whom he 

always held close to his heart, but we were given some insight into this when he poignantly wrote in 

his book, The Long Walk to Freedom: "To be the father of a nation is a great honour, but to be the 

father of a family is a greater joy. It was a joy I had far too little of".  



 

Mandela's principal objective when he became President at the ripe age of 7 5 was to ensure 

reconciliation with his erstwhile enemies. He enshrined reconciliation in all that he did, publicly 

forgiving and embracing all, even his former enemies, imprinting his message of forgiveness upon 

the new nation. Who can forget the impact of his appearance at the 199 5 Rugby World Cup Final, 

draped in the Number 6 Springbok jersey - the number of the Springbok captain - when he received 

rapturous applause at a packed Ellis Park stadium in Johannesburg? Mandela fully understood the 

powerful symbolism that was required.  

 

Mandela received over 200 separate accolades over his life, including the prestigious Nobel Peace 

prize in 1993, jointly with FW de Klerk. But all these honours mattered far less to him than issues 

such as tackling inequality, and pursuing freedom and the alleviation of poverty. He was a true 

humanitarian and well loved. In his book Conversations with Myself, Nelson Mandela stated that he 

was persuaded by the AN C to stand as President if it won the 1994 election, and had already made 

up his mind to stand for a single term, even before he took office.  

 

He died peacefully at his family home in Houghton, Johannesburg, on 5 December 2013. In 2009, 

the UN General Assembly declared 18 July as Nelson Mandela International Day in recognition of 

the former South African President's contribution to the culture of peace and freedom - a unique 

honour. 

 

TRAVEL TIPS 

 

"I BELIEVE THAT SOUTH AFRICA IS THE MOST BEAUTIFUL PLACE ON EARTH. 

ADMITTEDLY, I AM BIASED BUT WHEN YOU COMBINE THE NATURAL BEAUTY OF SUNNY 

SOUTH AFRICA WITH THE FRIENDLINESS AND CULTURAL DIVERSITY OF OUR PEOPLE, 

AND THE FACT THAT THE REGION IS A HAVEN FOR AFRICA'S MOST SPLENDID WILDLIFE, 

THEN I THINK THAT WE HAVE BEEN BLESSED WITH A TRULY WONDERFUL LAND" 

Nelson Mandela 

 

DID YOU KNOW? South Africa has the only street in the world to have housed two Nobel Peace 

Prize- winners. 

 

For the Business Traveller For the Tourist 
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MEETINGS  SEASONS  



South Africans tend to dress smartly for 

meetings. Check in advance whether your 

contacts will be wearing formal attire, and if you 

are not sure, pack some smart clothing. You 

can always ditch a jacket and tie if your hosts 

are casual.  

This is a large and diverse country, with lots to 

see and do. Bear in mind that as it is a 

Southern Hemisphere country, it is winter in 

South Africa when it is summer in the North, 

and vice versa. The South African winter is the 

best time to view game in the national parks, 

while the summer may be a better time to visit if 

you want a beach holiday.  

LANGUAGE  

English is widely spoken in South Africa but this 

is less so for other European languages. If you 

are worried about your  

English, hire an interpreter.  

SAFETY  

South Africa has a reputation for crime and you 

do need to be on your guard. Don't go walking 

by day or night unless  

you have checked with your hotel or local 

contacts where this is safe.  

TRAVEL  

South African airports are modern and 

impressive. but have a bad reputation for 

pilferage -not unlike airports in many  

other countries. Do not put valuables in your 

suitcase, even on domestic flights.  

HEALTH CARE  

South Africa has world-class private health 

care, but the state hospitals leave a lot to be 

desired. So when you plan  

your trip take out adequate travel insurance 

and make sure it covers health care.  

LEISURE TIME  

If you are traveling from afar, do ensure you 

have a bit of leisure time to see some of this 

remarkable country. You can spend less than a 

day on a visit to a game park, or a trip to the 

Cape winelands, or a cultural tour.  

SIGHTSEEING  

Many South Africans still live in conditions 

reminiscent of apartheid, but township tours are 

popular with visitors. Take advice on a 

reputable tour company and you will be well 

looked after, and you will know you are helping 

to provide employment and upliftment to some 

of the country's poorest citizens.  

GLOBALLY COMPETITIVE  

South Africa is a country which has both 

developed and emerging characteristics. Don't 

be fooled into thinking that you are in an 

unsophisticated business environment. The 

financial sector and the Johannesburg Stock 

Exchange are world class, and South African 

banks are global pioneers in innovation.  

CUISINE  

Although most South Africans love a barbecue, 

known as a braai in Afrikaans, the country has 

some of the best wines in  

the world and some spectacular gourmet 

restaurants which are excellent value for 

visitors, thanks to the weak rand. 



SCHEDULES  

Planning meetings with SOEs may prove more 

difficult than in other BRIC countries. SOEs are 

on-call to the government, and thus last-minute 

shuffling of meetings can be expected. 

 

 

INSIGHTS INTO THE ECONOMY AND BUSINESS  

 

RESOURCE WEALTH  

 

South Africa's total mineral reserves are worth an estimated R20.3 trillion (US$1. 9 trillion), making 

the country one of the world's richest in terms of minerals. It is estimated to have the world's fifth 

largest mining sector. The South African Chamber of Mines says the country has the world's largest 

reserves of chromite ore and platinum group metals (PG Ms), and the second largest reserves of 

gold, vanadium and manganese ore. With South Africa's economy having developed on the back of 

gold and diamonds, the mining sector remains an important foreign exchange earner. Exports of 

minerals make up 38% of total merchandise exports, with gold accounting for 10% of total exports. 

In 2009, the country's diamond industry was the fourth largest in the world. South Africa also mines 

coal, manganese and chrome.  

 

More exploration is required to fully assess the country's mineral wealth, as other world-class 

deposits may yet be found in underexplored areas. This includes potentially large shale gas 

deposits under the Karoo semi-desert region, which would need to be recovered through the 

controversial fracking extraction method.  

 

Recent policy uncertainty and significant labour tensions have seen a loss of confidence by the 

mining sector, with cancellations of expansion plans, and concerns that South African firms may 

choose to invest abroad.  

 

SA CORPORATES  

 

Oligopolistic-style structures are a common feature of the economy. This evolved largely during the 

years of sanctions and exchange controls, when South African corporates largely outgrew the 

increasingly isolated economy. This has squeezed out the SME sector and accounts for the high 

unemployment rate. In contrast, Brazil and India have a lower unemployment problem where SMEs 

absorb a significant proportion of the labour force.  

 



A number of South African listed corporates moved their primary listing overseas after the 1994 

democratic election, once they were permitted to do so. These include SABMiller, Old Mutual, Anglo 

American and Investec. Many have been surprisingly successful, such as Naspers which has 

achieved success in China. The company is one of the 10th largest listed on the JSE. 

 

A key focus for many South African companies as been to expand beyond the more mature 

domestic market, and into Africa. Many have done this successfully, yet for all these efforts and the 

continent's higher rates of GDP growth, Africa typically accounts for a relatively small portion of total 

earnings. Many of the listed retailers reflect that phenomenon - including Shoprite and Foschini. 

Standard Bank took a strategic decision to pull out of the offshore emerging market countries - 

including the BRICS -in which it operated, and to re-focus on South Africa and Africa.  

 

South African executives and corporates are highly regarded, currently reflected in the ratings of 

many of the listed shares. They need to contend with many complex issues of a nature not always 

faced by their developed market peers - such as intricate labour relations, hostile legislation, 

currency volatility, and electricity shortages, amongst other. This has made them highly adaptive, 

and sought after globally.  

 

INSTITUTIONS AND INNOVATION  

 

South Africa has some of the best institutions of any of the BRICS, and indeed these often surpass 

those of some developed nations. These would include its highly-rated constitution, independent 

judiciary and media, Independent Electoral Commission (IEC), its independent Reserve Bank, and 

the effective South African Revenue Service (SARS).  

 

In addition, a number of current and former SOEs are acknowledged as industry leaders in their 

fielddespite some controversy. Those would include the likes of Eskom and Sasol. Eskom, used to 

produce the cheapest electricity in the world, but has had its reputation tarnished by power outages, 

and rising costs.  

 

These entities were supported by the Nationalist government, in order to pursue certain strategic 

goals such as import substitution. As in Russia, many innovations arose under the pressure of 

sanctions and the need to focus inwardly. 

  

South Africa has been a source of innovations - partly as a consequence of the need to be more 

selfsufficient. Chris Barnard conducted the world's first heart transplant in a Cape Town hospital, 

while Sasol is a world leader in technology to convert coal and gas to liquid fuel. The country has 



developed deep-level mining skills. South Africa has even led in swimming pool cleaning technology 

with the invention of devices like the Kreepy Krauly.  

 

In financial services, insurance group Discovery, is conquering new global markets with its 

innovative Vitality wellness incentive programmes, which reward customers for adopting healthier 

lifestyles. The banking sector is a leader in IT innovation, and pioneered many mobile digital 

applications. 

 

THE JOHANNESBURG STOCK EXCHANGE (JSE LTD)  

 

The JSE opened in 1887, a year after the discovery of gold in Johannesburg. TheJSE is the largest 

African stock market. It is a listed company, with a market capitalisation of R8 billion (US$0.8 

billion). There are more than 400 listed companies with a total market capitalisation of over RlO 

trillion (US$972 billion) as at December 2013. An average of R15 billion (US$1.4 billion) in equities 

is traded daily on theJSE. In 2001, an agreement reached with the London Stock Exchange, 

enabled cross-dealing between the two bourses. A memorandum of understanding (Mo U) was 

signed with the Shanghai Stock Exchange in 2012, which was intended to bring the two exchanges 

closer together. We met theJSE's Head of Listings, who gave us some insight into the relationship 

between the South African bourse and its four BRIC peers.  

 

TABLE 1: SELECTED AFRICAN STOCK EXCHANGES COMPARISONS (DEC 2013) 

 

STOCK 

EXCHANGE  

SOUTH 

AFRICA 

GHANA NIGERIA EGYPT KENYA 

Year 

founded  

1887 1990 1960 1883 1954 

Market cap 

(US$ BN)  

972 26 83 62 22 

Market 

cap% of 

GDP 

277 59 29 23 49 

 

Source: I-Net Bridge, Bloomberg, Investment Solutions  

 

THE SOUTH AFRICAN FINANCIAL SERVICES INDUSTRY  

 



South Africa has a demonstrable strength in the broad financial services arena, including asset 

management banks and life companies.  

 

The South African banking sector is world class and highly regarded. It is a competitive one, even 

though there are only four key players - Standard Bank, Nedbank, FirstRand and Barclays Africa. 

The next largest bank, is Investec, which also has a UK listing. Capitec, a relative newcomer, is 

proving to be a feisty competitor. The South African Reserve Bank is highly regarded and it both 

closely regulates and supervises the commercial banks. South Africa was one of the few countries 

whose banks were relatively unscathed during the 2008 Global Financial Crisis (GFC) - a testament 

to the quality of banking supervision, the regulators and the quality of management.  

 

The Life Insurance industry, similarly, is a well contested sector, but is dominated by a few large 

players - Old Mutual, Sanlam, Liberty and Momentum. In many cases these life insurers are linked 

to banks and asset managers. Standard Bank owns a majority share in Liberty Holdings, 

Momentum is part of the FirstRand Group and Old Mutual has a controlling interest in Nedbank. 

 

The South African pension industry is well established with a long history. It is serviced by a highly 

capable asset management industry. The Government Employees Pension Fund (GEPF) would 

rank in the global Top-300 (19th) in terms of pension fund assets. Assets under management total 

some R4 trillion (US$380 billion), or 82% of GDP including the GEPF  

 

TABLE 2: PENSION INDUSTRY - ASSETS AS A PERCENTAGE OF GDP 

 

COUNTRY     PENSION INDUSTRY - ASSETS AS A% OF GDP 

BRAZIL     15  

RUSSIA     4 

INDIA      0 

CHINA     1 

SA      82 

US      75 

 

IMAGE: P152 (1) 

Source: JPMorgan, OECD Pension fimd Database, 2012  

 

South Africa has amongst the highest ratio of pension assets to GDP of the BRICS, and most of the 

world. This is a consequence of its well-developed retirement fund industry, which has been in place 



for decades, and its fully-funded government pension fund. In most other countries state pension 

schemes are run on a 'pay-as-you-go' basis.  

 

Institutional asset managers are permitted to take a maximum of 25% of assets overseas, a 

restriction that stems from exchange controls. The relaxation of exchange controls has seen this 

limit increased incrementally over time from a 5% allowance in 1995 to the current level of 25%, by 

2014. An additional 5% for Africa-specific investments may also be invested outside the country. 

This now represents a significant portion of assets, with many local managers having also 

developed global capabilities.  

 

TABLE 3: LARGEST MANAGERS IN TERMS OF LOCAL AUM - DECEMBER 2013 

 

ASSET MANAGER  RANDS (BN)  US$ (BN) 

OLD MUTUAL   523   50 

CORONATION   434   42 

SIM     391   38 

INVESTEC    388   37 

ALLAN GRAY  377   36 

 

Source: Alexander Forbes AUM survey, December 2013 

 

IMAGE: P152(2)  

 

Investec Asset Management, however, is the largest asset manager in the country with total assets 

under management (including global assets) of approximately Rl.16 trillion (US$110 billion) as at 31 

December 2013, ranking it comfortably in the Top-150 in the world.  

 

The presence of a powerful local asset management industry, a highly-regarded stock market, 

banks and regulators, provides additional assurance to global investors in the country, and helps to 

explain South Africa's typically premium equity rating and strong performing capital markets, 

through time. The JSE has been amongst the top-performing equity markets in the world over the 

last 100 years, according to the Triumph of the Optimists.  

 

SOUTH AFRICA'S CURRENCY - THE RAND  

 

South African adopted the rand in 1961. It was worth more than the US dollar at its launch, when it 

was valued at US$1.40 to Rl.00. The rand had a managed float through much of the 1970s, with 



minimal erosion of the value of the rand against the US dollar. By 1980, one rand could still buy 

US$1.33 supported by the gold boom at the time. The management of the economy through both 

fiscal and monetary policy deteriorated, and this led to an erosion of the rand's value through the 

1980s. The currency weakness was exacerbated by mounting political pressure and sanctions 

against the apartheid regime. By February 1985, the rand was trading at over R2 to the US dollar, 

and in July that year all foreign exchange trade was suspended for three days to try halt the 

devaluation. It has since further  

depreciated, within wide bands, and with some periods of strengthening, to a worst level of R13.85 

to the US dollar, in December 2001.  

 

South Africa has imposed exchange controls since 1939, but these were tightened in the wake of 

the March 1960 Sharpeville massacre. During the apartheid sanctions era, especially from 1985, 

exchange controls became more draconian. South Africa introduced dual currency systems - the 

financial rand for foreigners, and the commercial rand for locals - which led to some attractive 

arbitrage opportunities. After the fully democratic elections in 1994, the new government began a 

process of liberalisation of exchange controls. Although they have been reduced, some remain in 

place, under the watchful eye of the South African Reserve Bank, to ensure compliance with the 

regulations. Exchange controls remain a dead-weight on South Africa's competitiveness, and hinder 

the country from competing internationally - even its smaller Indian Ocean neighbour, Mauritius, has 

a more favourable jurisdiction. 

 

INFRASTRUCTURE  

 

South Africa remains a dichotomy -with world-class infrastructure in many places, while it has 

under-development challenges in other areas. The awarding of the FIFA Soccer World Cup in 2010 

accelerated investment in hotels, highways, stadiums and especially in airports. The country's 

airports are indeed world class -so much so that the Airports Company of South Africa (ACSA) has 

taken over the management of airports in Sao Paolo and Mumbai, and consults to the Ghana 

Airports Company. In other areas, especially around townships and informal settlements, 

infrastructure remains poor.  

 

The government has identified infrastructure as a key component in raising economic growth, and 

yet South Africa's investment in infrastructure has fallen over time. President Jacob Zuma created a 

Presidential Infrastructure Coordinating Commission (PICC) in 2011 to identify and assist with the 

coordination, implementation and roll-out of infrastructure projects. Some R 3 trillion of additional 

infrastructure projects were identified and classified into 18 Strategic Integrated Projects (SIPs ). 

This could be an important catalyst for growth, but funding, delivery capacity and skills shortages 



provide challenges and constraints. A low level of savings, as reflected in the graph below, is 

particularly problematic, as this forces over-reliance on foreign funding and debt funding. Measures 

to lift  South Africa's savings rate, especially through taxation reforms, are therefore critical. An 

economic mismatch has developed with an investment rate of around 19% of GDP compared to a 

savings rate of only around 14% of GDP This has contributed to a twin deficit problem -of both the 

current account and budget.  

 

SAVINGS AND INVESTMENT RATES AS A% OF GDP 

 

(GRAPH P 154) 

Source: J P Morgan Chase 

 

THE GROWING BLACK MIDDLE CLASS  

 

The expansion of the black middle class in South Africa is regarded as essential to repairing some 

of the damage done by the apartheid policies. However, persistent structural constraints, including 

skills shortages, crime, corruption and inefficient parastatals, act as a drag on growth. In our 

discussions with recruitment group Adcorp, we were told that the country now has some five million 

middle-class black South Africans, with 1. 8 million in highly paid jobs -eclipsing the established 

middle class predominated by the white community. Most of this progress was achieved within the 

two decades after the end of apartheid, indicating that progress has been made.  

 

UNEMPLOYMENT  

 

Unemployment is another key economic variable factor linked inextricably to the National Scar, but 

we would argue that it is South Africa's new National Scar. The official unemployment rate was 25% 

at the end of2013 but this would rise to 34% under the expanded definition of unemployment. With 

youth unemployment at almost 50% on the expanded basis, South Africa has a real crisis on its 

hands -unemployment is South Africa's national emergency. The country's unemployment rate 

stands out like a sore thumb in comparison to the developed world, including the so-called austerity-

wracked Portugal, Italy, Ireland, Greece and Spain. It is five-times that prevailing in Brazil, the 

BRICS partner which has economic characteristics most similar to those in South Africa, and it is 

materially higher than in all the remaining BRICS.  

 

The risks that this brings are obvious -disaffected youth, poverty, crime, populism civil unrest. There 

is no good news here. This is the obvious area where policy needs to be prioritised -and where a 

real inroad can be made -with all other issues needing to be subservient to employment creation. 



This requires a strategic refocus, with fresh agreement on priorities, a supportive taxation regime 

and legislation, more support to SMEs and the like.  

 

TABLE 4A: BRICS UNEMPLOYMENT RATES 

 

COUNTRY  

 

BRAZIL RUSSIA INDIA CHINA SOUTH 

AFRICA 

UNEMPLOYMENT 

RATES(%) 

6 6 9 6 25 

Source: CIA World Factbook, (2013 est) 

 

TABLE 4B: SOUTHERN EUROPE UNEMPLOYMENT RATES 

 

COUNTRY  

 

PORTUGAL IRELAND ITALY GREECE SPAIN 

UNEMPLOYMENT 

RATES(%) 

17 14 12 28 26 

Source: CIA vliwld Factbook, (2013 est) 

 

TRADE UNIONS & LABOUR RELATIONS  

 

South Africa's labour relations environment is complex, with its roots dating back to the early 1900s. 

It is mired in the country's history of inequality and racism, and hence has always had a str:mg 

political element, rather than simply a union or worker focus. It was expected with the advent of 

democracy in 1994 that labour relations would improve. This was the case in the first 15 years after 

1994, but there has been a sharp deterioration in labour relations since 2008. For instance, labour 

relations in the mining sector have been under considerable stress - with escalating labour unrest 

and deteriorating productivity. A protracted strike led by AMCU in 2014 in the platinum sector was 

the longest since the 1994 democratic election, indicative of the issues.  

 

The largest trade union in the country is COSATU, with a 1.8 million membership at the start of 

2014. It is part of the tripartite alliance governing the country, along with the AN C and the SACP 

This is followed by FED USA, with 560 000 members and NACTU, with 400 000 members. One of 

the more significant unions is the COSATU-affiliated National Union of Mineworkers (NUM) which 

had a peak membership of some 320 000, but has more recently lost between 50 000 and 70 000 

members to the more militant and populist, AMCU. We met the leadership of NUM, who portrayed 



themselves as the more mature, pragmatic face of labour. It was clear that the breakaway AMCU 

union was a major challenge for them.  

 

The deterioration in labour relations since 2008 coincided with the ruling party's electoral conference 

in Polokwane, which led to the removal of the incumbent President Thabo Mbeki. This proved to be 

pivotal in South Africa's economic and political history, as there has since been a distinct 

deterioration in the country's economic performance. While the GFC of that year had a clear 

negative impact on South Africa, there are a multiple of measures that point to internal reasons for 

the underperformance. Unemployment has risen since 2008 in South Africa but fallen across most 

EMs. Global economic growth has rebounded largely to pre-crisis levels, while South Africa's growth 

remains well below its pre-crisis rate. Despite a much lower growth rate, the government has 

borrowed substantial sums to underpin the weak rebound - whereas most EMs have enjoyed a 

growth rebound but have maintained their Debt: GDP levels. To a large extent, the Zuma 

administration has shifted economic policy incrementally to the left in the five years since 2008. 

Economic policy has been increasingly union-influenced, with less pragmatism. The government 

has a focus on the triple problems of poverty, inequality and unemployment. None of these issues 

has improved much since 2008. Essentially, the resolution of the triple problem has been hampered 

through the triple mistakes of labour unrest, escalating regulation and taxes on capital formation.  

 

When we met the South African Ambassador to Russia in Moscow he commented that "as South 

Africans we no longer dance with each other". By that he meant that labour, business and 

government used to court one another, and engage in fruitful dialogue, but that this was no longer 

the case. 

 

Insights into Social Issues  

 

EDUCATION  

 

This remains a central issue for the country. The World Economic Forum (WEF) ranks South Africa 

in the worst five in the world for maths and science education. The national budget commits some 

23% (5% of GDP) on education - one of the higher levels in the world, but quality is poor. While 

some progress has been made, South Africa's National Scar of apartheid has a strong legacy in this 

area.  

 

As in Brazil, there is high demand for the significantly-better private schools, and there are 

significant differences in quality of education between the public and private sectors. South Africa 

has a real problem - South Africa's education 'weapon' is faulty, and firing poor-quality ammunition. 



This contrasts dramatically with China, Russia and India, where, for example, the number of 

engineers produced per year confirms their priorities.  

 

The education system fails on several levels. This is reflected in the Department of Basic 

Education's own statistics that are compiled annually. The dropout rate is the first problem, with only 

48% of the scholars who started in 2001 for Grade 1 still enrolled in 2012 for their matric year. A 

further 7.4% dropped out in their matric year. The pass rate was 74%, which meant that only 33% of 

those who enrolled in 2001 actually graduated from secondary schooling. However, only 12 % of 

the candidates who enrolled in 2001 qualified to enter into university. But even for those who secure 

a school-leaving matric certificate, the levels of skill which has been gained is inadequate to allow 

them to enter the workplace. This is a global challenge, with education systems failing economic 

relevance. Failure is accentuated in South Africa where there is high overall unemployment and a 

rising recognition that large numbers are unemployable. Low teaching standards, a weak curriculum 

and low pass hurdle rates make an additional contribution to a poor outcome. The results of the 

education system fail to compare adequately even with many other African countries, which commit 

far fewer resources to education.  

 

There are many causes of this, one of which being that the teaching profession was unionised 

instead of professionalised - and hence labour relations in education have been fractious. 

Performance management systems have been resisted by the unions, and the most powerful 

teachers' union is a member of the tripartite alliance of government, allowing it to yield considerable 

influence. Education standards have become a lottery, with variable quality of skills being 

developed, posing additional problems for employers. To circumvent this, employers want 

applicants to be able to show a track record in employment, which raises barriers to entry for new 

job seekers - with experience a common requirement in filling vacancies. 

 

However, there are pockets of excellence within the education system that are world class. 

Testimony to this is the quality of professionals that emerge from the universities in the fields of 

medicine, engineering and commerce. These skills have been in demand globally. But too few 

graduates are produced and South Africa struggles with a skills shortage. Despite the 

unemployment rate, there are many vacancies for skills that are in short supply. It has also 

contributed to high levels of inequality, where the workforce ranges from the highly paid and highly 

skilled to the poverty of the unemployable.  

 

NUMBERS OF ENGINEERING GRADUATES PER YEAR (THOUSANDS) 

 

(GRAPH P158) 



Source: Higher School of Economics, 2010, SAIEE; SouthAfrica.info 

 

CRIME  

 

Alongside education, crime is an important issue that negatively impacts the country. To a large 

degree, it, too, has its roots in the country's National Scar. During the struggle against apartheid, 

high numbers of illegal arms were shipped into and hidden within the country. These often fell into 

the hands of criminals. Murder, sexual abuse, and vehicle hijackings remain issues within the 

country, though levels of some crimes have fallen, reflecting the benefits of economic growth, and 

the emergence of a growing black middle class. The police force has recently become increasingly 

aggressive, with numerous incidents of deaths at the hands of the police. The deaths of protesting 

mineworkers in 2013 in Marikana was the most notorious incident, leading to a commission of 

enquiry. 

 

IMAGE: P159 

 

CORRUPTION  

 

Service delivery protests are common, occurring virtually on a daily basis. These are akin to those 

in Brazil, though on a far wider, more ongoing, and more violent basis in South Africa. Citizens 

across the BRICS are demanding more of their governments, including a reduction in corruption, 

and better service delivery.  

MAJOR SERVICE DELIVERY PROTESTS IN SOUTH AFRICA, BY YEAR (2004 - 2013) 

(GRAPH P 159) 

Source: Municipal IQ Municipal Hotspots Monitor 

 

Insights into Environmental and Related Items  

 

SUSTAINABILITY AND BIODIVERSITY  

 

South Africa signed the Rio Convention on Biological Diversity in 1994, and subsequently produced 

a National Biodiversity Strategy and Action Plan in 2006. It is ranked sixth out of the world's 17 

megadiverse countries. According to the :Department of Government Communication and 

Information System, whilst South Africa occupies only some 2% of the world's land area, it is home 

to nearly one in 10 of the world's plants, with some 20 000 plant species, 7% of reptiles, birds and 

mammals and 15% of known coastal marine species. The benefits that South Africa derives from 

biodiversity or ecosystemrelated services, particularly tourism, are estimated at R73 billion a year, 



according to the Ministry of Water and Environmental Affairs 2013, accounting for 7% of annual 

GDP and eclipsing the earnings of the once-dominant gold-mining sector.  

 

WATER ISSUES  

 

South Africa, along with a number of sub-Saharan African states, is a water-stressed country - in 

contrast to Brazil, which is water-abundant. The water supply to the urban areas is highly 

engineered through dams, water transfer schemes and purification systems. This has helped to 

manage the endemic water-stressed conditions. Water-stress is made especially challenging in that 

South Africa's economic hub lies on a plateau with insufficient natural water supply to sustain the 

extensive development. However, despite the natural supply constraints, so far the major 

metropolitan areas have not experienced significant water constraints. Previous forward planning 

had led to the development of the Lesotho Highlands Water Project. This is essentially a water 

transfer scheme to supply the Gauteng province, and has impressive engineering credentials and 

parallels to the Itaipu project in Brazil. 

 

The water supply infrastructure has more recently lagged, with the surge in urbanisation over the 

past 20 years, and issues with water quality and supply consistency are concerns. There have been 

some supply and quality issues in the smaller municipalities already, which struggle with 

management and skills capacity more generally. In the larger municipalities and metropolitan areas, 

the water quality is of a high standard against global benchmarks and is safe to drink. 

 

Climate change is an issue that could affect South Africa and its water-stressed condition could be 

aggravated. In addition, the Gauteng area is also grappling with legacy environmental issues related 

to its mining past with acid mine drainage (AMD) contaminating underground water resources.  

 

THE KRUGER NATIONAL PARK  

 

This game park is a must-see for any visitor to South Africa. It is located in the Mpumalanga 

province, home to some of the most scenic natural vistas, gorges, forests and waterfalls to be found 

anywhere in the world and a conservation priority. It became South Africa's first national park in 

1926 covering almost 20 000 square kilometres. It has some of the best game viewing in the world 

where it is renowned for the Big 5 - lion, leopard, buffalo, elephant and rhino. It boasts more 

mammals than any other African game park with 147 species. South Africa is very similar to Brazil 

in its desire to protect its environment, and now enjoys the benefits of a fast- growing eco- tourism 

market. More and more public attention is given to poaching of the rhino, which has become a 

serious problem in the Kruger Park, partly due to its  



porous border with neighbouring Mozambique. 
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ANALYTICAL LENSES  

The analytical lenses for South Africa are highly relevant in terms of how policy is shaping up 

against the performance of the economy. Its apartheid National Scar towers over all else and in 

some ways efforts to redress it may well have developed into hindrances, rather than supports, to 

the economy. The mining industry is the start of the economic value chain, and yet it may well be 

showing signs of buckling under the myriad of pressures that apartheid legacy has heaped on the 

industry. But South Africa is now located in an increasingly stable part of the world and it is 

dominant in its neighbourhood. There has been a peace dividend that the transition from an 

apartheid state to a constitutional democracy has brought. Its National Transition was almost 

miraculous and further transition should be simpler.  

 

The analytical lenses help us to understand the context of how the country has developed, and 

identify success factors for doing business and investing in South Africa. While mistakes have been 

made, there are also many opportunities. In the BRICS context, South Africa may be the smallest 

member but it also has much from which the other BRICS can learn.  

 

CONCLUSION  

 

South Africa is delivering well below its potential despite the euphoria of the 1994 election. This has 

generated significant levels of dissatisfaction within an electorate impatient for faster progress. 

Issues like corruption and maladministration have sullied the ruling party's record and there are 

signs that a political realignment might unfold in the future. However, for now, the ruling party is 

secure, due to the widespread recognition of its historic role in fighting the racism of the past and in 

delivering South Africa from apartheid.  

 

 

What South Africa lacks in size, it makes up for in energy, passion, competence and personality. 

The question is how well our country can weather its next, smaller National Transition. This will be 

the one away from obsession with race, the past and BEE, to one where the focus is on boosting 

employment, where all can contribute equally, and the country can compete with its African peers, 

the BRICS, as well as with the likes of Mauritius and even Singapore or Hong Kong, as a global 

financial centre. 

 



CORPORATE SELECTION 

 

IMPALA PLATINUM 

 

Impala Platinum Holdings (lmplats) is South Africa's second largest platinum miner, producing 

approximately 22% of the world's supply of primary platinum, with operations in both South Africa 

and Zimbabwe, employing 57 000. lmplats' history goes back to the 1960s when exploration began, 

with production following in 1969 in the now North-West province of South Africa. Impala Platinum 

listed on the JSE in 1973. It has a market capitalisation of US$7 billion in March 2014 with revenues 

of US$3.4 billion.  

 

lmplats' share price hit an all-time high in 2008 of R368. From this peak, however, the lmplats share 

price has fallen almost 75%, owing to many factors including lower commodity prices, lengthy strike 

action and ongoing labour, industry and regulatory uncertainty With a decline in both labour 

relations and labour productivity, production has been falling over the past five years, with 2013 

having seen the lowest output since 2009.  

 

One of the key difficulties the industry faces is that labour productivity has been falling while real 

labour costs have been rising, placing industry margins under significant pressure. This can be seen 

in the graph below. Lower commodity prices have compounded the industry distress.  

 

SOUTH AFRICAN PLATINUM SECTOR -LABOUR COSTS AND PRODUCTIVITY 

 

(GRAPH P 153) 

Source: J P Morgan 

 

lmplats' mines in South Africa's North-West province remain the heart of its operations, in terms of 

revenue. However, lmplats also operates in Zimbabwe's platinum-rich Great Dyke region, where 

nearly 45% of the company's 230 million ounces of platinum reserves lie. lmplats' two key 

operations in Zimbabwe are Zimplats and Mimosa. In Zimbabwe, lmplats faces problems with 

Zimbabwe's indigenisation laws and also labour, to a lesser extent.  

 

The platinum industry is important to South Africa, and therefore overcoming its many challenges 

will be vital for both lmplats. and the country as a whole. 

 

ESKOM 

 



Founded in 1923, Eskom is one of the oldest utilities in the world. In the early years of electricity 

supply in South Africa, independent power producers (IPPs) were the main players It was only a 

year after the Electricity Act was passed in 1922, when the government of General Jan Smuts 

decided to make the provision of electricity a public service, that the Electricity Supply Commission 

(ESCOM), now Eskom, was established. Kimberly, a small town in the Northern Cape province of 

South Africa, had street lights even before the City of London, thanks to the wealth generated after 

the discovery of diamonds there. In 1882, Kimberly installed 16 electric street lights - the first in the 

world.  

 

Due to South Africa's substantial endowment of coal reserves, Eskom had been able, for much of 

the last two decades, to price its mainly coal-fired electricity at below international levels. According 

to the 2012 Survey performed by the NUS Consulting Group, which measures the cost of electricity 

in a selected number of countries, South Africa had the cheapest generating cost for a lengthy 

period. In 2008, South Africa was producing electricity at a rate of 3.4 US cents/kWh. A new pricing 

strategy resulted in this rising to 9.lc in 2012, an increase of 168%.  

 

TABLE 5: INTERNATIONAL ELECTRICITY REPORT - 2012 PRICE COMPARISON 

 

2012 RANK 2011 RANK COUNTRY 2012 COST 

(US 

CENTS/KWH 

1- YEAR 

PERCENTACE 

CHANGE 

5- YEAR 

PERCENTAGE 

CHANGE 

1 1 Italy 20.23  18.4 3.2 

2 2 Germany 15.15  -5.8 -15.6 

3 4 Spain 13.52  12.1 -0.3 

4 3 United 

Kingdom 

12.45  1.4 -19.1 

5 5 Belgium  11.92  -9.7 -11.0 

6 13 Australia  11.68  27.8 37.1 

7 8 Netherlands  11.28  -6.9 -26.2 

8 6 Austria  11.05  -12.6 -34.7 

9 16 South Africa  9.13  23.1 167.7 

10 11 United 

States  

8.89  -6.2 -5.8 

11 14 France  8.76  5.1 -13.4 

12 9 Finland  8.64  -17.7 -18.7 

13 10 Sweden  7.95  -22.6 -25.9 



14 15 Canada 7.58 1.4 7.7 

 

Source: NUS Consulting Group International Electricity & Natural Gas Suroey & Cost Comparison, 

lune 2012  

[http://www.kraftafferer.se/ meralasning/2012E &GSuroey.pdf] and EE publishers [http://www. ee. 

co.za/article/international-electricity-pricing-suroey-2007-to-2008.html}  

 

Historically, electricity tariff hikes were linked to CPI, but did not take into account capital 

expenditure needs for replacing aging power stations, developing new generation capacity and so 

on. Indeed, the recent increases have been necessary to boost Eskom's balance sheet, given its 

enormous capital expenditure programme, but at the same time have boosted inflation. 

 

ESKOM'S AVERAGE TARIFF ADJUSTMENT FOR THE LAST 15 YEARS 

(GRAPH P 165) 

Source: Eskom  

 

Eskom is an integral part of the South African governments' 10-year infrastructure spending 

program - worth R3.2 trillion in total for the period 2012 to 2020. Eskom has plans to invest about 

Rl.9 trillion (about 60% of the total) in electricity generation. Its massive funding requirements has 

placed its balance sheet under pressure, with a need for recapitalisation. There are currently three 

projects which are running more than two years behind schedule: two coal-fired power stations - 

Medupi in Limpopo, Kusile in Mpumalanga and the lngula pumped storage scheme in KwaZulu-

Natal.  

 

During our engagement with management, Eskom outlined the important role it plays in the BRICS 

countries through the newly-established BRICS Business Council, which was first chaired by South 

Africa. The Council has a sub-committee on energy and the green economy. Eskom's commitment 

to reducing its carbon dioxide emissions footprint in South Africa (and the globe), along with the 

related technologies it has developed around environmental, social and governance (ESG) issues, 

has led to a healthy exchange of ideas in the BRICS Business Council. 

 

THE FOSCHINI GROUP 

 

The Foschini Group is a well-established Southern African retailer, primarily of clothing, with a 

market capitalisation of R23.5 billion (US$214 billion) in March 2014, according to Bloomberg data. 

It started operations in 1924, and it listed on the JSE in 1941. The group has grown to become 

South Africa's fourth largest credit retail group.  



 

The Foschini Group is a diversified retailer with approximately 2 000 stores across 19 established 

store brands in various segments of the market: clothing, cosmetics, jewellery, sports, homeware 

and furniture. In 2013 they opened 146 new stores with 17 outside of South Africa - in Zambia, 

Namibia, Nigeria, Lesotho, Swaziland and Botswana. These in total contributed less than 5% of 

2013 turnover. Whilst growing strongly, and offering significant further upside potential, the 

company profit base is anchored in South Africa. As for many South African retailers, the rest of 

Africa offers high potential, but will take many years to contribute a truly meaningful share of profits. 

 

The group's stores attract a wide customer base, mainly concentrated in the middle-income 

segment of the market, while it also has stores which cater to lower and upper-income customers, 

with brands such as Exact, G-Star RAW and @home. Its Top-4 brands are Foschini, Markham, 

Totalsports and American Swiss stores, and are found along with their peers, in virtually every 

major South African mall or shopping centre.  

 

1999 saw the establishment of the RCS group which specialises in providing financial services to 

some 900 000 consumers. This subsidiary was maJority-owned by Foschini Group, with SA's 

largest bank, Standard Bank, the second biggest shareholder. This joint venture, however, was sold 

in April 2014 for R2.6 billion to BNP Paribas Personal Finance. Clothing, jewellery and cell phones 

remain the largest contributors to Foschini's turnover with the newly established furniture and 

homeware stores showing the strongest growth.  

 

Whilst credit growth slowed in 2013, the retail sector has proved to be one of the best performing 

sectors on the JSE over a number of years - contrasting with this sector's track record in many of 

the other BRICS members. The South African retail industry has enjoyed above normal growth on 

the back of the emergence of the black middle class, a strong culture of consumerism, strong credit 

growth in a low-interest rate environment, and strong wage growth, especially in the government 

sectors. The rapid growth had slowed, with the SA consumer under considerable pressure from an 

(unexpected) rising interest rate environment in 2014, as a consequence of the prior significant 

weakening of the rand. 

 

SASOL 

 

Sasol has a market capitalisation in excess of R380 billion (US$36 billion) as at 31 March 2014, 

making it one of the largest listed firms on the JSE. It has a secondary listing on the NYSE, which 

was launched in April 2003. The company was founded in 1950, and was originally 100%-owned by 

the SA government. It owes its development to the country's rich coal reserves and shortage of oil. 



In the 1930s, the South African government began looking at ways to reduce the country's 

dependence on imported oil, and this led to the successful enhancement of Fischer-Tropsch 

technology from Germany for producing liquid fuel from coal. The Sasol process has also been 

developed to use natural gas as a feedstock. Gas to liquids technology is being used in a joint 

venture project in Qatar, and gas from Mozambique is sold into South Africa for part of Sasol's liquid 

fuels production. The same technology is also used under licence in the state-owned PetroSA plant 

at Mossel Bay. Sasol is also an important global chemicals player in plastics, wax and other 

products derived from oil and gas. In addition, it has both wholesale and retail fuel operations, 

mainly in inland areas of South Africa, and produces aviation fuel. Its revenue in its full financial 

year to June 2013 was R181 billion and is contributing more than R30.8 billion a year in direct and 

indirect taxes in South Africa, according to its CEO David Constable.  

 

The company has worked hard to transform its image, which has been negative both because of its 

history and because of the polluting nature of its processes. It was perceived during the days of 

apartheid as a tool of the governing Nationalist Party regime. Fuel produced by Sasol enabled 

South Africa to withstand United Nations oil embargo, imposed in November 1987. Sasol is a target 

for the proposed carbon tax. It is the second biggest polluter after Eskom. It was pointed out that the 

company's carbon footprint is a quarter of that of Eskom, and it has been actively reducing the 

emissions from its factories for over a decade - acting well in advance of legislation. The desire to 

adopt cleaner practices has driven the importation of natural gas from Mozambique and production 

and exploration by Sasol in that country is continuing - along with the completion of a gas-fired 

power plant. 

 

Sasol is expanding globally and has an on-stream gas-to-liquid fuel joint venture in Qatar, is due to 

commission a gas-to-liquid fuel plant in Nigeria at the end of 2014, is advancing plans for a liquid 

fuels operations in the USA and Uzbekistan, and has commissioned a chemicals plant in Lake 

Charles, Louisiana to convert ethylene to higher-value products. This forms part of Sasol's global 

chemicals business, with production facilities in Europe and elsewhere.  

 

China is the only BRICS nation in which Sasol has had serious intentions to build a plant, but there 

was a change of heart when the development of US shale gas deposits altered the global energy 

equation. The company is keeping a close eye on India, but has not made any moves there, and 

nor is it active in Brazil or Russia.  

 

Sasol's expertise in turning coal and gas into liquid fuels has enabled it to develop a global footprint, 

and it continues to put huge sums into research and development, for instance by funding South 

Africa's largest private-sector bursary scheme. Its capital expenditure was R30.4 billion in 2013, and 



was due to rise to R42 billion in 2014 and to R50 billion in 2015. Significant for South Africa, but not 

when compared with the likes of Petrobras in Brazil.  

 

One way of better aligning the company with the new post-apartheid South Africa came in 2008, 

with the R26 billion lnzalo Black Economic Empowerment (BEE) deal which saw 10% of the shares 

in the company pass to employees, suppliers and to black South Africans. This was the country's 

largest BEE deal, and led to 200 000 South African blacks owning a stake in Sasol. There is also 

still a significant state ownership with the Industrial Development Corporation (IDC) and the Public 

Investment Corporation (PIC) holding a combined 20% of Sasol. 

 

SABMiller 

 

SABMiller was formed in 2002, when the London-listed SAB pie acquired 100% of the American 

brewery group Miller Brewing. A series of acquisitions and strong leadership have played an 

important role in the global growth of SABMiller. Founded in South Africa, it moved its primary listing 

offshore after the advent of democracy, and is certainly one of the most successful of those to have 

made this move. The South African Breweries (SAB) is the South African subsidiary of SABMiller, 

and is the premier brewer and leading distributor of beers and soft drinks in South Africa.  

 

Having established a global footprint spanning six regions, 79 countries and over 140 brands, 

SABMiller has demonstrated it can be competitive across the globe in both emerging and developed 

markets. It has exposure across six continents and yet still earns some 75% of revenue from 

emerging markets. This makes it an efficient vehicle for an investor to obtain exposure to the 

emerging market consumer. Brazil is the only BRICS country where SABMiller doesn't operate, as 

that is where Ambev is dominant.  

 

SAB was the first industrial share to list on the Johannesburg Stock Exchange in 1897. Over the 

past century SAB - which employs 11 000 staff in SA alone - has been an integral part of the social 

fabric of the country and it is a significant player in the South African economy, with a steady annual 

contribution of 3% to the GDP. With an annual brewing capacity of 3.1 billion litres, seven breweries 

and 40 depots, it remains the leading brewer in South Africa. It boasts premium brands such as 

Castle Lite and Castle Lager - the latter having been on sale for more than a century. 

 

Market dominance, coupled with an efficient business model, has allowed SAB to reward and 

incentivise employees, generally above the levels of its competitors, thus ensuring a better labour 

relations track record than is seen elsewhere in SA. Investing in communities has helped the brewer 

to create both brand awareness and brand loyalty. The company has also implemented 



sustainability strategies. For example, the group has made a significant effort to reduce its use of 

water. The water-to-lager ratio fell by 8% from four hectolitres of water per hi of beer in 2012. to 3.7 

hi per hi in 2013 -and is on track to reach 3.5 hi per hi by 2015. Much of the brewery waste is 

organic, which allows 94% to be reused or recycled.  

 

SABMiller is active in China but has yet to achieve its full earnings potential in the country Reasons 

include low beer consumption levels, the way the market is regulated and the lack of brand 

consciousness -with beer being regarded as a commodity. In India, the group's operations remain 

tiny, as alcohol in general is frowned upon  

However, within South Africa, SAB remains one of the most highly rated companies, a testament to 

its quality, diversified earnings stream, and rand-hedge attractiveness. It was one of the Top-10 

companies in the JSE All Share Index in 2014. 

 

STANDARD BANK 

 

Standard Bank demonstrates the strong ties that South Africa has with China. In 2007, the Industrial 

and Commercial Bank of China (ICBC), China's biggest bank (ranked in the Top-3 globally), 

purchased a 20% stake in Standard Bank, South Africa's largest and pre-eminent bank on many 

measures, for US$5.4 billion.  

 

Standard Bank is the largest lender by assets on the African continent with some Rl 690 billion 

(US$175 billion) in assets. Its closest rival, the Barclays Group Africa (formerly ABSA) has only 

some R959 billion (US$99 billion) in comparison. Having been established in 1862, more than a 

century ago, the bank now has operations in some 18 African countries, though the South African 

operations continue to dominate. Until recently, it also had operations in a number of emerging 

market countries. However, in the wake of the Global Financial Crisis, with the need to hold larger 

amounts of capital, it reviewed this strategy, and decided to largely exit markets outside of Africa. 

The timing of this may have coincided with the ICBC investment, but the two were not related.  

The bank sold down its shareholding in Standard Bank Argentina from 75% to 20% and also its 

36% holding in Troika Dialog (Russia) in 2011. These were followed by Turkey in 2012 where it 

decided to reduce its stake in a Turkish venture with Standard Unlu to 25% from 78%.  

 

Standard Bank's latest demonstration of its commitment to focus on its African strategy was seen in 

its 60% sale of its London-based global markets business to ICBC, further allowing the bank to 

focus on Africa, while its Chinese partner, ICBC, with its deeper pockets, can further develop its 

emerging markets exposure. 

 



We interviewed one of the key former-South African staff members involved in Standard Bank's 

Russian investment. Aside from Standard Bank's decision to focus primarily on Africa, it was also 

influenced by the lack of business connectivity between South Africa and Russia -the latter was 

focused on its European ambitions. He put it to us: "as a South African in the boardroom, I felt very 

lonely. It was a 'bear market' out there". 

 

CONTRIBUTOR SECTION 
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THE RELEVANCE OF BRICS FOR SOUTH AFRICA AND OF SOUTH AFRICA IN BRICS 

 

With the advent of the democracy which heralded the end of its isolation, South Africa has been re-

accepted as a member of the global community of nations, and has become an active and 

recognised participant in global affairs. In engagement with the rest of the world within multilateral 

institutions, simultaneously with vigorously rebuilding and expanding bilateral relations with many 

nations, it has prioritised the African Agenda, and global reform in the broadest sense. This entails 

both bringing global institutions in line with a modern post-colonial and post-Cold War world, and the 

attainment of a new socio-economic world order that ensures more equitable and balanced 

participation and benefit for Africa and the developing world.  

 

BRICS as a platform for global reform differs in important respects to BRIC as conceptualised by 

Jim O'Neill of Goldman Sachs. It emerged, exists and has relevance because an important basis for 

it flows from the necessity and urgent need for a different and more equitable world. This, among 

other things, must be realised through the reform of, and reflected in, global institutions. This is 

proving to be difficult and slow, resulting in a sense that it may well be nigh on impossible. 

 

Our efforts in this important regard will be as unrelenting as was the struggle against colonialism. 

The emergence of a platform, in the form of BRICS, that is focusing on global reform and includes 

some of the most active countries pursuing this goal, represents an important vehicle for South 

Africa that collectivises and enhances our voice in global terms.  

 

In South Africa's view, an important platform such as BRICS would remain incomplete and 

unbalanced without any African participation, given that most of the challenges of an economic and 



security nature are in our continent. I say this without claiming that South Africa represents Africa, 

but asserting our understanding and active role in promotion of its agenda.  

 

With global financial and economic reform an important focus of the BRICS, and with each of the 

member-countries a regionally significant economic player in their respective region, it also 

potentially becomes an effective locomotive through which broad-based and balanced economic 

growth could be achieved. This has also become an important objective of the G20 following the 

2008 economic crisis.  

 

South Africa enjoys strong and growing political and economic relations with each of the BRICS 

countries even as these are, admittedly, at different stages of evolution and rates of growth. As 

South African Ambassador to the Russian Federation, I dare say that the landscape of the 

relationship between the two countries represents a vast and as yet untapped field rich with 

opportunities, but one that is certainly and rapidly gaining traction. The South African Embassy in 

Moscow is therefore hard at work to add momentum to this trend which is anchored on the 

commitments that both Presidents have made in this regard, and will further benefit from the recent 

elevation of the South Africa-Russia relationship to a strategic one with the recent signing, on the 

margins of the 2013 BRICS Summit in Durban, of the Comprehensive Strategic Partnership 

Agreement. 
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SOUTH AFRICA’S MARVELLOUS INSTITUTIONS 

 

South Africa does not naturally fit into the BRICS universe, given that it has a smaller population 

and economy than its counterparts. Nonetheless, as an investment destination the JSE has 

emerged as a stock market that has a lot to offer BRICS investors, while South Africa's location 

provides access to a further 1 billion souls living north of our borders.  

 

Having travelled to China, Russia and then through South Africa with the team from Investment 

Solutions, some dominant and pervasive themes became readily apparent. These countries have all 

had tumultuous recent political histories, and have only started to actively participate in the global 

economic community in the last 20 years. But where South Africa stands out, is in the quality of its 

institutions, which have the depth to develop their businesses globally. 

 



After 1994, many South African businesses sought to diversify their earnings and asset bases into 

developed markets such as the US, Australia and Europe. Few of these investments succeeded 

However, after 2000 many of South Africa's largest businesses expanded aggressively into 

emerging markets, including China and Brazil, with a much greater degree of success. SABMiller, 

Naspers, Sasol, Anglo American, Standard Bank, MTN, Sanlam, Mondi and Aspen have enjoyed 

tremendous success in emerging markets, while companies such as Investec, Old Mutual, Pick n 

Pay, Truworths, Sappi and Dimension Data have had much poorer track records and returns from 

investing in developed markets. 

 

There are likely to be several factors at play, but there seems to be a consistent pattern to South 

African success stories. In large part due to the training that South African managers receive in 

business and accounting (audit in particular), as well as our local experience of operating in South 

Africa's own emerging economy, South African institutions have a global competitive advantage in 

being better able to succeed in business in emerging economies. 

 

By contrast. there are relatively few investments by BRIC corporates into South Africa. Some 

examples include India's Mittal. having acquired the steel business of lscor, Russia's EVRAZ, 

having acquired Highveld Steel and Cipla India, having acquired Cipla Medpro South Africa. In 

unlisted investments, Tata has invested modestly into Neotel, which has had very limited success in 

competing with South Africa's established telecommunication players. Chinese investment returns 

in Telkom Media and then StarSat were poor when compared to Naspers' US$40 billion gain from 

investing in Tencent. 

 

While South African investments in India have been modest in the past, recent transactions include 

Sanlam's joint venture with Shriram Life, Adcock lngram's acquisition of Cosme Farma and Life 

Healthcare acquiring Max Healthcare. Given their track record, investors and regulators should 

continue to encourage South African companies to spread their wings. Hopefully management will 

recognise that the advantages that they have had in BRIC markets are replicable in our northern 

neighbours - where they can apply their governance and investment capabilities to generate returns 

for shareholders, increase economic activity in Africa and again prove that South Africa institutions 

are so much more than local plays. 
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SOUTH AFRICA’S PRESEDENTIAL INFRASTRUCTURE  COORDINATING COMMISION- 

MOVING THINGS FORWARD, BUSINESS UNUSUAL 

 

Economic and social infrastructure has played a positive role in the growth performance of 

emerging economies. The countries constituting the Asian Tigers and the BRICS demonstrate how 

coordinated and deliberate government-led infrastructure investment ensures selfsustaining 

growth.  

 

The 1994 World Development Report on Infrastructure for Development highlights that a 1% 

increase in national infrastructure stock is associated with a 1% increase in national GDP. In other 

words, as countries develop, national stock would need to adapt and increase to support changing 

patterns of demand for infrastructure such as energy, roads, rail, water, and telecommunications. 

Conversely, the demand for infrastructure stock would increase as the economy diversifies, 

deepens and grows. Infrastructure investment can be a stimulus for aggregate demand.  

 

The National Infrastructure Plan (NIP) is a bold, nationwide programme, coordinated centrally by 

President Jacob Zuma, to transform the South African economy and lay the foundation for growth 

and jobs. This plan mobilises the nation behind a common vision that requires partnerships between 

government, business, industry and organised labour and focuses on reindustrialising the economy 

and boosting manufacturing by providing efficient logistics and creating the necessary demand for 

manufactured components.  

 

The plan was formulated and accepted in 2012 based on extensive spatial analysis of the country's 

needs, and it incorporates lessons from past experience of major infrastructure plans and build 

programmes. such as hosting the 2010 Soccer World Cup, the building of new power stations, new 

airports and passenger rail. Eighteen Strategic Integrated Projects (SIPs) have been formulated by 

the Presidential Infrastructure Coordinating Commission (PICC). The formulation of integrating 

catalytic and development projects into SIPs is unique to South Africa's infrastructure programme 

The PICC ensures the systematic selection, planning and monitoring of large infrastructure projects 

including: 

 

• development of a 20-year project pipeline; 

• expanding maintenance of new and existing infrastructure; 

• improving infrastructure links to rural communities and the poorest provinces; 

• addressing capacity constraints and improving coordination and integration, 

• scaling up infrastructure investment; 

• addressing the impact of prices;  



• supporting African development and integration. 

 

 

Although South Africa is challenged with aging infrastructure and service delivery backlogs, in the 

last 20 years the government has focused on upgrading ports, airports. roads, household 

electrification, water reticulation and bulk water supply, increasing electricity generation and 

improving liquid fuel transport logistics In the last five years alone, spending on infrastructure has 

increased to a nominal R1 trillion.  

 

Since South Africa needs local industrial development for its own consumption and exports, the 

National Infrastructure Plan takes account of regional integration, as well as partnerships with other 

emerging economies such Brazil, Russia, India, and China, which are using similar programmes. 

Key industrial development, investment and trade support opportunities arising include unlocking 

mining and beneficiation through improved access to water, electricity and transport logistics, 

increased rail and port handling capacity, expanding capacity for locally sourced bitumen, cement, 

timber and steel inputs and locally manufactured heavy components, such as earth moving 

equipment, solar water heaters and TV set-top boxes for digital migration - as well as rolling stock 

for passenger and freight rail.  

The PICC has already shown that improving coordination and setting clear priorities deliver results 

and improves the lives of the people of South Africa. 
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RIGHTING THE WRONGS OF THE PAST THROUGH EDUCATION 

 

Prior to the 1990s, the majority of South African youth were educated in segregated schools, 

universities and technikons Funding was allocated to those facilities based on the demographics of 

the student body, which resulted in a select number of well-resourced schools and universities 

against a backdrop of under-resourced, poorly-performing institutions. Moreover, students from 

poorer backgrounds generally lacked the means to pay for tertiary education which led to a 

significant number of young South Africans entering the job market with a limited skills base and 

subsequently limited employment opportunities. The long-term impact of the apartheid education 

framework was a skills shortage among African, coloured and Indian (ACI) individuals which 

significantly reduced their upward mobility in the workplace, as well as their prospects of joining 



South Africa's growing middle class. Unemployment in many predominantly-ACI areas has 

exceeded 30% against the national average of 24% for some time, as a result of the skills shortage.  

 

The end of apartheid has meant mixed results for education and its ability to right the wrongs of the 

past. The closure of trade schools, nursing colleges and teacher training colleges in the mid-1990s, 

combined with the retrenchment of over 70 000 teachers, has contributed to overcrowded schools, 

a low mathematics and science literacy rate, as well as the majority of students matriculating from 

high school without the prospect of pursuing tertiary education outside of a university, as they do not 

meet the relevant admission requirements. Despite investment in basic education infrastructure, 

including school buildings and libraries, many South African youth matriculate with unmarketable 

skills, as is shown by the country's 49% youth unemployment. The present skills shortage among 

South Africa's youth has hampered the economy's ability to grow at its full potential and is a direct 

result of past mismanagement of the country's education system.  

 

If properly managed, education in South Africa can be used as a vehicle to right the wrongs of the 

past by reducing the skills shortage, meaningfully expanding the workforce, and growing the middle 

class. This should enhance consumption-driven economic growth in South Africa, while gradually 

reducing the dependence of poorer South Africans on the state. As education is a time-sensitive 

matter, government should partner with the public and private sectors, as well as tertiary institutions, 

professional bodies and counterparts within the BRICS countries. 

 

The upgrading of basic education infrastructure across the country should be fast-tracked. Schools 

should be equipped with science laboratories, computer centres and libraries to boost literacy levels 

and improve chances of enrolment at tertiary institutions. There should be more focus on 

languages, maths and science. Tertiary institutions should amend their curricula, with input from 

employers in relevant sectors, to ensure that graduates acquire the necessary skills to make a 

meaningful contribution in the workplace. Professional bodies and listed companies should be 

encouraged to provide partial bursaries to top-performing students from under-privileged 

backgrounds, to make education more affordable. Lastly, South Africa should learn from the other 

BRICS countries in seeking solutions to some of our more complex education challenges. 
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TWENTY YEARS OF INNOVATION IN SOUTH AFRICAN FINANCIAL MARKETS 

 



In South Africa, significant financial sector reforms that would completely transform local financial 

markets began after the first democratic elections in 1994. The 1990s were marked by the 

deregulation of investment markets, significant corporate governance reforms, and the gradual 

relaxation of foreign exchange controls and the return of foreign investors, as a new South Africa 

began to compete fully on the global stage. 

  

In 1995 the Johannesburg Stock Exchange (JSE) started a series of changes that would modernise 

South African investment markets. The stockbroking industry transformed beyond recognition as 

foreign bank entrants acquired some local firms, variable commissions replaced fixed commissions, 

stockbrokers were allowed as principals to trade stocks and bonds, and electronic screen trading 

and settlement replaced the trading floor and 'open outcry' system. 

 

After 1994, South Africa's large conglomerates restructured and refocused on their core business 

activities in order to bolster their global competitiveness. Corporate governance reforms, to promote 

transparency and new legislation, had a profound impact on the market including broadening 

institutional ownership, and eliminating dual classes of shares and pyramid group company 

structures. The first version of the King Code on corporate governance, released in 1994, was a real 

innovation at the time for an emerging market economy. Today, corporate governance is a listing 

requirement and since March 2010, all companies listed on the JSE are required to produce 

environmental, social and governance (ESG) reporting.  

 

These changes saw trading volumes skyrocket and market liquidity soar. The structural reforms, the 

re-integration of South Africa to global financial markets and the opening up to foreign investors led 

to the inclusion of South Africa in the MSC! Emerging Market Index in early 1995. As volumes 

improved, foreign ownership of the JSE increased and in 2014 it stood at 47%, according to Bank of 

America Merrill Lynch. Indeed, according to the World Federation of Exchanges, at the end of 2012, 

the JSE Securities Exchange was the 19th largest stock exchange with a total market capitalisation 

of nearly one trillion US dollars, as well as being the most liquid emerging market. In 2002, the JSE 

partnered with the London Stock Exchange and FTSE Group to launch a new series of free-float 

equity indices.  

In 1996, the Bond Exchange of South Africa (BESA) was granted an exchange license. Structural 

improvements since then have seen the development of the yield curve, the rise of a vibrant 

secondary bond market, the creation of bond indices, the introduction of inflation-linked bonds, the 

rise of corporate bond issuance, and the development of securitisation and derivatives and over-

the-counter products. In the past two decades, BESA has become one of the most liquid and 

efficient emerging bond markets in the world. The progressive development of the local capital 



markets has led to the creation of a well-developed financial sector with a sizeable pension fund, 

unit trust and asset management industry. 

  

Extraordinary real returns across most assets have underpinned the growth of assets under 

management. Indeed, in the five-year period ending in 2013, unit trusts were the fastest-growing 

pool of assets (17%), followed by the Public Investment Corporation (PIC) (16%), public and official 

pension funds (14%), and then private pension funds (9%), according to the South African Reserve 

Bank's Quarterly Bulletin. The past 20 years have seen prolific development and innovation in our 

local markets that have put South Africa firmly in the Top-5 emerging markets and made it a notable 

global player.  

  



Chapter 6 
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National Scars 

 

In this book we define the National Scar as:  

“A socio-political or economic condition or event that has been embedded into the national DNA of 

public opinion formation, and that has a consequential direct bearing on the policy formation and 

approach to tackling existing problems and challenges”. 

 

Introduction  

The concept of a 'National Scar' is an important one, but not one that had occurred to us before our 

trips. It arose during the first of our trips, to Brazil. On the face of it, Brazil is a country with many 

similarities to South Africa. It has a racial divide, a crime problem, inequality, poverty, a skills 

shortage and an authoritarian past. It is also a country richly endowed with natural resources. 

Through the questions we posed during our discussions with companies, analysts and economists, 

we tried to gain an understanding of these similarities and the expected resonance between our two 

countries. South Africa and Brazil clearly share many of these issues. However, the most common 

answer about the biggest fear and concern of the Brazilians was in a completely different dimension 

- the return of inflation. We had not anticipated this and thus the concept of a National Scar was 

coined.  

 

Once we saw how dominant this theme was, the concept of a National Scar resonated in our 

discussions. To understand any of the BRICS, there is a need to understand its scars, the relevance 

of each, and how its overriding memory affects the country's policies being embedded in the 

national psyche. If each country's National Scar is not understood, it is often difficult to understand 

or assess what is uppermost in the minds of policymakers. Miss it, and there is a risk the analysis 

will be incomplete. That is why we attach so much emphasis to our analysis and understanding of 

the key National Scar(s) of each of the BRICS, along with the impact on policy, which in turn lead to 

an impact on economics and investments.  

 

Brazil experienced high inflation through the 1970s which escalated to hyperinflation from 1980 to 

the early 1990s. The consequences of hyperinflation are hugely damaging and will scar any nation 

that suffers through it for generations. Judging by the way they handled this challenge, it was 

apparent that this important fear gave Brazilians something in common with the Germans, who had 

suffered a similar period of hyperinflation in the early 1920s. This was a closer parallel than anything 



the Brazilians had in common with South Africa or any of the other BRICS members. In the case of 

Germany, the fear of inflation has remained embedded in the national DNA or psyche, several 

generations later, helping to explain some of the country's policy actions.  

 

A similar parallel can also be extended to the US, where they suffered quite the opposite in the 

1930s - a period of significant deflation. This also caused major damage and scarring and is still 

clearly etched in the DNA of policymakers in the US today. The experiences of the past are evident 

in the current way in which the Germans and Americans approach monetary and fiscal policy. It's 

inflationary in the case of the US; austerity in the case of the Germans. 

 

The concept of a National Scar is consequently not necessarily embedded in the national 

challenges or problems currently being faced in a country. It may well refer back to a less recent 

time and hence some understanding of the history of a country is required. Thus commercial best 

practice can be ignored in a country where a National Scar dominates the policymakers' mindset, 

which then can have a profound impact on investment decisions and investment outcomes.  

 

The scars can typically be so overriding that they can distort the way in which policy is formed and 

conducted, leading to less effective economic, political and social performance outcomes. They can 

also affect public trust in the political establishment.  

 

Identifying and understanding the National Scars in each of the BRI CS has helped us to explain the 

rationale of policymaking within these countries, and also their conduct with respect to geopolitics. 

Political intrusion into the economy and business is a common and normally unwelcome 

characteristic and consequence of these National Scars and this, in turn, impacts on performance 

and market valuations. 
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Brazil's National Scar - Hyperinflation 

The Brazilian hyperinflation developed under a military dictatorship. As is the case in virtually every 

economic collapse of such magnitude, the political landscape was transformed. In the case of 

Germany, a weak democracy folded into the Nazi dictatorship. For Brazil, the military dictatorship 

gave way to a civilian regime in 1985. However, inflation was well entrenched by that stage.  

 

BRAZIL INFLATION RATE%  
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The hyperinflationary period covered 14 years from 1980 to 1994, with inflation raging at levels of 

several hundred percent to over 6 400% at its peak in 1990 with another peak of almost 5 000% in 

1994. This was also a unique hyperinflation as it lasted so long. Most other experiences of 

hyperinflation have lasted for no more than three years. After 1994, Brazilian inflation receded back 

to double digits. Inflation fell below 20% in 1996 and has remained below that level since.  

 

The hyperinflation was caused by the expansion of the money supply by the Central Bank - 

essentially financing government expenditure through the printing of money. In this way, the 

government was able to spend without resorting to taxes or borrowing. Part of the problem was that 

the Central Bank of Brazil was not an independent institution but linked to the Ministry of Finance 

when it was formed in 1964. Clearly the political establishment was tempted by the ability to print 

money to cover expenses and the political will to end this practice was weak. 

 

The consequences of the hyperinflation on Brazil were extremely damaging. Economic growth 

stagnated and the middle class was decimated, as was the country's capital base. GDP per capita 

in real terms only returned to its 1980 level in 1995. ln 1992, GDP per capita was 9% below its 1980 

level. Poverty also increased as income was eroded by inflation. The investment time horizon 

became extremely short. Projects with long time horizons ground to a halt. This hit infrastructure 

development and maintenance hard with the legacy that Brazil has to deal with an infrastructure 

deficiency, as inflation constrained the viability of infrastructure investment. Other investment 

patterns and decisions were also distorted as a consequence of the destruction of capital by the 

hyperinflation. This then negatively impacted on the development of the financial markets within 

Brazil.  

 

Another consequence of the hyperinflation, and of the lack of political will to contain it, is that public 

trust in politicians is still rated as amongst the lowest in the world, according to the World Economic 

Forum ranking. High levels of endemic corruption reinforce this low ranking.  

 

The remedies required to contain the hyperinflation were harsh. Interest rates had to be set at high 

levels and Brazil still has some of the world's highest real rates of interest. Government spending 

has had to be constrained to achieve a primary surplus with a low recourse to funding other than 

taxes. The tax burden is also high - especially for an emerging market, which is a major competitive 

disadvantage. The government burden is also a hangover from the days it put spending 

programmes in place, funded through the printing of money. The tax structure is also extremely 

complex and beyond understanding. This was a common refrain from all the corporates we met.  



 

The average Brazilian thus, logically, focuses their investment strategy on inflation hedges including 

property, cash and gold, and will look to externalise assets too, where possible. Equities have been 

mistrusted due to collapse of confidence in the financial system, though this is slowly changing. The 

Brazilian equity market capitalisation in 2013 was only 44% of GDP, compared with South Africa's 

at 277%.  

 

The hyperinflation also had a negative impact on the corporate sector where the capital base was 

eroded. With inflation under control, this sector is now recovering, and this has helped to establish a 

more dynamic stock market with new listings and strong internal, or local, growth possibilities.  

 

However, there has been one very important policy implication in the aftermath of the recovery from 

hyperinflation, namely policy continuity. This has been a critically important platform on which 

investor confidence has been built. Politicians now become unelectable if they are associated with 

inflation or inflation risk. This was a dimension of the so-called Lula moment - when left-wing 

politician Luiz Inacio Lula da Silva defeated a centre-right incumbent in the 2002 elections, and 

assumed the Presidency in January 2003. Initially, it was feared that Lula would implement a series 

of populist policies and raise the risk of a return to much higher levels of inflation. Instead, he opted 

for monetary and fiscal policy continuity, so that higher inflation would not return. Jittery investors 

were calmed  

and Brazil was able to ride the favourable wave of a global resources boom. Higher growth with 

lower inflation - a pleasing outcome. This was an economic outcome that helped to lift millions of 

Brazilians out of poverty and helped to restore and expand the middle class. Lower unemployment 

also helped to close the wealth gap, which was one of the highest in the world. In political terms, 

Lula could walk on water, despite the corruption allegations which tainted his administration.  

 

Lower levels of prevailing inflation and interest rates, alongside policy continuity, mean that the 

investment timelines are lengthening in Brazil. Infrastructure projects have consequently become 

more viable. This means that it is becoming increasingly possible for infrastructure constraints in the 

economy to become a catalyst for growth, rather than a hindrance. We see this elsewhere in the 

BRICS, most notably in India.  

 

The positive economic outcome enabled the Lula administration to implement other policies, such 

as facilitating home ownership and improved economic access and conditions for the poor, which 

have helped to reduce Brazil's notorious inequality levels. But the platform of lower inflation and 

higher growth was essential for success in raising living standards and reducing inequality.  



Lula's successor Dilma Rousseff, who assumed the Presidency in January 2011 has been less 

fortunate. Growth has since stagnated and inflation has been trending upwards. Social unrest 

returned to Brazil as a consequence in 2013, as the newly-emerging middle class experienced the 

pressures of higher interest rates, a weaker currency and a fall in living standards.  

 

Following the 2008 Global Financial Crisis (GFC), there have been two tightening cycles in Brazil - 

from mid-2010 to mid-2011, and again at the start of 2013 - raising rates back to double digits in 

2014, despite it being an election year. Action by the Central Bank has generally preceded the 

tightening of policy in other emerging markets and has been implemented in response to rising 

inflation regardless of weakness in economic growth. Prioritising inflation over other economic 

issues is a reflection of the effects of the Brazilian National Scar. 
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India's National Scars - A Trifecta 

Our second visit to a BRICS partner was to India, where we had the chance to test the concept of a 

National Scar, which we developed in Brazil. India proved to be a far more complex country than 

Brazil, and its response to our concept mirrored that complexity. Before visiting the country, we 

were fairly confident that their National Scar would be poverty. However, the India trip unveiled a 

multitude of pertinent responses leading us to a multi-dimensional understanding. The businessmen 

we met were virtually unanimous in identifying red tape and its corruption consequence as the 

Indian National Scar. However, academics and social researchers tended to identify the National 

Scar reinforced by famines India has suffered from in the past. Politicians and policymakers - 

especially those from the older generation - identified colonialism as the National Scar, with the 

painful partition of the country into Pakistan and India deepening this injury. This shouldn't have 

been a shock once we took on board some of the intricacies of dealing with this country of extreme 

contrasts. We settled on three National Scars for India, rather than just the one in the more 

homogenous Brazil. This seemed to fit. 

 

SCAR 1- RED TAPE AND CORRUPTION  

It was clear to us that, for the business community, red tape is a major cause of anger and 

frustration. Corruption, in turn, is one of the consequences of India's Byzantine bureaucracy. 

Bureaucrats have been given power in a complicated system that seems to work only for officials. 

Companies and whole industries are hindered, and sometimes completely blocked from doing 

business. The worst measure on industry had been the imposition of a License Raj. Essentially, this 

meant that an industrialist had to get a permit in order to operate. This stemmed from the ruling 



Congress Party's early decision to have a planned economy, controlled in all aspects by the 

government. Introduced by the first Prime Minister of India, Jawaharlal Nehru in 1947, it meant that 

the allocation of capital and investment would be decided by the government and not by market 

forces. The quantity of goods produced was also regulated by government. The state itself became 

heavily involved in the economy through SOEs and in many parts of the economy competition from 

the private sector was not merely restricted, but prohibited. This gave rise to a system of favours, 

and cronyism at its most corrupt, with the ruling Congress Party faithful being able to get licenses to 

operate, while political opponents were being denied. It could take months to start a business with 

several procedures from multiple government agencies required. The bureaucrats could determine 

what was to be produced, in what quantities, as well as the price of the goods. Even the capital 

inputs were bureaucratically determined. The system provided officials with power, which was 

liberally wielded. The system worked even better with bribes - the ubiquitous 'salary supplements' - 

and better still if you had political connections. Despite reforms these conditions still plague 

business in India today.  

 

The License Raj was one of the Planning Commission's key planning tools. The Planning 

Commission was the all-powerful ministry that drove policy through a series of five-year plans, along 

similar lines to those of the Soviet Union. However, India never followed a fully Communist system 

and it retained some elements of a private sector, albeit heavily regulated.  

 

The regulatory morass left the country hobbled with low growth, inefficiencies, technological 

deficiencies, weak government finances, and macroeconomic vulnerability. The latter came to a 

head in 1991, when India stared at an imminent default and national bankruptcy. The International 

Monetary Fund (IMF) bailout at the time came with reform conditions and one of the casualties was 

the License Raj. Hence the refrain: 'India only reforms in crisis'. Liberalisation in the face of a major 

crisis helped to catapult India's growth trajectory, but unfortunately it was never completed - the 

economy was only partially liberalised. And the business sector remains under an extremely difficult 

regulatory and bureaucratic operating environment. 

 

We experienced this for ourselves in a meeting with a senior official from the Ministry of Finance, as 

already recounted in Chapter 2 on India. All our meetings had been planned well in advance, and 

the official had willingly accepted our meeting request, giving us an hour to chat. We were ushered 

into his office and the official sat opposite a flat-screen TV, which held his attention throughout the 

interview. He brushed aside questions with two stock responses: "you will find that on the web" or 

"that is not my area". After about 20 very awkward minutes, and halfway through us asking another 

question, the official stood up and announced that our time was up. The meeting was over, and we 

were swiftly ushered out of his office. One of the authors initially remarked at what a pointless 



meeting it had been, as we did not have a single useful note from our one-sided discussion. 

However, while there may have been no value in terms of the content of the meeting, the encounter 

was illuminating in that it demonstrated just what the Indian business community is seething about - 

indifferent officials who do not do their jobs, and who are rude and think the public exists to serve 

them. All this adds to the frustration of navigating through multiple departments and agencies that 

have the power to slow or prevent anything from actually happening. In a perverse way, this 

apparently useless meeting proved to be one of the more valuable experiences we had in the 

country, as we gained our own small insight into the frustrations that the business community faces 

in India. 

 

The high levels of frustration with the bureaucratic hindrance of the Indian economy may help to 

bring about more desperately-needed reform. The India of today has enjoyed economic success 

from its partial liberalisation, but recently its economy has stagnated once again and inflation has 

risen into double digits. Deficits have developed and its government debt levels are relatively high - 

when compared both to the BRICS nations and also to emerging markets in general. 

Macroeconomic vulnerability has returned and India once again faces the possibility of crisis. From 

an investment perspective, this will probably be the catalyst for another excellent investment 

opportunity, as further reforms will help propel another surge in economic expansion. The 2014 

election results have given the new government an extremely strong mandate to slash the 

suffocating bureaucracy. The effect of past reforms was reflected in GDP per capita - with real GDP 

per capita increasing by 32% in the 10 years to 1991. In the subsequent 10 years to 2001, GDP per 

capita increased by 46% and by a further 82% in the 10 years to 2011. This substantial growth has 

expanded the consumer market and economy, and has impacted on the investment landscape. 

 

SCAR 2 - POVERTY  

Poverty is a widespread problem in India where according to the World Bank even in 2010, 25% of 

the population were living on less than US$2/day. The academics and social researchers whom we 

met on the tour were in agreement that this was India's National Scar. One of the worst famines in 

India started in 1899 when the monsoon rains failed, and starvation became widespread when the 

drought extended to 1900. As many as nine million people are believed to have died. This occurred 

under British rule and one of the resolutions of independent India was that such a tragedy should 

never happen again.  

 

The impact on policy of this scar is strongly felt. Business is required to have a poverty upliftment 

strategy, as well as on rural development. This is one of the obstacles in gaining any momentum in 

reform - the reform process faces inertia amid fears that economic progress will leave the poor 

behind. This is a good example, perhaps, of where a National Scar mangles policy and helps to 



perpetuate the problems it seeks to resolve. The challenge of poverty alleviation is getting in the 

way of poverty reduction. Poverty alleviation is a key government policy objective and the policy 

tools - intended or unintended - are financial repression - a policy which further constrains the 

economy. Financial repression - a term coined by Shaw and McKinnon in 1973 - is used to describe 

government policies which misdirect assets for the state's own purpose and away from where 

resources would normally have moved, given a free exchange environment. The government has 

committed itself to a social spending programme called the Mahatma Gandhi National Rural 

Employment Guarantee Act (MNREGA). This is a public works programme that guarantees the right 

to work, and provides a minimum of 100 days a year employment to each household for unskilled 

manual work. This is a controversial initiative that is hailed by its supporters as a positive step 

towards reducing poverty.  

 

However, as is characteristic of the Indian government, the programme is marred by the ever-

present corruption and mismanagement. It has helped to place more disposable income in the rural 

economy, which has helped to slow urbanisation - a temporary relief for India's infrastructure-

constrained and overcrowded cities. But another consequence is that the scheme has put a strain 

on Indian government finances and has reduced capacity in other areas of government. However, 

the government has continued to open up the economy to more sectors and has a strong public-

private partnership (PPP) infrastructure-build programme, which has helped to supplement 

government capacity constraints. The need for a stronger tax base to sustain the MNREGA is also 

apparent. This is in contrast to the pre-1991 hostility to the private sector. The Indian government is 

thus seeking more ways to formalise economic activity, which would also expand the tax base. A 

challenge the Indian government faces is that although its tax burden of 10.3% of GDP (2013) 

appears low as a portion of the economy, in reality it is a high burden on the narrow formal sector 

tax base. 

 

SCAR 3 - COLONIALISM  

Colonialism was identified as the country's third National Scar. The subjugation of India by the 

British is seen as the humiliation of a previous great and significant global power. It was followed by 

an independence process that resulted in the partition of the British Indian Empire into a 

predominantly-Hindu India and predominantly-Muslim Pakistan -which subsequently split into what 

we know today as Pakistan and Bangladesh (previously East Pakistan). Partition led to the internal 

displacement of some 14 million people -seven million Muslims to Pakistan and some seven million 

Hindus to India, along with up to one million deaths. There was much sectarian violence leading up 

to independence and the partition. Post-independence violence continued, as the borders were 

never fully agreed upon. Pakistan and India have fought several wars and border skirmishes over 

disputed areas, with the Punjab region remaining in dispute. Sectarian violence still breaks out in 



India from time to time, while the border between Pakistan and India in the Punjab region is 

described as one of the most dangerous in the world.  

 

But the pain of partition means that there is a strong determination to keep India together as a 

single state. This is a country with more than 400 languages and 2 000 dialects. India has a federal 

system of government and each state proudly enjoys a degree of autonomy and local identity. 

However, over the past several centuries, there has seldom been a single unified Indian state, even 

following the Mogul invasions. But despite this history, no individual state will be allowed to secede. 

An overarching sense of national identity has been achieved, but there are important potential 

divisive factors like religion, language and culture. This is a key reason why the Punjab remains in 

dispute, with resolution unlikely. Both Pakistan and India see this region as their rightful territory. 

Importantly, however, neither country would ever easily allow a separate, independent Punjab to 

emerge. 

 

From a geopolitical perspective, the rivalry between Pakistan and India, and also between India and 

China, adds a degree of instability to the subcontinent with varying degrees of intensity. Pakistan, 

India and China all possess nuclear weapons. However, Pakistan is clearly the weakest in the line-

up, and its internal politics have continued to constrain growth while India's has surged. Pakistan, or 

at least elements within Pakistan, has resorted to unconventional means to extend the dispute with 

India. Consequently, India struggles with a terrorist threat from militants within Pakistan. Yet despite 

geopolitical risks, crimes such as robbery and murder are not seen as a big problem, again making 

it quite different from some of the other more crime-ridden BRICS. 
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China's National Scars -A Duo 

China, like India, has a long and complex history going back thousands of years. Its complexity 

resonates to an extent with that of India. Its civilisation had developed over millennia and it was a 

superpower even into the 16th and 17th Centuries. However, the rise of the West left China 

languishing. The more modern era of the past 150 years had been characterised by the decline of 

the Imperial era and consequent subjugation by foreign forces in the 19th Century. While it was 

never a colony, the Western powers essentially turned China into a quasi-vassal state. This laid the 

conditions for the first National Scar.  

 

SCAR 1 -FEAR OF BEING DOMINATED BY FOREIGNERS  



China's decline was due to internal divisions, an inward focus, and the country falling behind in 

technology-despite its advanced and well-established civilisation. Over the centuries, China has 

suffered numerous invasions and has sought to keep foreigners out. Both the financial and human 

cost of building the Great Wall provides some insight into this Scar. The ability and willingness to 

sacrifice huge numbers of people for what is seen as the greater good, stands out -as it also does 

with Russia. 

 

The recent history of dominance by foreigners - referred to as Foreign Devils - and the ascent of the 

Communist Party rulers, are the two National Scars that are etched into modern China.  

 

In 1900, the Boxer Rebellion which aimed to oust the Western powers from China was a failure. 

One of the key reasons for this failure was that the Empress Cixi did not have the full support of all 

the regional governors and the armies which were under her control. That disunity led to a number 

of consequences including the end of the Qing Dynasty that had ruled for over 200 years, and it led 

to even further subjugation of China. The Chinese feared colonisation, and the dominant powers 

had already carved the country into spheres of influence - between Russia, France, Germany and 

Japan. The British had taken Hong Kong Island as a colony in the first Opium War of 1839 to 1842. 

This was ceded to Britain in perpetuity. The Kowloon Peninsula was added in 1860, and was 

followed by the New Territories, placed under lease in 1898. The defeat of Chinese forces during 

the Boxer Rebellion led to European powers imposing reparations and numerous unequal treaties. 

The aftermath of the Boxer Rebellion was also a period of excesses - with indignities such as 

looting and raping by the foreign forces.  

 

The Russians also looked to expand their control over territories such as Manchuria, and this 

clashed with Japanese ambitions. The Russians were defeated by Japan in the 1905 war, which 

started the chain of events in Russia which led to the overthrow of the Tsar in 1917. The Qing 

dynasty finally fell in 1911 after a long period of terminal decline.  

 

The Japanese invaded Manchuria in 1931 and this developed into an all-out war by 1937. China 

was on the back foot throughout the conflict, which lasted until 1945. They simply did not have the 

modern industrial facilities to produce the war material needed to defend themselves adequately 

against the highly industrialised Japanese. China was also wracked with internal dissention 

between different warlords and the country lacked the central authority and strength required to 

wage a coherent defense.  

 

China descended into civil war in 1930 when various warlords revolted along with the Chinese 

Communist Party against the central government. The civil war diverted the government's attention 



from foreign invaders and the Japanese were able to exploit the civil war in their favour. The 

SinoJapanese war led to substantial casualties on both sides but the Japanese became too 

stretched to completely defeat the Chinese - and the war reached a stalemate. However, Japanese 

atrocities left an indelible scar, felt to this day in tensions, sometimes orchestrated, between the two 

countries. 

 

SCAR 2 - COMMUNISM  

The Communist Party's rule from 1949 is China's second National Scar, with its associated brutality 

and poverty, especially in its early years. Repression was extreme from 1966 on, with Chairman 

Mao on a final push to purge all opposition or perceived opposition to his ideals, in his Cultural 

Revolution. It was only after the arrest in 197 6 of the Gang of Four that the Cultural Revolution 

essentially ended.  

 

In June 1981, the Central Committee declared that the Cultural Revolution "was responsible for the 

most severe setback and the heaviest losses suffered by the Party, state and the people since the 

founding of the People's Republic". The Cultural Revolution extended the worst of the Mao 

excesses following his Great Leap Forward in 1958, which was an economic and social failure of 

catastrophic proportions. The communist economic strategy of agricultural collectives led to a 

decline in agricultural output rather than the quantum leap which had been predicted. It was the 

direct cause of the great Chinese famine where tens of millions died. The Cultural Revolution had 

an even worse economic effect than the Great Leap Forward. The education and health systems 

lost most of their skills. Basic skills such as literacy went backwards. The persecutions led directly to 

at least 500 000 deaths between 1966 and 1969. The death toll from the famines and persecutions, 

as well as the loss of property, displacement of people, and brutality also left their scars.  

 

This background helps to give an understanding of the origin of the Chinese National Scars, and of 

their consequences. The two National Scars of fear of foreign dominance and of the Communist 

Party's rule have a number of consequences. The consequence of past foreign dominance is that 

foreigners were essentially shut out of China for the duration of Mao Zedong's rule. China has 

opened up, tentatively, since 1978, under Deng Xiaoping's open-door policy, and even then strictly 

on its own terms. Foreign dominance over China was achieved by exploiting internal divisions, and 

hence the Communist Party's policy has been to impose internal stability no matter what the cost, 

and to quell any potential source of divisions. 
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Russia's National Scars - Terrible Twins 

While India is best described as an extremely complex country, Russia is better described as one of 

intrigue. Winston Churchill famously described Russia in 1939 as "a riddle wrapped in a mystery 

inside an enigma". It was the first communist country. It has never experienced democracy prior to 

the break-up of the Soviet Union and it was one of the last European countries to drop the feudal 

system and only in the 19th Century. It has also struggled to identify fully with Europe and has often 

been an adversary to Europe over prolonged periods through the ages and including the US more 

recently. These intrigues along with its brutal past have gouged the National Scars into Russia's 

psyche.  

 

SCAR 1 - COMMUNISM  

Russia had communism imposed on it through the Bolshevik Revolution where the Tsar was 

overthrown. The problem of this communist National Scar was its duration, lasting over 70 years. 

Certainly Communism as a National Scar was a brutal period of authoritarian, centralised rule. That 

effectively wiped out any generational memory of any form of entrepreneurship. There is a strong 

dependence by the average Russian on the state and large businesses or organisations for 

employment, which is their only life experience. 

 

State assets were very haphazardly privatised in the aftermath of the Soviet Union break-up, and 

gravitated into the control of the oligarchs. This was a top-down process that is accepted as normal, 

due to the absence of any other experience. The concentration of assets and wealth is phenomenal. 

Essentially a crony system exists where the President allows the oligarchs their (economic) space, 

as long as they stay out of politics. This is best described as a neo-feudalism, one which leaves the 

large majority of Russians impoverished, but essentially paying tribute to the oligarch 'nobility'. Putin 

essentially plays the role of a Tsar at the apex of this neo-imperial arrangement.  

 

However, the demise of communism has left the country searching for both an identity, and a ruling 

system. Following World War II, the Soviet Union, enjoyed the status of being a global superpower 

that rivaled the US. Despite the brutality of the Soviet rulers, some of the elderly or nostalgic 

Russians look back fondly to a period where they as a country were able to stand up to the US. 

However, from a policy perspective, virtually anything associated with the communist past has been 

rejected. For example, there is no economic planning. During the Soviet era, the economy was 

strictly planned through a series of five-year plans. This is no longer part of the Russian economic 

landscape, although its offshoots still exist in China, and in India, and more latterly (but quite 

understated) in South Africa. However, nostalgia over a past glory, and never having known 

anything better, mean that the Russians seem to accept authoritarian rule, with Putin as their 

strongman. He is seen as the person to restore Russia's preeminence on the global stage.  



 

SCAR 2 - FEAR OF FOREIGN INVASION  

The threat of foreign invasion of Russia is another scar that impacts on policy. The Russians were 

never defeated by foreign forces in recent history, though there were some attempts. The 

Napoleonic invasion in 1812 ended disastrously for the French, who were overcome by both the 

Russian winter and Russia's scorched earth tactics. The German invasion in World War II also 

ended badly for the Germans with the harsh weather and the Russian fighting spirit overwhelming 

the intruders. Both invasions came at a massive cost to Russia itself But Russia has also fought 

with all her neighbours. During the Soviet era, Moscow used the Eastern Block European countries 

as a buffer, as well as proxies. Since the break-up of the Soviet Union, the Russians have intruded 

into the internal affairs of most of the former Soviet Republics. They have supported breakaway 

regions within these former republics and have invaded directly. They have also fueled civil wars. 

This is designed to keep these countries within Russia's sphere of influence. In the United Nations, 

Russia has a tendency to oppose virtually any measure sponsored by the US. Russia remains a 

permanent member of the Security Council, which gives it the power of veto. This is one of the 

global institutions where the Russians can stand up to the US. Putin gains political capital in his 

home constituency as a result. 

 

There were two traumatising events following the fall of the Berlin Wall. The first was the demise of 

the Soviet Union, and the second was the Russia debt crisis in 1998. Both were events that have 

radically shaped policy. Both impacted on Russia's aversion to foreign influence, with the latter also 

making them very sensitive to debt. The 1998 crisis has led to a stability-at-all-costs approach to 

policy. For example, fiscal policy has been conducted very conservatively in the wake of the 1998 

crisis. The government has virtually no foreign debt and the domestic debt level is also very low. 

The government runs on a budget surplus with a positive current account balance. It also has built 

up foreign reserves and has the third largest amount after China and Japan. Gold reserves have 

also been built up. Due to this, their vulnerability to macroeconomic instability an external contagion 

has diminished.  

 

From an investment perspective, this would imply that macroeconomic instability now carries a 

lower risk. However, their dependence on energy is problematic, as a decline in oil or gas prices 

carries the risk of Russia moving back to a deficit. Russia's lack of diversification, and key reliance 

on oil and gas, is a clear weakness, which could be terribly exposed with lower prices of these. This 

could lead to instability that would aggravate its National Scars. Russia's credibility as a creditor, 

possibly even as a nation, would likely be severely tested in such an event.  

 

South Africa's National Scar-Apartheid  



The National Scar in South Africa is clearly apartheid. South Africa faces many problems: primarily 

poverty, inequality and unemployment. Related to these, there are other challenges such as lack of 

infrastructure -which is great in certain areas, less so in others, poor municipal service delivery, 

education and health. All these problems have their origin in apartheid. Apartheid also provides the 

government with a convenient escape hatch if its own performance in certain areas is judged poor 

and comes under scrutiny.  

 

There is no disputing the damage that apartheid did to the national psyche of South Africa. In 

essence it was a disastrous social engineering project that tried to justify the dominance by an 

entrenched white minority over the black majority. It was refined as a Separate Development policy 

during HF Verwoerd's tenure as Prime Minister in the 1960s, with black people exiled to homelands 

that were intended to become independent. Each separate nation would then, in theory, develop at 

its own pace. Black South Africans could work in the rest of the country, but were not regarded as 

equal citizens.  

 

Clearly, this was an arrangement that was unacceptable to the disenfranchised vast majority of 

South Africans, and to the world. Resistance to apartheid grew and the Nationalist government had 

to resort to increasingly draconian and repressive measures to keep control. The international 

community also became increasingly hostile to these policies and South Africa became steadily 

isolated. The Cold War was also reaching its peak, with some hot wars being waged on South 

Africa's doorstep. The apartheid government aligned itself to the anti-communist cause and became 

embroiled in the region's wars, in particular, the Angolan civil war. The Nationalist government 

transformed the 'swart gevaar' (Afrikaans for black danger) into the 'rooi gevaar' (red or communist 

danger), which helped to galvanise continued support from the white electorate, and certain other 

nations, and helped to keep it in power.  

 

However, while the separate development policy of the apartheid government attempted to deal 

with 'the black issue', it failed to coherently deal with issues related to the Indian or coloured (mixed 

race) communities. The Nationalist government sought to reform apartheid in the 1980s by 

reformulating the constitution and by introducing what was known as a Tricameral Parliament, which 

incorporated coloured and Indian chambers, in addition to the white one. Once again, this failed to 

find acceptability as it again excluded the black majority, whose nominally independent and self-

governing homelands remained in place, as a core element of apartheid. 
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As the 1980s progressed, the apartheid government had to deal with an increasingly unsustainable 

economic position. The border war in South West Africa (now Namibia) had sapped the economy 

and sanctions began to bite. The fall of the Berlin Wall in 1989 was a further--defining event, as the 

'rooi gevaar' became no longer relevant. The then President FW de Klerk took the reform bull by the 

horns. He had the ANC unbanned along with other liberation movements and Nelson Mandela was 

released from prison. The country then went through a negotiated settlement towards a full 

democracy, which had its inception with the inaugural 1994 democratic elections.  

 

The new ANC government faced many challenges but enjoyed an extremely strong mandate. It 

emerged supreme amongst the liberation movements. Clearly its priority was to reverse the effects 

of apartheid through which the majority had been discriminated against over the decades from 

1948, and even well before then in certain areas. Education, health, housing and economic access 

were, and remain, key policy priorities.  

 

Many promises were made -such as free education, housing and health. However, the South 

African tax base was never broad enough to be able to deliver on these promises in sufficient 

quantity and to an acceptable standard. Certain policy measures such as affirmative action (AA), 

Black Economic Empowerment (BEE) and transformation have been put in place to redress the 

effects of apartheid. The problem is two-fold: the economy has not expanded fast enough for the 

results to be satisfactory, and in certain cases these policies have had the unintended result of 

hindering, rather than assisting, their intended outcome and beneficiaries. Elaborate regulatory 

measures have been put in place with the aim of ensuring that policy objectives are met. BEE 

certification, for example, is a multi-pronged platform where numerous measures are enforced to 

ensure the empowerment of the black majority in the economy. However, the elaborate measures 

are both costly and difficult to implement. They place smaller businesses (SMEs), even black-

owned ones, at a disadvantage, as they require economies of scale for compliance. The measures 

also impose a cost of doing business in South Africa that is experienced nowhere else within the 

BRICS, nor in other parts of the world. The measures also add to the regulatory complexity of doing 

business, and in so doing, reduce the competitiveness of the South African economy, in not too 

dissimilar a vein to that experienced by businesses in India or Brazil.  

 

Divisions are stoked where economic players are accused of doing nothing for BEE or 

transformation. This has come to the fore in particular within the South African mining industry. Yet 

since the introduction of the Mining Charter in 2001, the mining industry has ostensibly been able to 

meet the Charter's targets. But over the same period, the needs of society have expanded while the 

mining industry has struggled for any growth at all, and this is repeated in other sectors, such as 

agriculture and manufacturing. The consequence has been an unsatisfactory outcome for all 



parties. It has also led to goalposts being shifted, which has led to policy uncertainty and, as a 

consequence, even less investment. While Brazil's investment timelines have lengthened, South 

Africa's have shrunk.  

 

BEE is widely regarded as an essential measure to redress the injustices of the past and to 

accelerate the inclusion of the black majority in the economy. However, too often the application of 

this policy has in practice led to criticism that it has benefited only an elite group -the connected few 

-rather than the majority. There are rather obvious similarities to the oligarch systems of patronage 

seen in Russia. In an effort to circumvent the BEE rules, a practice known as fronting has emerged, 

and has been identified as a problem. This is where businesses nominally employ South Africans to 

be the public face of their business, however without giving them real authority within the business. 

The rise of the 'tenderpreneur' has also become a feature of the BEE policy framework, where the 

state tender system has been corrupted through the abuse of BEE to swing lucrative state tenders 

towards the well-connected. This has distorted the original purpose of BEE and amounts to a 

systematic form of corruption, where connected BEE companies are able to gain tenders at inflated 

prices, often without having sufficient capacity to execute the tender.  

 

The well-intentioned BEE policy framework has consequently suffered both degeneration and 

unintended consequences -through corruption and onerous verification procedures, which have 

reduced both South Africa's global competitiveness and its attractiveness as an investment 

destination.  

 

In concentrating opportunities on a few powerful players, BEE may actually be obstructing access to 

the economy rather than opening up the economy. Rent-seeking behavior-economist-speak for 

seeking out a free lunch -has also become a further unintended feature of BEE policy outcomes.  

 

AA is intertwined with BEE policies, and is intended to help advance the careers of the previously 

disadvantaged. Once again, this is a measure which is widely accepted as being necessary, given 

the decades of discrimination against the country's non-white people. However, the regulations give 

rise to a complex hierarchy of groups which are designated and given preference, with an 

unfortunate resonance back to apartheid-era practices. In the initial stages, the whole concept of 

merit was interpreted as a convenient excuse to avoid embracing AA as a policy. Whether or not 

this is a valid criticism, the AA policy has consequently degenerated somewhat to a stage where 

merit, or need, is usually excluded when applying AA. The capacity of the state has been hobbled to 

the point where it is no longer an employer of choice for people of skill and ability from any race 

group, as merit is not considered a criteria for advancement within the public service. Instead, cadre 

deployment has begun to eclipse the original policy intention. Some government departments are 



also applying race quotas in their application of affirmative action, further subordinating merit as a 

criteria for employment. 

 

The misfiring of policies which aim to right previous wrongs highlights the extensive damage that the 

apartheid social engineering experiment imposed on South Africa, for too many decades. Either 

way, the implication for doing business in South Africa or investing in the country, is that full 

cognisance has to be taken of the key National Scar. It is embedded too deeply within the country, 

to be ignored in any investment or business plan. This sometimes means that doing business in a 

rival country is easier. However, South Africa remains the most important economy in Africa and is 

an attractive investment destination due to its long-standing, highly respected and well-entrenched 

institutions. There is full freedom of the media (for now), and judiciary, as well as a highly regarded 

constitution and very strong corporates - something not always evident in all the other BRICS. As a 

result, South Africa remains a strong player, and will remain so for the next several decades.  

 

UNEMPLOYMENT  

 

More recently South Africa has developed unemployment as another National Scar. Extremely high 

by international standards, it is at a point that threatens national cohesion. Reducing unemployment 

will have to be the South African government's policy focus. Over the past decade, the focus on 

redressing the apartheid legacy and other issues has left the country struggling with massive 

joblessness. This needs to be the highest policy priority but it has so far been subordinated by other 

policy issues.  

 

The army of disaffected youth will perpetuate social instability issues South Africa faces, such as 

crime and drug abuse, if not resolved fairly rapidly.  

 

CONCLUSION  

Taking into account a country's National Scar is vitally important from both a business and an 

investment perspective: These National Scars have a profound impact on the conduct of the 

government and also provide a foundation on which policy is formulated. They can also strongly 

shape the behaviour of potential business partners. In the case of a country like Russia, its National 

Scars leave the government suspicious of foreigners, and investor property rights are not well 

respected - buyer beware. This is similar for China. In India, their stifling bureaucracy is a hindrance 

to doing business and investment. The Indian bureaucracy also has an isolationist mindset. Doing 

business in South Africa requires sensitivity to its apartheid past, and the need for social redress.  

 



Being mindful of the National Scars of a particular country will mean that the business approach 

should be flexible and adaptive to the local nuances and requirements. This invariably means a 

local partner is needed when doing business with or investing in a country. In most cases, trying to 

direct the local operations from outside the country will mean running the risk of failure because 

local conditions or National Scars might not be fully taken into account. The National Scar would 

usually also raise the investment hurdle rate. Sometimes the barriers to entry might be too great, 

and it would be best to walk away. But given the right contacts and opportunities, hindrances to 

some companies may become opportunities for others. 
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Costs and consequences of black economic empowerment 
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In 1994 after South Africa's political transition, the ruling African National Congress (ANC) said it 

could simply have confiscated the spoils of apartheid and shared them out amongst the 

dispossessed. However, this option would have led to capital flight, the destruction of the economy, 

and international isolation. Hence, the chosen course was to embark on BEE, to make up for the 

fact that black South Africans had neither land to serve as collateral. nor capital for investment, nor 

meaningful sources of credit BEE was thus needed to unleash black entrepreneurial capacity and 

allow all South Africans to contribute to wealth creation.  

 

This rationale for BEE won wide support, paving the way for the Broad-based Black Economic 

Empowerment Act of 2003, and its accompanying codes of good practice. Among other things, 

these codes currently require businesses - if they want licences or contracts from the State - to 

transfer 25% of their assets or equity to black South Africans, and to buy 70% of the goods and 

services they need from 25% black-owned firms. BEE has helped expand the black middle class, 

but has come at a high price The value of BEE ownership deals had risen to some R600 billion by 

2013 and could increase further to R2 trillion in total. These are enormous sums to allocate not to 

productive investment, but rather to the racial reshuffling of shared ownership. At the same time, 

preferential procurement has contributed to wasteful expenditure. ANC Secretary General, Gwede 

Mantashe, admitted this in 2012, when he criticised "this thing of having a bottle of water you can 



get for R7 procured by the government for R27 because you want to create a middle-class person". 

Preferential procurement has also fuelled corruption. Said a BEE businessman in 2012: "You pay to 

be introduced to the political principals, you pay to get a tender, you pay to be paid [for completed 

work]. and you must also ... make donations to ... the ANC". This statement, though an isolated one, 

is consistent with the R30 billion or so known to be lost to corruption each year In addition, says 

Lawrence Mavundla, a former president of the National African Federated Chamber of Commerce 

and Industry (Nafcoc), BEE has 'marginalised' many small black firms by promoting "tenderpreneurs 

who are tender thieves because they get their tenders through [political] connections".  

 

Political analyst, Moeletsi Mbeki. has also longcriticised BEE for "striking a fatal blow against black 

entrepreneurship. by telling blacks: you don't have to build your own business, you don't have to 

take risk, the white will give you a job and shares in their company" BEE might help the top 15% of 

black South Africans, but the disadvantaged 85% have little prospect of ever securing ownership 

deals, preferential contracts, or other BEE benefits. Worse still, BEE harms that 85% by hobbling 

the economy and deterring investment, growth, and jobs In 2010 the finance minister, Pravin 

Gordhan, accurately summed up the situation when he said: "BEE policies have not worked and 

have not made South Africa a fairer or more prosperous country". 

 

The state and prognosis for employer/union relationships in SA 
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To opine that the state of labour relations in mining in South Africa is characterised by protest, strike 

action and a fragmented relationship between employers and workers would not be far from the 

truth. However what is missing in the diatribe is the nature and cause of this current stalemate. 

Important in this is a differentiation between standard labour practice and lawlessness.  

 

In order to fully comprehend the state of labour relations, one must first position this in the context of 

South Africa's history - and in particular the legacy of an industry deeply rooted in exploitation, 

injustice and a repressive government regime that permitted the exploitation of cheap African 

labour. A reliable supply of cheap labour informed the nature of labour relations, as it enabled 

employers to devalue the contribution of the workforce in the development of South Africa's 

economy, stripped the human dignity of workers - in particular the African worker. Even to this day 

they are seen as objects or numbers instead of people who are the core of the business.  

 



When examining the state of employer-labour relations it is pertinent to briefly explain the evolution 

of organised labour. The white working class were organised independently and fought to protect 

their interests, which included job reservation, thus creating not only a divided workforce based on 

race and white privilege, but also denying the African worker dignity, basic human rights and 

dividing these workers further according to ethnic lines. Although the landscape has shifted in 2014 

from what it was in the early 1920s it would be remiss to ignore the underlying subtext that informs 

relations between workers and employers - and that is the prevailing issue of racism. What is of 

concern to us as the leading labour organisation working in energy, construction and mining is the 

lack of adequate prominence placed on the industrial relations function within business, and the lack 

of commitment to engage with integrity with labour. South Africa cannot afford to regress back to the 

days of an 'us against them' approach when confronting issues of a balance between improved 

working and living conditions and the question of continued competiveness of our industry The irony 

is that the distance between the obJectives of business and labour is not that great; the disparity is 

in the prioritisation of profit over people and the inability to form a consensus on the best approach 

to deal with issues of structural inequality, high unemployment and poverty. An analyst once 

remarked that South Africans, and in particular the media, are prone to have a tendency of 

'hysterical pessimism', which has the effect of lowering our collective IQ.  

 

To counter assertions that the industry is overregulated and that the country's labour laws are rigid, 

one needs to reflect back on what the industry was before these progressive laws - namely the 

Labour Relations Act and the Mineral Petroleum Resources Development Act - which are aimed in 

part to redress past institutionalised inequality and to strive for social Justice and more democratic 

workplaces. It is our considered view that until such time as industry is able to embrace the central 

tenets of the country's transformation agenda and becomes an active participant in finding collective 

solutions to address the current challenges, the industry and indeed the nature of labour relations 

will continue to deteriorate and result in a zero-sum game. 

  



Chapter 7 

 

National Transitions 

 

Introduction  

To understand our concept of National Transitions, it may be easiest to start in South Africa. In 

2014, South Africans celebrated the 20th anniversary of the first fully democratic election, which had 

taken place in 1994, bringing Nelson Mandela to the Presidency. That election saw the largely 

peaceful handover of power from the (very white) National Party to Mandela's (largely black) African 

National Congress. The disastrous and hugely damaging era of apartheid came to an end, and 

South Africa embarked on a new pathway. This was a National Transition which captured the 

attention of the world. The international media were able to report on a celebration of the good news 

of a successful transition instead of a violent implosion that was widely feared, as white minority rule 

morphed into black majority rule. A peaceful transition was never a foregone conclusion, given the 

backdrop at the time of a rising level of violence and resistance in the country. In the province of 

KwaZulu-Natal, for instance, a lowlevel civil war had begun in the late 1980s. Even the 1994 

election was not necessarily destined to be a peaceful one. There were still pockets of violence and 

boycotts troubling the run up to the election.  

 

The question then arises as to what are the factors that determine whether a transition will succeed 

or fail? And what measures or outcomes reflect a successful transition? Each of the BRICS have 

experienced over the past 20 to 30 years -with varying degrees of success -a national transition 

where an old order has given way to a new order.  

 

For instance, peace is an important outcome of a successful transition. Peace within the country 

and also peace with the country's neighbours. The transition should be sustainable and enjoy 

widespread acceptance. The transition should also be systematised and not just rely on goodwill or 

be at risk through arbitrary decisions.  

 

In the case of all the BRICS, the transitions have yet to run their full course. They are only Half Way 

There. Each of the BRICS nations are now facing the next phase in their developmental journey. 

These mini transitions or inflection points are the new crossroads that each of the countries face, 

and the way these are navigated will determine whether each country retrogresses, stagnates, or 

moves onto an extended growth path. Get it right, and the country will achieve greater prosperity 

and development even within the next generation. Each transition and inflection point has an impact 

on the investment  



environment and the way business is conducted. 
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South Africa  

In South Africa, the Nationalist government came into power in 1948. It imposed the policy of 

apartheid and refined it to separate development under Prime Minister Hendrik Verwoerd in the 

1960s. It was a repressive regime and increasingly resisted by the black majority. Matters came to a 

head in the 1980s when a South African-led war on Namibia's border with Angola escalated, and 

internal resistance through proxy movements like the United Democratic Front intensified. The 

apartheid regime was also increasingly isolated on the diplomatic and economic fronts. The half-

baked Tricameral Parliament reforms were universally rejected. Sanctions intensified after President 

PW Botha's notorious Rubicon speech in 1985. South Africa had to face a debt standstill, as 

sanctions prevented existing loans from being rolled over. This was followed by various states of 

emergency. Repression was stepped up to deal with the rising unrest. President PW Botha suffered 

a stroke and was ultimately replaced by FW de Klerk, who initiated more meaningful reforms. He 

unbanned the ANC and had Nelson Mandela released from prison. Negotiations were initiated 

through a series of processes named the Convention for a Democratic South Africa (CODESA). 

Eventually, the negotiations were concluded between the two main parties, the ANC and the ruling 

National Party (widely known as the Nats). The Nats called a referendum in 1993, where an 

overwhelming 'Yes' vote was received from the white electorate to proceed with reform. That was 

the last whites-only ballot in South Africa. The 1994 elections followed, which the ANC won by a 

landslide. However, there was some doubt in the run up to the voting whether this inaugural election 

would go smoothly. There had been a threat of the ballot being boycotted by players, including the 

crucial Zulu-dominated lnkatha Freedom Party. Its participation in the 1994 poll was only secured 

through last-minute negotiations. 

 

But following the 1994 election, the new regime under President Nelson Mandela gained wide 

credibility and acceptance. Most stakeholders became participants within the system, whether from 

extreme left or extreme right. This included participating in elections and using the legal system. 

Confidence in the systems of state was important in determining the success of the transition. 

Leadership by the first fully democratic President Nelson Mandela was vital. He chose a path of 

reconciliation, and consolidated the country following the transition.  

 

While many problems continue to exist, more than 20 years after the country embarked on the road 

to reform, South Africa is at peace with itself and with its neighbours.  

 



There were many factors that contributed to the success of the National Transition, beginning with 

visionary leadership and a well-structured negotiation process. Despite many challenges along the 

way, the leadership on both sides persisted with the dialogue until there was agreement. Out of the 

negotiations came a constitution that is regarded as one of the most progressive in the world, with 

many similarities to that of the US, including a Bill of Rights. Institutions were created like the Office 

of the Public Protector, the Independent Electoral Commission (IEC) and the Constitutional Court. 

The independence of the judiciary was enshrined in the constitution, as was that of the Central 

Bank. The handover of power was first managed through a Government of National Unity, where 

the National Party was incorporated as a junior partner of the AN C following the 1994 election. 

While this did not last long, it helped to reassure minorities. The transition also dealt with some of 

the softer issues, like the work of the Truth and Reconciliation Commission, which helped to 

establish closure for both victims and perpetrators of apartheid repression. A social safety net with a 

grant system has also been introduced, for the most vulnerable such as the elderly and children.  

 

The new ANC government wisely decided to consider sustainability for all policy measures it 

initiated. Consequently, its macroeconomic management, through both fiscal and monetary policy, 

helped to stabilise the economy and allow it to recover from the effects of the sanctions of the 

1980s. Inflation targeting was introduced, and inflation was structurally reduced. Following the rand 

crisis of 1998, the South African economy grew over the next 10 years at a faster pace, and with 

lower inflation than in the previous three decades. All these measures have helped South Africa to 

negotiate relatively successfully through its transition.  

 

Like the other BRICS nations, South Africa has reached a key inflection point, where the transition 

has delivered the country to a certain point, but further progress will require some strategic 

decisions, and tough choices. Leadership has become less visionary and more transactional. The 

economy did not experience a robust recovery following the GFC. The competitiveness of South 

Africa has been placed at risk through a combination of labour unrest and an escalation of 

regulations weighing on the economy. Its rankings by various bodies such as the World Economic 

Forum, Transparency International, Economic Freedom and the World Bank have been slipping. Its 

sovereign credit rating has been deteriorating since 2008. South Africa now faces the choice of 

either continuing down a path of increasing financial repression, slow growth and disappointing 

economic outcomes, or looking to re-establish best practice and improve on its competitiveness. 

Leadership and reform decisions will prove to be crucial. 
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Russia  



The Russian transition was born out of the economic bankruptcy of the Soviet state and the inability 

to adapt to an admittedly sudden and enormous change. Mikhail Gorbachev took over as the leader 

of the Soviet Union in 19 8 5. He led the country through the death of the Cold War, seen most 

dramatically with the fall of the Berlin Wall in 1989, and the consequent collapse of the Soviet 

Union. He stayed at the helm until 1991, when the breakup was virtually complete. His original 

intention had been neither the break-up of the Soviet Union nor the end of communism, but rather 

the reform of the system, which had reached a point where it could no longer be sustained. The 

Soviet system could simply not keep up with the economic and technological advances of the 

United States. 

 

Economic stagnation had characterised the end of the era under Leonid Brezhnev, who died in 

1982. The Afghanistan military adventure had further drained the Soviet Union. The communist 

system was in fact not able to be reformed, but what was required was a complete overhaul of the 

Russian economy and society. The system was also completely at odds with the concept of human 

rights. Extended economic stagnation was associated throughout the leadership procession of the 

1980s. The Soviet Union was used to long leadership tenures, as had been the case with Lenin, 

Stalin, Khrushchev and Brezhnev before. The Communist Party sought to bring some leadership 

stability with the appointment of Gorbachev, essentially handing the baton over to the next 

generation. Gorbachev's agenda was to modernise the system and even transform it along the lines 

of the Nordic social democracy models. He introduced the dual concepts of perestroika 

(restructuring) to the stagnant economy, along with glasnost (openness) which reduced the heavy 

censorship and restriction in the flow of information. However, by that stage the Soviet Union was 

exhausted economically, and unable to sustain a system through which capital was continuously 

poorly allocated through rigid central planning. The economy was essentially a giant loss-maker. It 

was no longer possible to sustain the extensive state welfare structure. Increased shortages of 

basic food, clothing and household goods became the order of the day. Life was more unbearable 

and the willingness to rule and be ruled under these conditions was weakened.  

 

The fall of the Berlin Wall in 1989 was the symbolic end to the communist era in Eastern Europe. 

However, the attempted coup by hardliners against Gorbachev in August 1991 was futile, as the 

system was beyond rescue. The Soviet republics had become restive and more nationalistic and 

the hard-line communists found themselves on the wrong side of history. Already the Eastern Bloc 

countries had wrestled free from the Soviet's grip and the various republics within the Soviet Union 

had started to look for more independence. Gorbachev himself had become a lame duck President, 

with broad support rallying increasingly behind Yeltsin. Yeltsin dissolved the USSR at the end of 

1991 following Gorbachev's resignation and was left as President of the now independent Russia.  

 



Yeltsin then embarked on a series of reforms, which were essentially a form of shock therapy. The 

centrally planned economy was plunged overnight into a market-orientated economy. The problem 

was that there was no warning, and no plan - the Soviet system, its state run enterprises and its 

people were totally unprepared for this shock.  

 

One of the reasons for the demise of the Soviet Union was it was commercially unviable. It was a 

system structured to serve the military and not geared to produce consumer goods - and hence 

many of the privatised entities did not survive the change. However, the energy sector was 

profitable and this was where the rise of the oligarchs began. Amidst the chaos and often through 

opaque methods and connections, the oligarchs gained control of this sector and became 

exceptionally wealthy over a relatively short period. 

 

However, ordinary Russians found themselves without salaries and pensions. This was an induced 

depression of major proportions. Already unbearable conditions deteriorated with hyperinflation and 

rampant crime. By 1993, Yeltsin was at risk when his opponents, emboldened by popular 

resentment towards his reforms, attempted to take control of government, seizing the parliament 

building and also the television centre. Yeltsin had the parliament building bombarded with tanks 

and the attempted takeover was thwarted. Parliamentary elections took place shortly after this and a 

new constitution was adopted. A feature of the constitution was that it concentrated power in the 

hands of the President. Yeltsin managed to win the 1996 presidential election, but by then his health 

was failing and he had to abandon some of his reforms. He resigned at the end of 1999 and handed 

power to Putin, the Prime Minister at the time, and his hand-chosen successor. Putin immediately 

further consolidated his power and has become another autocrat -the latest Russian 'Tsar'.  

 

Russia's National Transition has stalled. While the hated communist system did fall, with few 

wishing to bring it back, the country has struggled to find an acceptable alternative. Some reasons 

for the failure of Russia's transition include the suddenness of the changes and the lack of planning 

that came with the changes. Events overtook the political establishment and there were no 

transition mechanisms. Institutions were ill-equipped to handle the change, and the fact that 

communism had lasted for so long meant there was no institutional memory of any alternative 

systems. The transition was driven as a topdown process while at the same time society at 

grassroots level was left to fend for itself There were no social safety nets and broad destitution 

followed the breakdown of the central authority. Criminal activity rose with the lack of effective law 

enforcement.  

 

It now finds itself back with an authoritarian government and an economy run by oligarchs -not all 

that different to Tsarist Russia or the Communist Soviet Union and akin to a neo-feudal state.  



 

However, Russia also had the potential for a successful transition. There was a strong social and 

political call for change. This was eroded through the chaotic transition. Russia now stands at its 

own new inflection point. It can again revert to being more Soviet-like, or it can attempt to rekindle 

the reform process. For the latter to happen, institutions of state will have to be reformed and new 

ones set up to reestablish democracy and personal freedoms. Benefits of reform would need to 

flow down to the man in the street, bringing a broad-based benefit for the general population. 

Foreign investment will have to be encouraged so that competitiveness can be supported and also 

to generate a wider employment platform. Entrepreneurship would need to be nurtured to build up 

the SME sector and facilitate greater access to the economy for the grassroots. Unfortunately, at 

present, the preference seems to be to retain the status quo and to squander an historic 

opportunity. 
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India  

One of the memorable quotes from our trip was that "India only reforms in crisis". Whilst India is 

described as the world's largest democracy, it may also be one of the most inflexible. It is an 

unlikely democracy that has endured far longer than initial expectations at its independence in 194 

7. Its neighbours Bangladesh, Burma and Pakistan have all endured authoritarian governments 

following their independence from Britain. India also adopted stringent socialist policies at 

independence, which sat uncomfortably within a democratic system. The harsh financial repression 

imposed by the socialist government included the notorious License Raj and state monopolies in the 

financial, defense and infrastructure sectors. Its economic policies were not that of a free country 

despite it being described as a democracy. The state could and did wield its power with relative 

impunity. The economic intrusion by the heavy hand of the state meant that financial repression 

became an Indian specialty. The long-term strain of these repressive measures culminated in its 

1991 economic crisis.  

 

The crisis was the catalyst for reforms which helped to transform India into a high-growth economy. 

Often a crisis becomes an opportunity, however, the post-reform success has allowed the political 

establishment to become complacent. Systemic inflexibility and embedded vested interests have 

prevented any significant reform follow through. Between the bureaucrats and politicians, it takes 

two to 'tangle', tying up the economy in red tape. The civil service is able to use its bureaucratic 

power to generate their 'salary supplement opportunities'. Meanwhile, the political class has 

generally resorted to populist, but unsustainable, measures to secure re-election. Sufficient 

consensus amongst politicians at national level to drive the reform process has been lacking. In 



many cases, essential reforms would mean the abolishment of vested interest's meal tickets. There 

has been some relief via the federal system of government with reform-minded second-tier 

legislatures being able to implement some state-level regulatory relief These states have been able 

to generate higher levels of growth and prosperity. India has come to the point where the economy 

has again started to stagnate. Macroeconomic imbalances have developed with the twin deficits of 

its current account and budget, and reforms are once again required. India was heading back 

towards crisis. The 2014 election result will provide the necessary mandate to drive the reform 

impetus. Another major investment wave will follow the reform programme. This fresh inflection 

point looks set to catapult India into the leading EM and BRICS economy.  

 

It would be a mistake to identify Indian democracy as a problem and obstacle to its economic 

advancement. Too often the more authoritarian Chinese model is used as an example to achieve 

greater economic success. However, India and China both only achieved success once they began 

to reform and adopted more free-market measures. Greater freedom and flexibility, along with less 

control from the centre, was the essential catalyst for growth. The progress cannot necessarily be 

prescribed to their respective political systems. India has up until the 2014 elections simply failed to 

build sufficient political consensus to continue reforms despite clear success. The economy has 

been trapped in a tradition of heavy-handed interference, where essential skills are diverted into 

fruitless compliance activities.  

 

India's transition has thus been only partially successful. The 1991 crisis was able to catalyse 

sufficient reform to release the economy for a period. However, momentum in the economy has 

started to grind to a halt and there have been no strong platforms, political will or institutions that 

were able to keep the reform agenda progressing. The lesson from India is therefore that its 1991 

crisis was only a halftaken opportunity. The reforms in 1991 had only a short term horizon and 

were crisis-management measures. The opportunity to set up platforms and institutions for ongoing 

reforms was not taken. Indian political leadership took the subsequent economic success for 

granted, assuming they had done enough. The Indian inflection point now reached exposes the 

need for a reform process, which would best be systemically entrenched to ensure that reform does 

not come in fits and starts, dependent on the development of the next crisis.  

 

However, the prognosis for India is good with its 2014 election result handing a strong mandate to a 

new reform-minded government. 
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China  



The Chinese Communist Party (The Party) took control of Mainland China in 1949 after its forces 

defeated the Nationalists, who retreated to the island of Taiwan. China, under Chairman Mao, fell 

under a brutal authoritarian government. The Great Leap Forward between 19 5 8 and 1961 was 

the first major communist reform effort, where private farming was outlawed and agriculture 

collectivised. The aim was to catapult China through collectivisation and industrialisation into Mao's 

vision of a great communist society. The Great Leap Forward ended in disaster with deaths from 

famine and other directly related causes such as torture (at least 2 .5 million) and suicide (1 million 

to 3 million) estimated at up to 45 million - that is 7.5% of the population at the time. The economy 

actually shrank during this period. Chairman Mao subsequently unleashed the Cultural Revolution in 

1966, the aim of which was to remove all traces of capitalism within China. This was again a brutal 

affair, leading to further purges and persecutions, along with the destruction of large elements of 

China's culture. The Cultural Revolution officially ended in 1969 but it only ended, in reality, in 1976 

after Mao's death and the arrest and removal of the Gang of Four - a group of key players in the 

Communist Party, led by Mao's wife Jiang Qing. Reformers led by Deng Xiaoping ended the 

Cultural Revolution and started China on a road of reform from 197 8. This included a process to 

de-collectivise agricultural land and shift China towards a mixed economy. During the 1990s, the 

economic growth rate was around 11 %, and an estimated 150 million peasants were lifted out of 

poverty. The country joined the World Trade Organisation in 2001 and the growth momentum 

confirmed through the Global Financial Crisis of 2008 and beyond. 

 

On the surface, China's National Transition has been a success, in that its economy has been 

transformed within a generation and hundreds of millions have been pulled out of poverty. However, 

the transformation has taken place primarily in the economic sphere, while politically, the 

Communist Party has held tightly onto power. When the communist governments were falling in 

Europe, the Party brutally put down a student protest in Tiananmen Square in 1989, which as we 

have already pointed out, remains a taboo topic in China even to this day.  

China's National Transition can better be described as unstable. It depends on the continued 

benevolence of The Party. The political sphere is still tightly controlled by The Party. The 

government has not allowed any competing political parties to contest power. They have introduced 

free market reforms and the SME sector has forged ahead strongly. One reason for the success of 

the Chinese reforms may also be due to the relatively short 29-year period of strict orthodox 

communist rule, from 1949 to 197 8. This means that China's generational institutional memory of 

alternate economic systems had not been completely lost, unlike in Russia after more than 70 years 

of communist rule. However, the SOEs remain supported by government and they struggle with 

inadequate returns on equity - well below those generated in the private sector. Data accuracy 

remains a problem and the top-down directives, and the quest for political careers within The Party, 

mean that reported data can be largely meaningless. Censorship remains stringent and the flow of 



information is still strictly controlled by The Party. In an effort to keep the Chinese economy growing 

at elevated levels following the GFC, the shadow banking sector has grown substantially and debt 

levels have reached unsustainable levels. This is a potential source of instability for the economy. 

The country faces a number of key inflection points related to the leadership change in 2013. It 

needs to maintain economic reform -from an export/ manufacturing base to a more 

import/consumption-focused one -whilst simultaneously managing slowing growth, high levels of 

pollution, and a high debt burden.  

 

To date, the economic transition has been a notable success, which can largely be attributed to the 

market reforms that were introduced, and there appears to be sufficient momentum, and debate 

within The Party, to sustain the reforms. But the lack of proper checks and balances means that the 

reforms which were started by one decree can also be reversed by another. 
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Brazil  

The Brazilian dictatorship began with a military coup in 1964, ostensibly to resist the shift toward 

communism under the Presidency of Joao Goulart. It lasted until March 1985, when power was 

peacefully handed back to a civilian government. Castelo Branco, the first military President, 

consolidated the military rule by removing inconvenient state governors and purged congress of 

populist and left-wing elements. Presidential powers were strengthened allowing for the legislature 

and judiciary to be arbitrarily bypassed. This set the conditions for the more authoritarian rule from 

1967 to 197 4 where abuses of the military rulers escalated under Artur da Costa e Silva (1967-

1969) and Emilio Garrastazu Medici (1969-1974 ). Throughout the military rule, there was always 

some semblance of constitutional rule but civilian participation was controlled by the military. Even 

during this time there were competing forces within the military and also within the civilian elements 

of the government.  

 

The economy enjoyed a boom under the Medici administration. At times in the 1970s Brazil grew by 

more than 10%. The middle class was expanding and the regime was ironically, at its most popular 

when it was at its most repressive. The economic boom was transforming the Brazilian economy 

with the possibility of a full industrialisation, and its emergence as a great power within the global 

economy.  

 

It was during this time that the Itaipu hydroelectric dam was built, which was the largest in the world 

until recently eclipsed by the Three Gorges Dam in China. The environmentally-controversial Trans-

Amazon Highway was also built in this period. These were among many prestigious projects that 



required billions of dollars, which had to be borrowed internationally. The 1973 oil shock 

compounded the need to borrow capital abroad. The government also borrowed internally and 

prevailed on the Central Bank to print the shortfall. This monetary policy abuse prepared the ground 

for the hyperinflation that began in 1980.  

 

Medici's successor, Ernesto Geisel (1974-1979) began laying the platform for a return to civilian 

rule. He sought to maximize development while minimizing security. He sought to keep up massive 

investments in infrastructure and continued with industrialisation. This required further borrowing 

and also resulted in a wider current account deficit. However, he did reduce the repression, and his 

successor, Joao Figueiredo ( 1979-1985) aimed to restore democracy. The economy became mired 

in inflation and the International Monetary Fund imposed their austerity medicine, which included 

wage restraint at a time when inflation was taking off Union leaders like Luiz Inacio Lula da Silva - a 

future Brazilian President - were arrested under the security laws for leading strikes and industrial 

action.  

 

The transition from military rule to a civilian government took place in 1985. However, the military 

rulers took many years to prepare for the transition, and Brazil did not collapse like Russia. The 

institutions of government continued to function and the transition established stronger checks and 

balances. However, this has made operating within Brazil complex - with the federal system of 

government subject to many competing influences. Reform is not easy and the government remains 

highly involved in the economy, which means corruption is a major problem in Brazil. This is a long-

standing problem, but was perpetuated by the military governments when they embarked on their 

economic growth strategy. Emphasis on largescale projects, and high-level government 

involvement in the economy through regulations and Brazil's development bank BNDES, have 

helped to entrench a culture of corruption - Brazil ranks 72 out of 177 countries in the Corruption 

Perceptions Index. The hyperinflation straddled the transition, and political inertia enabled the 

hyperinflation to persist from 1980 through to 1994, a problem which was so serious and so 

prolonged that it became the country's National Scar.  

 

Brazil, however, went through a largely successful National Transition. It was marred by the 

hyperinflation that straddled this period, but the country was able to peacefully and successfully 

move from an authoritarian government to a civilian authority. While the economic conditions in the 

run up to 1985 placed the military rulers in an increasingly untenable position, the central authority 

was able to hand a largely-intact system to the new government. The civilian regime has 

subsequently been able to move through several election cycles peacefully, and without any risk of 

a return to military rule. This can be well illustrated by the election of President Lula, who had 



previously been detained by the military authorities. Where the transition has not been as 

successful was with the failure to sustainably reform and improve the economy.  

 

If peace is a critical outcome of a transition, the preservation of institutions and the continuity of 

government are also key factors. There was no breakdown of Brazil's central government, as 

happened in Russia. The public trust in Brazil's politicians, however, is ranked by the WEF as one of 

the lowest in the world and the BRICS at 136 out of 148 countries. This is evidence that the country 

did not pay sufficient attention to the softer issues during the transition - like dealing with corruption 

and tackling other social issues, such as inequality, housing provision and education. Neither was 

there any multi-stakeholder process to deal with the excesses of the dictatorship - just a unilateral 

amnesty for the military rulers. The consequence is that the country lacks the national cohesion 

which is needed to enact much-needed reforms for economic competitiveness and growth. One 

example of this is the burden of government regulation. Brazil's red-tape problem is ranked by the 

WEF at 14 7 - even worse than India's ranking at 104. When we looked at India, we identified that 

country's red tape and corruption as a National Scar. Nevertheless, Brazil faces its next inflection 

point too, as the middle class become increasingly vocal in venting their dissatisfaction, with another 

round of reforms being demanded and required. 
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Authoritarian Governments  

The challenge of any transition is the management of the change - there will be changes that are 

welcome, but also those that generate discomfort. Very often, the law and order aspects, as well as 

the security which was provided by the tyrants, are missed the most. However, the security aspect 

is never genuine, as at the margin it certainly does not exist for dissenters. 

 

The BRICS all struggled with authoritarian governments in one form or another. China, and 

increasingly Russia, are both still saddled with governments that are more dictatorial in nature. 

Authoritarian governments are able to stay in power because they are never completely atrocious. 

They need to offer some enticements to avoid being overthrown. The most common benefits they 

can offer are stability and security. If the government is not challenged and the citizens are obedient 

and pliant, they tend to be less harassed. Authoritarian governments rely on the average person 

putting security before freedom. Often some key welfare measures are also thrown in, like food 

subsidies. However, when authoritarian governments are combined with highly restricted 

economies, wealth is not created. One hallmark of these governments is the control of the economy 

through a network of patronage and cronyism. Wealth creation is funneled to the authoritarian 



regime and to its cronies through various financial repression strategies. This lowers the efficiency 

of capital allocation and ultimately bread and butter issues bring an end to authoritarian regimes.  

The demise of authoritarian governments comes when they cannot sustain the attractions that allow 

them to remain in power. They are left only with the nasty side of their rule, and conditions then 

become intolerable. The nostalgia often felt towards an authoritarian regime once it has been 

deposed is usually the result of selective memory. People can remember the security they enjoyed 

under the tyranny, but forget the abuse and excesses. Or they think that the country would be in a 

better place if they could bring back the good but without the bad elements. However, it is always 

the case that the good came with the bad. The two cannot be separated - whether we are looking at 

the Brazilian military dictatorship, the apartheid government, the strict-command Indian economy or 

the communist governments of Russia and China.  

 

Factors for Success and Failure  

We would argue that South Africa enjoyed the most successful transition of all of the BRICS. The 

foundations of success started with a change to reform-minded leadership and economic plight 

which dictated that the status quo could not be sustained. Bold leadership also enabled the 

transition to proceed when it came under threat. The transition was brokered with a transparent 

negotiation process, open to media scrutiny and with a free flow of information. What emerged from 

the negotiations was a new enlightened constitution which has laid a platform to support economic 

growth through measures like the essential protection of property rights, the independence of both 

the judiciary and Central Bank. Confidence in the system has been underpinned through the 

establishment of Chapter 9 (of the Constitution), institutions like the Human Rights Commission, the 

Public Protector and the Independent Electoral Commission. 

 

The outcome in South Africa has been largely peaceful following the 1994 fully-inclusive elections. 

This is an important measure of success of a transition. Brazil had some similarities, and its 

transition was also peaceful and largely successful, although hyperinflation did not end with the 

transition, but only subsided much later.  

 

And peace is experienced in unusual ways. Security arrangements at key installations like airports 

and hotels provide some clues as to the state of peace in a country. For example, airport security in 

Brazil and South Africa was firm but relaxed. This was in contrast to the more draconian experience 

in India, China and Russia. Security at Indian hotels was particularly telling. Security is deployed not 

just for access control, but tight measures are also there to defend each establishment from terrorist 

attack. This is in complete contrast to the low-key security deployed at South African and Brazilian 

hotels where there is a far lower risk of attack. The same applies to entry to national key-points in 



South Africa where security is deployed for access control, and defending the installation against 

terrorists is not really the main aim.  

 

Elements of failure or risk are apparent in the other BRICS. Indian reforms have been in fits and 

starts. Its transition started with a crisis, but there was no change in regime. It has essentially been 

the same system trying to reform itself The institutions act more as obstacles to change rather than 

as catalysts for change. The political leadership has lacked the necessary vision and is more 

focused on the day-to-day matters of government, without the application of the visionary leadership 

required for the reforms needed to steer the Indian economy towards sustaining its growth. The 

consequence has been systemic inertia and inconsistent progress. The new government elected in 

2014 provides new hope for a fresh reform impetus.  

 

Russia lacks many of the success factors that have helped South Africa to move forward. It initially 

had bold leadership, but did not have the continuity within the system, nor the institutions, to keep 

up the momentum of the transition and had no institutional memory of any other systems. The 

general population had been highly dependent on the state, was unprepared for the transition, and 

was left destitute. Unfortunately, the initial bold leadership has given way to self-interest and that 

has also derailed the transition. Russia's ossified and inflexible outgoing Communist Party had very 

little to offer the new order, either.  

 

A lack of systemic flexibility is a factor that has hampered India, and this flexibility is an important 

element for a successful transition.  

 

Each of the BRICS now faces a second, but still crucial, inflection point. The decisions taken around 

this second inflection point can both consolidate and support the gains made, or else the country 

will fail to make further progress. The threats to each transition include factors like corruption, 

cronyism and rentseeking behaviour. New leaders who take over, often lack the boldness that 

enabled the original transition. 

 

There is no single formula for success, as the circumstances will differ in each case. How the 

current leadership tackles the new challenges is vital, and will determine the future, the relative 

success or failure of each country. The next phase will be critical.  

 

Business Relevance  

The experiences of countries can also be applied to business. Businesses also face transitions 

when they have to restructure or undergo mergers and acquisitions. Technology can also be a 

game-changer and force a transition -as experienced very differently in companies like the fading 



Kodak and the ascendant Apple. From an investment perspective, it is important to be able to 

assess the prospects for success when a company faces change. Leadership is critically important 

as vision is required. Management that is focused on the day-to-day activities will be unable to 

handle the challenge of a transition, compared with management that has a more strategic focus. A 

successful transition will require formalised mechanisms to manage change. This will have to 

include the softer issues like dealing with the psychology of staff The Soviet Union break-up also 

reflected the importance of some sort of continuity. The complete collapse of the old is not always 

helpful in building the new. To do so involves vision, planning and robust transition mechanisms. 

These were absent in Russia but were prevalent in South Africa. The post-transition governments of 

South Africa and Brazil had the foundation of functional economies to build on. 
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The BRICS association has given us an unprecedented experiment in Social Sciences -showing 

what happens with economic reform, with a controlled experiment in poverty alleviation.  

 

China and India, two of the BRICS nations, have achieved what is probably the most spectacular 

example in human history of reducing poverty -with people rising in their hundreds of millions from 

destitution to better lifestyles.  

 

India started with its reforms in 1992 to 1993, moving away from the socialism of its first Prime 

Minister, Jawahariai Nehru, to become a more capitalist economy. China's started slightly before 

Hong Kong was handed back by the British in 1997. It had the choice of closing down Hong Kong or 

replicating it - which is essentially what happened with new special economic zones (SEZs) It is in 

these zones where 80% of China's capital formation has taken place. 'Made in Hong Kong' is now 

also 'Made in Shanghai', 'Made in Guangzhou· and so on. China and India have among the most 

extraordinary stories in human history. It is strikingly obvious, but not part of common awareness. 

 



Both have been remarkable successes, and have seen the greatest-ever accomplishments in 

economic history -reducing poverty almost to vanishing point. If you define poverty as living on less 

than a dollar a day, in 1980 about a third of humanity were in that position -and most of that third 

was in India and China. Now, after adjusting for inflation, it's about 4% of humanity We have seen 

the most remarkable accomplishment in history in two of the BRICS, much because of the same 

approach. India moderately and slowly implemented market reforms and liberalisation -as it is a 

federal state and it was difficult to drag everyone in this direction. China, on the other hand, did it by 

decree with these SEZs -and they are very big parts of China. They also have a range of other 

special zones around the country. They had a different model to India, but it was also liberalisation. 

Most of the population of China remains under the communist model, but the wealth is trickling 

down because of migrant labour. 

 

Brazil and Russia are very different, but both also liberalised. So, all four BRIC nations followed a 

similar route. Unlike China and India, Russia has more recently stagnated, with Brazil running out of 

steam. South Africa is the latest member of the BRICS, and for the 10 years to 2006/07, it also had 

pro-market reforms. Since then it has been sliding down a number of those indices which measure 

economic freedom. So it rose for ten years, but the economy has been stagnating since. South 

Africa was like the other BRICS, but is now the odd one out.  

 

What BRICS shown us is that when a country embraces economic reforms and a free market 

approach, these bring poverty alleviation to a spectacular scale, and the BRICS have provided 

conclusive proof of this.  

South Africa has shown that if you stop the reforms, you stop reducing poverty, and to the extent 

that those policies are abandoned, one tends to fall back. 

 

Navigating Transitions 
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What makes the difference between successful transitions and failed ones? Are there common and 

necessary elements that contribute to transitions resulting in triumph, or defeat? Transformational 

processes manifest differently depending on the context in which they happen. This is evident from 

the transitions in each of the BRICS countries over the past 20 years The successes and the 

failures have been dictated by the particular historical circumstances, as well as the path each 

country chose to get to the desired outcome. The same is true of transitions in companies where 



success and failure is affected by the external environment, as well as internal processes. But by far 

the biggest contributor rests on the approach taken within an organisation, particularly by its 

leaders. 

 

There are six key ingredients to successful transitions. Each on its own will not achieve 

transformational change. But combined, the probability of success is greatly increased. They are: 

leadership that is focused more on what it can give people than on what it can get out of them; an 

approach that is hard on targets, soft on people; open communication; consensus decision-making; 

an emphasis on innovation and a central mobilising objective that is bigger than improving the 

bottom line or growing GDP. 

 

The general view of leadership is that it is the capacity to take charge and get things done. Actually, 

the most effective leaders are those who enable their people to achieve, to the benefit of all. This 

kind of leadership stresses growing people to their maximum capability. This requires being clear 

about outcomes, ensuring that people have the resources, skills and training necessary to deliver, 

holding people accountable for meeting their targets and acting fairly, but resolutely, if they do not 

Good communication is key. Messages need to be clear and simple so that people can intuitively 

buy into them. Successful transitions require buy-in from those affected by the change Consensus 

decisionmaking requires patience. It can only be achieved by encouraging rigorous debate, 

gleaning a variety of opinions and then coming to a decision based on what is best for the task at 

hand. The key here is to weed out personal agendas and to get competing interests to identify 

common ground. Once there is a focus on common components, 80% of the battle is won. 

Innovation and an ability to be flexible are vital. This does not mean entertaining all new ideas. A 

disciplined approach is required which demands that concepts are thought through properly. But 

testing new ideas allows mistakes to be made, providing a rich seam for learning Innovation can 

only work if it is underpinned by critical change agents who have the right combination of heart and 

head. These are people who are prepared to go beyond the ordinary and who can shift tack and 

speed to move forward.  

 

The last component of a successful transition is the ability to mobilise people around a larger 

purpose. Individuals find it intrinsically motivating to be part of a process that is bigger than simply 

improving an income statement and balance sheet Successful transitions are those that unleash the 

aspirational qualities in people and harness the power of imagining what is possible. 
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Emerging markets (EM) can no longer rely on cheap labour or cheap currency. EM workers are 

already protesting against the rising cost of living and demanding not only higher wages but also a 

fairer distribution of wealth.  

 

In the old days, devaluing a currency helped to improve a nation's competitiveness But devaluation 

only exacerbates inflation. And inflation is already pushing manufacturing and even extraction of 

energy, mining - and even food - back to the industrialised West, where costs are now low and 

productivity is rising. To make things even more complex, there is a technological revolution that EM 

countries have to contend with. Computers are crushing the need for cheap labour. Robots can 

increasingly replace humans. Foxconn, nearly the largest employer in China, with 1.2 million 

employees, recently announced the largest-ever order to be placed for robots. They intended to 

employ 1.4 million by the end of 2014. As the production side turns more and more toward robotics, 

the skills required will be in services: branding, quality control, customer service, logistics, 

distribution and other endeavours in which emerging markets are, so far, less skilled. So, EMs may 

be cheaper due to devaluation, but they are also more inflationary and less stable. Can they 

leapfrog into a robotics world where the required skills reside mainly in the industrialised world? 

Note how many EM firms are building production facilities abroad: Foxconn is building an almost 

100% robotic-driven production centre in the US, in Harrisburg, Pennsylvania. Will robotics kill jobs? 

The answer seems to be no. It is estimated that four jobs are created by every robot But the new 

jobs are in branding, customer service, logistics - and these jobs require skills in which EMs are not 

strong.  

 

Erik Brynjolfsson and Andrew McAfee of MIT explain in their book, The Second Machine Age, that 

machines will replace memory and mental processing But there is a new premium on people who 

can frame issues conceptually These are called 'procedural architects' by David Brooks in a New 

York Times article entitled 'What Machines Can't Do' (3 February, 2014) He explains that they can't 

"grasp the essence of one thing, and then the essence of some very different thing, and smash 

them together to create some entirely new thing". Will robotics kill inflation? This question requires 

conceptualising on the reasons inflation is back. Costs are rising everywhere. Food prices are up 

and energy remains above $700 per barrel, most of the time. Is this caused by the record injection 

of quantitative easing in the industrialised West? Perhaps. But the problem is that rate hikes and 

revaluations in the EMs, which is the textbook solution, don't create more food, more energy, more 

jobs or more income. Rate cuts and devaluations make the inflation problem worse. There is only 

one solution. EMs now need to innovate and move up the value-added curve. This means focusing 



on making and delivering goods and services that can compete with the best anywhere. Are EMs 

capable of this? Undoubtedly. No one is better placed than an EM or frontier market firm to know 

the customer of tomorrow, which is a young EM citizen. Therefore, such firms should be best placed 

to deliver what is needed. But, there is a steep learning curve ahead. 
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South Africa's entire political and economic future depends on the growth of the black middle class. 

Members of the middle class possess certain clearly identifiable characteristics. The middle classes 

have a significant amount of discretionary income, which they use to shop, and to provide health 

care and education for their kids. The primary goal of middleclass South Africans is to generate an 

income that allows them to live comfortable lives, including during retirement, with minimum 

dependence on the state.  

 

Members of the middle class have often received tertiary education, and some are professionals, 

such as accountants and doctors. They believe in home ownership and insurance against personal 

adversity and indirectly, due to the sheer size of their pension funds' investments in financial 

instruments. They are the ultimate owners of the means of production.  

 

When poor people grow more affluent and move to the middle class in large numbers, the country 

itself benefits from cheaper, better educated and higher skilled -and better paid –labour. This is 

reflected in the benefits of global trade, but won't last beyond the point where labour costs start to 

rise, pushing up the prices of the country's exported goods. 

 

Meanwhile, more and more people move to the cities, abandoning subsistence farming for more 

lucrative industrial work, and resulting in productivity rising by as much as seven times. The benefits 

to move to cities do not last, however, as wages tend to rise to global levels, and cancel out many 

productivity gains_ China got to this take-off point at some stage in the 15 years after 1990, as the 

size of the middle class ballooned from 15% to 62%. India is currently experiencing a similar take-

off in population transformation.  

 

What is important for South Africa is that the middle class is politically conservative.  

 



The middle class does not support radical or populist causes in politics, it demands high-quality and 

costeffective government services, and it is open to the use of private-sector alternatives -such as 

private security and private education -services historically provided by the government South Africa 

is showing signs of joining the global middle class. At present there are 4.2 million middle-class 

black South Africans, compared to 17 million in 2004. Over the same period the white middle class 

has stagnated, with 2_9 million middle-class individuals. 

 

Most importantly, the number of high-earning black South Africans -those earning more than the 

average white South Africans -has increased from 180 000 in 2000 to 165 million in 2012_ 

Admittedly, 28% of these are employed by the South African government, and nothing is more 

inimical to middle-class values than a bloated public service bureaucracy. Yet the flip side of that 

particular coin is that 72% of high-earning black South Africans are employed in the private sector. 

At the same time, black incomes are rising by 15% per annum compared to white income growth of 

4% per annum. With this sort of income growth differential, average incomes for all will converge by 

2021. More than any other factor, the growth of the black middle class is crucial for South Africa's 

long-term political and economic success_ If the ANC were to fail to change its politics in the face of 

a growing black middle class, it would face increasing irrelevance and crisis, It seems much more 

likely that it will gradually abandon populist and radical policies and steadily adopt a conservative 

political and economic platform. 

 

Economic Development and the ‘six pack’ 

Adrian Savillle 

Chief Investment Officer, Cp,nnon Asset Managers 
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Development economics seeks to determine and promote the ingredients responsible for sustained 

improvements in the incomes and social well-being of populations, Examples of countries that have 

achieved such progress abound. At the head of the pack are countries like South Korea and 

Singapore, where incomes rose more than 10-fold between 1980 and 2013. Whilst these Asian 

Tigers head the list of rapidly emerging markets over the last three decades, the group is wide-

ranging, including countries as diverse as Chile, Costa Rica and Estonia, where incomes rose at 

least five-fold between 1980 and 2013.  

 

This diversity of countries begs the question: Are there common economic, demographic or policy 

elements -or any other common ingredients -that can be identified and fostered elsewhere? 

Evidence of commonality could point the way to sustained economic development for other 



countries playing catch-up. To answer this question, we surveyed 120 countries over a period of 50 

years to seek out possible common elements.  

 

We found six common factors -which we term the Six Pack. These are a high level of saving that 

translates into domestic investment; improving healthcare; improving education levels; a 

demographic structure that sees more people going into the workforce than going into retirement; 

policy stability with effective institutions; and economic openness. 

 

Anecdotal evidence strongly supports the Six Pack's efficacy. As recently as the late-1980s, Costa 

Rica ranked as one of the poorest countries in Central America. Per capita income was just US$2 

000, the unemployment rate stood at 20%, annual consumer price inflation reached 90%, and 54% 

of the population lived below the poverty line. Yet, by 2010, Costa Rica had achieved a remarkable 

transformation. This dramatic turnaround can be attributed to Jose Figueres assuming the 

Presidency in 1994, and his policies to improve Costa Rica's Six Pack ingredients. This began with 

the negotiation of free trade agreements to open new export markets, and the establishment of free-

trade industrial zones. In 1997, these and other incentives caused Intel to locate a microchip plant in 

Costa Rica, providing a massive investment boost Within 10 years, exports rose from 27% to 50% 

of GDP, with semiconductors and computer accessories replacing bananas and coffee as the 

country's top exports. 

  

Ongoing institutional reform, including the closure of entities plagued by corruption, helped other 

technological, pharmaceutical and service companies join Intel in Costa Rica. In addition, Figueres 

fixed infrastructure, including a complete overhaul of the state-owned electricity provider, Grupo ICE 

The administration also launched several national education initiatives, including dedicating 6% of 

GDP to public education, introducing English as a second language in public schools, and installing 

computer labs in all high schools_ By 2010, Costa Rica's price inflation was below 10%, 

unemployment stood at 6% and, with a five-fold increase in per capita income since 1980, Costa 

Rica boasted the highest standard of living in Central America. Although no single ingredient can be 

flagged as responsible for this remarkable development, this case, and what happened in all the 

120 countries surveyed, shows that the Six Pack ingredients, including a clear policy set with 

consistent and effective implementation, offer strong markers on the road to economic development 

and put substantial, sustainable gains in socio-economic well-being within the reach of all countries. 

 

  



Chapter 8 

 

Economic Value Chains 

 

Introduction  

The BRICS economies, including South Africa, differ from one another in terms of what we call the 

start of the value chains. These are the key sectors which explains the development, and also 

vulnerabilities. The start of the value chains are different for each of the BRICS, and it provides 

another dimension through which these divergent economies can be understood.  

 

Every economy has a constraint of scarce resources. The choices that are made on how those 

resources are allocated in the economy consequently have a critical impact on economic outcomes. 

The BRICS are all economies that are playing catch-up with the wealthier Organisation for 

Economic Co-operation and Development (OECD) countries.  

 

However, this was not always the case. Up to around the mid-18th Century, all economies were 

agrarian, and manufacturing production was the output from cottage industries. Most societies also 

had some form of feudal arrangement. The industrial revolution that originated in Britain 

transformed the economies where it took place, and also changed global geopolitical power 

relationships. The value of output rose dramatically in terms of quantities, quality and variety. 

Technology and increasing economic productivity led to the rise of living standards. Industrial output 

and technology increased the military might of Europe at the same time, which further facilitated the 

move of European powers to global dominance.  

 

China and India were wealthy by the standards of the pre-industrial age. Their populations were 

already the largest at that time and this meant that between China and India, some two-thirds of 

global economic output, up until the 1600s, was attributable to these two countries, or more 

accurately, regions. Due to the circumstances of the time, neither China nor India dominated the 

globe, though, and their influence was restricted largely to the regions in which they were located. 

This was not the global interconnected modern world as we know it today, with transport systems 

that are able to move millions of people large distances every day. This was the pre-industrial world 

where travelling was by foot or on animal. Life was lived mainly in rural areas or in villages.  

 

The industrial age did not mean that Chinese and Indian economic output declined. These 

economies were simply left behind as the output of Europe soared. China and India were eventually 



subjugated by the Western Powers. India was colonised and China was reduced to vassal status, 

though never fully colonised.  

 

Macroeconomic Relationships  

In general, economic growth is dependent on investment. No economic activity exists without 

investment. And the resources needed to fund this come from savings. The graph below reflects the 

relationship between saving and investment. Amongst the BRICS, it shows that Brazil and South 

Africa have low savings and investment rates, while China and India have amongst the highest 

savings and investment rates. Russia falls somewhere in between. 

 

SAVING AND INVESTMENT GRAPH 

Source: IMF, Investment Solutions  

 

It follows that higher investment rates lead to higher growth rates. The relationship is reflected in the 

next graphic where countries with high long-run investment levels have also experienced higher 

longrun growth. Again, India and China lead the global economy, and also the emerging markets in 

general. The growth of developed countries has lagged, as a consequence of their lower investment 

rates.  

 

GROWTH AND INVESTMENT GRAPH 

Source: IMF, Investment Solutions  

 

The above graphs demonstrate a strong relationship between the level of savings, investment and 

growth. These relationships can be used to understand the basis through which value chains are 

established and extended in an economy. Those BRICS countries with the lowest savings and 

investment rates also have the lowest growth rates. In contrast, the BRICS countries that have the 

highest savings and investment rates also have the highest growth rates.  

 

The above relationships are in line with economic theory and also make intuitive sense. However, 

the relationship between government spending and economic growth is one where some of the 

theory struggles when you try to match it to the empirical evidence. Higher long-run government 

spending leads to lower long-run growth, as reflected in the next graphic. This is despite what was 

widely believed and acted upon in the US Great Depression where the New Deal was created, 

reflecting the influence at the time of economist John Maynard Keynes. The measures taken were 

essentially intended to expand government spending so that it would compensate for lower private-

sector spending. Counter-cyclical fiscal expenditure attempts to iron out business and economic 



cycles. However, if higher government spending actually leads to lower growth, it may well be that 

counter-cyclical policies actually do more harm than good. 

 

The relationship between government spending and economic growth consequently helps to 

enhance our understanding of value chains in the economy and the economic multipliers that go 

with different economic activities. Government spending is mostly consumptive in nature and tends 

to have lower multipliers in the broader economy than private sector spending - meaning that 

government has to spend more than the private sector to achieve the same economic impact. 

Consequently, higher government spending can be a drag on the economy when scarce resources 

are shifted from potential investment in private hands to consumption in government hands.  

 

GROWTH AND GOVERNMENT SPENDING GRAPH 

Source: IMF; Investment Solutions  

Macroeconomic stability also has an impact on the economic value chains and the attractiveness of 

a country as an investment destination. The currency of a country has two important functions - to 

facilitate exchange and as a store of value. If the finances of the country as a whole can be likened 

to that of a company's set of financials, then the role of a currency in facilitating exchange would be 

associated with the income statement. The role as a store of value could then be likened to the 

balance sheet. 

 

A good company or good investment is where both the balance sheet and income statement are 

able to grow sustainably over time. Likewise for the country as a whole. Which is why inflation is 

also one of the big risks that economies and investments face. Inflation does most of its damage to 

an investor's balance sheet, as value is eroded. In an extreme economic situation, such as the 

hyperinflation that wracked Brazil, the role of the currently as a medium to facilitate exchange is also 

destroyed. 

 

In the graphic below, the relationship between inflation and growth is reflected. This can also be 

analysed as an economic risk-reward chart with inflation being the risk, and growth the reward. The 

diagonal line divides countries between those that have inflation higher than growth against those 

that have lower inflation than growth. In the case of the BRICS, only China has experienced long-

run economic growth consistently above its long-run inflation.  

 

GROWTH AND INFLATION GRAPH 

Source: IMF; Investment Solutions 

 



The higher level of inflation that prevails among the BRICS, with the exception of China, is a 

structural problem and is a key competitive disadvantage for investment, savings and growth.  

 

The macroeconomic risk is also reflected in the overall balances in current accounts and 

government budgets. Persistent deficits can lead to macroeconomic instability. In the case of South 

Africa, India and Brazil, persistent trade-related current account deficits and government budget 

deficits - the twin deficit problem - have led to currency weakness and higher inflation. These 

countries have been included in the so-called 'Fragile 5' according to analysis by Morgan Stanley. 

Russia is the only BRICS member to have conducted its affairs in a way to generate a twin surplus 

on these two balances. As discussed at length in the Russia chapter, this has occurred in the wake 

of the Russian debt crisis of 1998, which gave rise to a government strategy to conduct monetary 

and fiscal policy in a way to reduce Russian sovereign vulnerability to external risk.  

 

CURRENT ACCOUNT AND GOVERNMENT BUDGET BALANCE 

Source: IMF, Investment Solutions 

 

The twin deficit problem means that investors face the risk that the value of their investment could 

be impaired through currency weakness and/or inflation - characteristics of Brazil, India and South 

Africa.  

Economics as a discipline possibly focuses too much on the transactional role of a currency and not 

enough on its role as a store of value. Most economic indicators such as GDP can be likened to an 

income statement. Measures of value which would relate to a balance sheet are less well 

developed. This is clearly evident in the policy prescriptions that have been imposed following the 

GFC. Zero interest rate policies (ZIRP) and quantitative easing (QE), would arguably never have 

been implemented if the economic balance sheet had also been given consideration. Similarly, it 

would also be thought unwise to engineer a weaker currency to try generate economic growth, due 

to the damage done to the economic balance sheet. These policy strategies have a dubious track 

record of success. In South Africa, for example, a weakening currency over the past three decades 

has not led to higher economic growth or lower unemployment. Weakening an exchange rate is akin 

to generating income by destroying wealth. A weaker currency has a negative impact on the value 

chains within the economy.  

 

High welfare burdens did have a negative impact on the economic value chains, with resources 

being diverted from potential investment and applied to consumption. This is a bigger problem in 

Europe than in emerging markets - but within the BRICS, the welfare burden is higher in South 

Africa and Brazil, and lower in China. In both India and Russia, election promises have resulted in 



rising welfare burdens, which will have a longer-term impact on the value chains in those 

economies.  

 

In understanding the economic value chains within the BRICS, it is also important to consider how 

value is created and how value is consumed, and whether this is in a sensible balance. The return 

on capital is also a key determination in whether a country attracts or loses investment. 
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Value Chains in the BRICS  

 

Each of the BRICS has a unique economy that has developed according to their own specific 

circumstances. There have been different policies, different strategies and different access to 

resources. The National Scars and National Transitions of each have also been important 

influences, as outlined in other chapters. Table 1 outlines the broad contributions of the primary, 

secondary and tertiary sectors of the economy in each of the BRICS and the US, while Table 2 

reflects the extent of labour absorption in each of the different sectors.  

 

TABLE 1: ECONOMY SECTOR CONTRIBUTION (2013) 

 

 
BRAZIL RUSSIA INDIA CHINA SA US 

AGRICULTURE (%) 6 4 17 10 3 1 

INDUSTRY (%) 26 38 17 45 29 20 

SERVICES (%) 68 58 66 45 68 79 
 

 

 

Source: CIA World Factbook  

In the case of India, agriculture is the start of the value chain for more than 50% of the 

workforce but it is not a high value-add, which is why poverty is so pervasive in its rural 

areas. The same applies for China. In the case of South Africa, Russia and Brazil, 

agriculture also absorbs a bigger proportion of the workforce than its value-add to the 

economy, but the sector is less dominant.  

 

TABLE 2: EMPLOYMENT IN EACH ECONOMIC SECTOR (2013)  

 
BRAZIL RUSSIA INDIA CHINA SA US 

AGRICULTURE (%) 16 10 53 35 9 1 

INDUSTRY (%) 13 28 19 29 26 20  



SERVICES (%) 71 62 28 36 65 79 

 

 

Source: CIA World Factbook 

 

TABLE 3: GDP CONTRIBUTION BY END USE (2013) 

 
BRAZIL RUSSIA INDIA CHINA SA US 

HOUSEHOLD CONSUMPTION 

(%) 63 51 56 36 64 69 

COVERMENT CONCUMPTION 

(%) 22 19 12 14 24 19 

FIXED CAPITAL INVESTMENT 

(%) 18 22 30 46 22 15 

INVENTORY INVESTMENT (%) 0 1 8 1 -1 0 

EXPORTS (%) 12 30 25 25 31 13 

IMPORTS (%) -15 -23 -32 -22 -40 -16 

 

Source: CIA World Factbook  

 

While the BRICS have achieved growth above that of the developed market economies over 

the past few decades, they still have a long way to go. In terms of per capita income, the 

BRICS are still much poorer than the US (or Europe or Japan), as reflected in the next 

graphic. It is important to distinguish between absolute levels of a measure as opposed to 

rates of growth of that measure. However, if the BRICS sustain higher growth rates, they 

could eventually catch up with the developed world.  

 

GDP PER CAPITA (CURRENT US$, PPP, 2013) (Graph) 

Source: World Bank  

 

The Russian economy is probably the least developed and is still coping with the aftermath of the 

collapse of the Soviet Union. It is clear that the start of the value chain in Russia is in resources and, 

most specifically, in energy. Oil and gas account for 52% of the government's revenues and an even 

higher proportion of exports. Diversification from single-sector dependency is a priority but this 

economy is still struggling with its communist past. One of the reasons the Soviet Union collapsed 

was due to the lack of value chains that were genuinely profitable, meaning that the system was 

simply unsustainable. But energy has been the single most important sector in generating surpluses 

- through which the government can raise revenues and re-establish some functional administration. 



The risks to the economy include a fall in energy prices, and also a reduction in demand from 

Europe for Russian gas.  

 

While agriculture plays an important role in its support of a great number of Chinese people, the 

industrialisation of China over the past few decades has positioned the manufacturing sector as the 

most important sector at the start of its economic value chain. This sector is responsible for most of 

the valueadd in the economy. In 2013, industry accounted for some 45% of economic output 

compared with 10% for agriculture and 45% for services, although the latter is largely dependent on 

the manufacturing and agricultural sectors, as a value chain or multiplier. China has managed to 

leverage its competitive advantage of low costs to attract investment into its manufacturing sector, 

which has been at the centre of its growth miracle over the past few decades. The related risks to 

the Chinese economy would thus include a global slowdown and rising costs and protectionism, any 

of which would erode its value chains.  

 

The start of the value chain in the Indian economy is still anchored in agriculture. It is the least 

urbanised amongst the BRICS with only 31 % of people living in cities in 2011. Some 53% of the 

labour force is employed in agriculture. However, the share of agriculture has been falling and now 

only accounts for 17% of total output. Despite this, there are important multipliers that originate from 

the agricultural sector, including agro-processing. The majority of government services are directed 

towards agriculture, as food security is an important policy priority. However, over the past two 

decades, India has been developing other value chains in sectors such as the manufacturing and IT 

services. This is helping to diversify the economy in a way that is well supported by a high savings 

rate and a willingness to invest when government withdraws restrictions and obstacles from private-

sector involvement. But, as has been the case for the past millennia, the monsoon remains an 

important element in the start of economic value chain in India. Most Indians are largely in the 

informal sector of the economy with a minority participating in the formal sector. 

 

Brazil is richly endowed with natural resources. It is one of the more water-abundant countries in 

the world and it has a highly-developed agricultural sector. As one of the global bread-baskets it is a 

major producer of a wide range of produce including sugar, coffee, grains, fruit and meat. While the 

Brazilian economy is not highly competitive as a whole, its agricultural sector is able to compete 

globally due to the country's natural competjtive advantages. Its agricultural sector is mechanised 

and has economies of scale. Well endowed with other natural resources such as timber, Brazil is an 

important producer of fibre for use in the manufacture of paper and packaging. Mining is also an 

important activity and Brazil is a major exporter of iron ore. Further, the discovery of oil has seen 

Brazil join the ranks of oil exporters.  

 



The Brazilian economy starts with resources and primary industries. It has a sizeable industrial base 

but this is not very competitive as it is largely insular and protected from external competition. Brazil 

struggles with beneficiation. This is due to the fact that beneficiation is an industrial process and not 

a mining one. While Brazil is an oil exporter, it still needs to import refined products due to 

insufficient domestic refining capacity.  

 

Ostensibly the Brazilian economy has the typical profile of a developed economy, with the services 

sector contributing almost 70% of output, yet the origins of its value chains are still anchored in 

resources. This is where the bulk of export earnings are derived from, and resources are where the 

economic multipliers originate for much of the output in manufacturing and also in services. But the 

Brazilian economy has become more diverse and sophisticated. Its growth has been infrastructure-

constrained and its industrial competitiveness has been hobbled by a lack of skills and 

protectionism. Even so, Brazil has developed high-end capabilities in areas such as aircraft 

manufacture and agricultural research. Its financial services sector is also very well developed and it 

has a world-class stock exchange and banking sector.  

 

Ever since the discovery of diamonds in Kimberly and gold on the Witwatersrand in the 1800s, 

mining has been the mainstay of the South African economy. Agriculture was also an important 

contributor to the economy but has diminished in importance and now directly contributes less than 

3% of economic output. This does hide the multipliers that the sector generates in both 

manufacturing and services, but agriculture is nevertheless eclipsed by mining. In 1980, mining 

contributed some 20% directly to GDP This had declined to a direct contribution of barely over 8% 

in 2013, but the sector still has the most significant multipliers, that extend into the manufacturing 

and services sectors. Mining has essentially been the main source of value to have funded 

infrastructure and generated the investment resources for the establishment of other sectors in the 

economy. Mining output is responsible for 38% of exports. However, the economy has diversified 

significantly over the years and other value chains have been developed. Tourism, for example, 

now contributes more to economic output than the gold mining sector. 

 

The economy has developed into the most diversified and sophisticated on the African continent. 

South Africa also has a financial services sector that is a major contributor to the economy. It is a 

more open economy than those of India, Brazil and Russia, and its manufacturing sector has been 

able to compete, to an extent. However, it struggles with a lack of economies of scale due to its 

relatively small domestic market. Beneficiation of minerals is an important government priority - to 

help add value to primary mining products. While the lack of beneficiation is often lamented, there 

are numerous industries that are important beneficiators. Eskom is an example, in that it is able to 

take low-grade coal and convert it into electricity. Its technical expertise is renowned throughout the 



world. Sasol beneficiates coal and natural gas from Mozambique into liquid fuels, and also produces 

chemical feedstock for other industrial processes.  

 

South Africa already beneficiates imported crude oil and bauxite at its refineries and aluminium 

smelters. Locally mined coal, iron ore, chrome and platinum ore are beneficiated through electricity 

generation, steelmills and catalytic exhaust production. But there are also lost value add 

opportunities in areas such as jewellery and diamond cutting. The big challenge for beneficiation is 

that it is an industrial process and very different to mining. Industrial input costs in South Africa, 

however, often render it uneconomic to beneficiate. 
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Value Chain Factors  

ENHANCING VALUE CHAINS  

The development of each modern economy starts by exploiting its specific competitive advantages. 

These differ across the economies, but they have overlapping common threads as well. The sectors 

that add value are then able to generate multipliers that help to extend and enhance the original 

value creation.  

 

However, countries that are very well endowed with natural resources are often left poor and 

underdeveloped when compared with those countries that have been able to prosper despite a 

deficiency of natural resources. This is the resource curse, otherwise known as the paradox of 

plenty. Too often the start of the value chain is cut short, by over-burdening the sector producing the 

value with the broader needs of society. The more prosperous societies are able to extend their 

value chains and the multipliers in the economy.  

 

It is vital to distinguish between wealth-creating activity and wealth-consuming activity. GDP 

measurements do not always distinguish between these, as GDP is calculated by adding up all 

activity, with only imports subtracted. And this obscures the value-adding nature of import activity, 

which is not properly reflected in the GDP calculation. 

 

CHINESE STATE-OWNED ENTERPRISES 

 

A: PERCENTAGE OF LOSS MAKING INSTITUTIONS (GRAPH) 

B: RATIO OF PROFITS TO ASSETS (ROA) (GRAPH) 

 

Source: JP Morgan  



 

Capital allocation is an important start in creating value. Capital allocation efficiency is crucial in 

being able to gain the most out of a scarce resource. This means that return on capital should be 

maximised to enhance the value chains within the economy. This factor is starkly exposed between 

the public and private sectors. In China, for example, the SOEs have a far higher number of loss-

makers compared with private companies. The return on investment is virtually 2.5 times higher in 

private firms compared with SOEs.  

 

In general, the value chains are enhanced by infrastructure, protection of private property rights, 

entrepreneurship, long investment timelines, macroeconomic stability and policy certainty. We 

briefly discuss each below.  

 

Infrastructure is an important element in enhancing value chains. Infrastructure constraints are 

bottlenecks in the economy that add to costs and reduce overall economic productivity. The 

downside is if there is either inappropriate infrastructure, or infrastructure that is too expensive. 

These problems can be seen, for example, in China where there has been over-investment in areas 

and in South Africa where infrastructure access is uncompetitive.  

 

Protection of private property rights is crucial in attracting and retaining investment. This should be 

complemented by policy certainty where policy is supportive of investment and business conditions. 

Where this is a real risk or even a perceived risk, capital outflows become the norm. This is a 

problem across the BRICS and is an area where improvements can lead to greater wealth creation 

over the longer term. Macroeconomic stability in keeping factors like inflation, balance of payments 

and fiscal balances in check and also helps to support the value chains. This has been well 

demonstrated in Brazil where macroeconomic instability generated a National Scar from 

hyperinflation. Inflation targeting has helped to reduce inflation and enhance growth in South Africa.  

 

In both India and Brazil, the value of entrepreneurship was evident in the existence of small 

business which has helped keep unemployment low. However, inefficiencies result from regulatory 

protectionism. In South Africa, regulation has hindered the entrepreneur rather than providing an 

enabling environment.  

 

The importance of an investment timeline became very evident in Brazil. The country has suffered 

with short investment timelines due to inflation and infrastructure development has been a notable 

casualty as a result. The long investment timelines in South Africa has been a factor in allowing the 

development of deep-level mining. However, the investment timelines in South Africa have been 



getting shorter, while they have been lengthening in Brazil, with obvious consequences - one of the 

problems facing the BRICS countries.  

 

They have managed to achieve success to a point but the BRICS are not the easiest places in 

which to do business, and they do not always look after the value chains in their economies, and too 

often end up constricting the value chains and diminishing the growth potential.  

 

CONSTRICTING VALUE CHAINS  

 

Regulation always gives rise to controversy. There certainly are regulations that are enabling, but 

typically they are few and far between. Good regulation should seek to lower barriers to entry and 

level the playing field, so that markets can be more efficient and so-called market failure can be 

minimised. However, too often it is regulatory failure that disrupts the efficiency of markets instead.  

 

One of the biggest problems of regulation is when they impose requirements on business that sap 

resources. In virtually all cases, regulations are constructed in such a way that economies of scale 

are needed for them to be complied with. This favours the bigger businesses over the smaller ones. 

In South Africa, this has enhanced the apartheid distortion of an isolated economy, in which the 

corporate sector outgrew the economy. An insufficient number of SMEs has led to extremely high 

unemployment, which has now become another National Scar. 

 

Corruption is another factor that damages value chains and it is often a direct consequence of 

excessive regulation. This is so apparent in all the BRICS and detracts from investment by raising 

the hurdle rates. It also raises the cost of government services and infrastructure provision.  

 

But within the BRICS, South Africa, Brazil and India have the advantage of young, growing 

populations and a falling dependency ratios. Russia is the exception, with a rapidly ageing 

population. The dependency ratio of ageing populations are exacerbated by the pension promises 

that governments have made, that are mostly unfunded. This is a major problem across the 

developed world. In this regard, South Africa stands out, with a fully-funded government employee 

pension scheme, which provides South Africa with a structural competitive advantage.  

 

However, the dependency of different business on subsidies and incentives is problematic. This is 

what often constrains the true value chains in the economy. Too often unviable economic activity is 

supported through regulation or subsidies and incentives. Losses have to be paid for, and this is a 

weight on the sectors that are genuinely profitable and generate returns on investment. When these 

resources are transferred to less efficient sectors, for whatever purpose, value chains are 



constrained. Too often subsidies and incentives are used to compensate for bad policy. This is akin 

to tying up people's feet, and then offering a wheelchair as an incentive. For further progress, the 

BRICS are all in a position where the untying of feet would be a better solution.  

 

Financial repression also debilitates value chains. Financial repression diverts scarce capital away 

from efficient allocation within the economy, and in doing so detracts from supporting strong value 

chain creation in favour of weaker value chains, or loss-making chains.  

 

RISKS TO VALUE CHAINS  

 

There are other factors that can harm economic value chains. Excessive welfare is one, where 

resources are diverted away from potential investment and channelled to consumption. This is 

where wealthproducing activity in the economy can be constrained and welfare can perpetuate the 

problems it is seeking to address. It is where poverty alleviation is the focus rather than poverty 

reduction. Poverty alleviation diverts resources to consumption while poverty reduction channels 

resources to investment. This is one of the challenges South Africa faces as a capital deficient 

country with a huge unemployment problem. There is too much poverty alleviation with insufficient 

poverty reduction. 

 

Financial market imbalances are also a risk to the economic value chains in the economy. Usually 

referred to as bubbles, these occur usually when interest rates are too low and credit growth too 

high. Too much money then gets channelled into financial assets, supporting but distorting 

valuations. When these bubbles inevitably burst, capital is destroyed and the remainder of the 

economy is starved of capital. Very often, burst financial market bubbles precipitate recessions, and 

the value chains are placed at risk.  

 

CONCLUSION  

 

The concept of value chains within economies is one that has a wide scope and there are many 

other factors and concepts that can be introduced and discussed. Within the context of the BRICS, 

the value chains are of interest due to the mixed picture they present. What is clear is that if the 

value chains can be better aligned and the constrictions alleviated, the BRICS economies still have 

significant depth of potential that can be unlocked. The question, then, is whether or not the 

potential will be unlocked. The long-term results and outcome will obviously differ between the 

BRICS. 
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The innovation systems of the BRICS countries have undergone radical transformation over the last 

few decades. It is important to recognise the wider systems of change towards a market economy in 

China and Russia, the birth of constitutional democracy in South Africa, while change in India and 

Brazil were propelled by rapid globalisation. 

If the long-term strategy uses science, technology and innovation (STI) systems as a conceptual 

tool, it will lay the foundation for the formation of the learning economy. BRICS ministers intend to 

strengthen cooperation in STI. This will involve addressing common global and regional social and 

economic challenges. The BRICS members will consider investment and funding, they will compare 

experience and look at ways to work together on innovative new projects, products, processes and 

services. The joint BRICS partners will endeavour to share STI with other important players in the 

developing world. The learning economy would require change - a move away from the mass 

production to high-quality products and services. The learning economy would require radical 

reform in education and training to support working life, giving students and workers new 

opportunities to develop fresh ideas. Innovation activities could contribute towards industrial and 

enterprise restructuring, with improvements as well in education, health care and the environment.  

 

The emphasis will shift more towards developing growth in the domestic market, addressing 

inequalities through better income distribution, as well as providing more support for less-developed 

regions China recently increased its minimum wage by 13% up to 2015, while that of Brazil has 

been raised by 6.78% on top of the 2013 increase of 9% and 14% in 2012. The ruling party in South 

Africa also included a national minimum wage in its 2014 election manifesto, pledging to focus on 

growing the home market and to address income inequality and income distribution.  

 

The Federation of Unions of South Africa (FEDUSA) and its sister federations in organised labour 

were invited to be part of the BRICS Think Tank Council (BTTC) to review the vision and long-term 

strategy of BRICS. The BTTC serves as the intellectual resource behind BRICS strategic decisions, 

and its advice and work will be crucial to the future success of the BRICS. It is vital that this group of 



intellectuals can together devise solutions to problems which are complex and global. FEDUSA is of 

the view that the BRICS proJect must have stronger grassroots support and integration between the 

peoples of the various countries. The second BRICS Trade Union Forum that was held in Durban in 

2013 cautiously welcomed the proposal of a BRICS Development Bank, calling on the leaders to 

ensure that this bank will be very different to the World Bank and the IMF. It should focus on 

development, and BRICS trade unions should be involved - participating in major decisions.  

 

The BRICS Trade Union Forum affirms its role in defending and advancing workers' rights. The 

trade union leaders commit to ensuring that all multinational companies comply with basic labour 

standards, and do not use differences between countries to bring down wages or reduce workers' 

rights. 

 

The pitfalls of windfalls: Commodity cycle impact in BRICS economies 
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Capitalism entails belief in the benefits of free markets, including freely floating prices for currencies, 

commodities, stocks and bonds. Theoretically, free market pricing makes the right things happen. 

Yet there appear to be some real lasting negatives to the big price movements experienced in the 

2003 to 2012 boom in the BRICS.  

 

As value investors, we search worldwide for bargains in the stock market. We regularly find 

situations where negative investor perceptions create opportunities for us to buy good businesses at 

very low prices. Prices for stocks, commodities, currencies, and so on, are frequently wrong and 

disconnected from longer-term economic realities. Unfortunately, mispricing can have negative 

longer-term effects for the development of companies and even whole countries.  

 

Take the recent China boom, spanning 2003 to 2012. As China began its dramatic infrastructure 

build, the global demand for commodities surged. Investors worldwide began to bid up commodity 

prices as they perceived the opportunity to benefit from the boom. Copper prices moved from less 

than US$1 500 per ton in 1999 to nearly US$10 000 per ton by 2010. As profitability rose for all 

commodities and these companies showed rising earnings, investors poured into commodity stocks. 

Industrial companies saw their businesses boom and raised capital through initial public offering 

(IPOs), which further increased demand for commodities.  

 



Many of the BRICS saw the effects spill over into rising currency exchange rates based on 

improving balance of payments and rising wages Things seemed wonderful in the BRICS and 

foreign investor capital kept flowing in. Profitability for many businesses soared as money flowed in. 

In fact, the return on equity for all companies in the Emerging Market Index rose from the 6% range 

in the depths of the Asia Crisis in the late 1990s, to over 15% by 2007. What's not to like?  

 

The problem is that this self-reinforcing rising price pattern, and the windfall it creates, isn't 

sustainable. Take a platinum producer like Lonmin PLC, a precious metals miner listed in London 

and Johannesburg. In 1999, the platinum price was under US$400 per oz, Lonmin made about 

US$100 million of profit and spent about US$100 million in capital expenditure per year By 2008, 

platinum had quintupled in price, Lonmin stock had gone up by a factor of ten times, and they were 

spending US$400 million per year on projects. Unfortunately, their annual labor cost had gone from 

R1360 million to R3 732 million, a 12% compound increase. Now Lonmin is unprofitable at a 

platinum price four times higher than when they started. As the China boom winds down, it's likely 

that Lonmin's longer-term prospects are worse now than they were in the Asia Crisis in 1999. As the 

China-induced commodity bubble deflates, it appears that we may have a decade of struggle ahead 

for many companies and economies in the BRICS. In the end, economic progress in a company (or 

a country) should be measured by increases-in real productivity, not its current profitability. For 

investors, we must make a clear distinction between windfalls and real progress. 

 

BRICS and global business 
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Irrespective of whether one supports the logic behind the acronym or the notion of a collective, 

Brazil, Russia, India and China have made a huge impact on the world over the past 20 years. 

Today, we can add a few more names to the club of leading emerging markets, which are reshaping 

the world as we know it.  

 

The rise of these countries and those that have risen in parallel, such as Indonesia, Korea, 

Malaysia, Mexico, Taiwan and Turkey, are resulting in the establishment of a truly multi-polar world. 

With GDP per capita in the large emerging markets rising faster than in what hitherto was called the 

developed world, markets are not only globalising, they are also regionalising. 

 



Wealth and success bring confidence, which leads to more assertive behaviour on the part of the 

consumers and businesses from these countries. This assertiveness will demand that global 

business caters to regional nuance at the highest global standard, resulting in a far more 

challenging world than that of the immediate post-Cold War era of globalisation.  

 

Far from being the sweat shops of the world, many of these countries, often acting in regional blocs, 

will establish centres of regional and global creativity and innovation. Singapore, Seoul and 

Shanghai are already there. As intellectual capacity - manifested by academic prowess, design and 

innovation excellence - follows economic success and cultural confidence, the rules for global 

business will be rewritten. 

 

Leadership has to be more diverse, polyglot and demonstrably in tune with re-emerging regional 

culture and pride in an interconnected, global environment. The old assumptions underlying terms 

like global best practice, and who should learn from whom, should be forgotten. In some areas 

Tencent and Tsing Hua University will lead the way; in others Samsung and Stanford, or Chevron 

and Cambridge will chart the route ahead.  

 

One of the consequences of the rise of leading emerging markets, including the BRICS, is a large 

but more regionally diverse and nuanced global market place The future winners will be well 

equipped to deal with the competitive challenges of this better and richer world. 

 

The matchmaking between Brazil, South Africa and Africa 
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From an economic standpoint, Brazil initiated a cycle of solid development only in the mid-90s. 

Demographics then, were dominated by poverty and low-income strata. In contrast, the middle class 

now is the dominant stratum. Clearly South Africa and some countries in the African continent are 

moving in tandem with Brazil in terms of better demographic distributions, while having relatively 

young workforces. Both access to technology and microfinancing conditions have helped 

accelerate this trend for Brazil and for Africa. Our past and our future are fully interconnected.  

 

Due to the abominable practice of the slave trade, which started in the 16th Century, Brazilian 

culture evolved with a very strong and proud inheritance from Africa. The continental drift that took 

us apart provided for comparable wealth in fertile lands, water, energy arid minerals. The 



impediments to exploiting the wealth of our natural resources are also similar - lack of infrastructure 

and logistics.  

 

The cerrado, or savannah region, represents nearly 25% of the Brazilian territory Once thought 

unproductive, it became one of our most valuable natural resources. Research and technology in 

tropical agriculture, starting in the 1970s by the Brazilian agricultural research agency Embrapa, 

brought surprising levels of productivity to the savannahs of Brazil. Nowadays, Embrapa is 

established in transferring this technology to the Africans for free. Water, in our view the most 

valuable natural resource, is abundant in Brazil and in the bulk of African regions where large-scale 

agriculture can be developed. Given the consistent increase in the global demand for food, there 

are only two major pockets of land that can provide substantial acreage increase - Africa and Brazil. 

In the particular case of Brazil, agricultural expansion comes from the conversion of cattle pasture 

land.  

 

One issue of concern arises here - environmental preservation. As agriculture is in essence the 

processing of water, strong incentives and laws need to be in place to avoid land depletion and 

water contamination. In this regard, the Brazilian environmental code just recently reached a 

relatively mature level, where cutting a tree without a permit is a criminal offense. Not only that, 

agricultural producers are now obliged to segregate 20% to 80% of their land (depending on where 

they are based) to preserve native forests. African governments should think about similar laws to 

preserve their most valuable asset  

 

In summary, from a business and investment prospective, our key resources are very similar: 

valuable real assets, young workforces, flexibility, and a willingness to quickly adopt new 

technologies In contrast, the big challenge to materialise our wealth is political stability and solid 

legal or regulatory frameworks. Given the level of entrepreneurial capacity available in Brazil and 

Africa, our governments should understand that less bureaucracy, along with stability and 

promarket policies, go a long way to providing solid and sustainable growth. 
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INTRODUCTION  

 

Not all stock markets are equal. Each one has its unique characteristics, which can enhance or 

detract from its attractiveness to investors. A stock market may not necessarily reflect the make-up 

of the underlying economy of the 'country in which it is based. There are also distortions, such as 

exchange controls and the degree to which the government is involved in the businesses that are 

listed. All this affects the valuation of the listed equities, and valuation dispersions can be large.  

 

A key feature in the rise of the BRICS nations over the past decade has been the development of 

their financial markets. The financial markets have also seen large changes in the dominance of the 

stock market by the top-listed equities. The changes in market capitalisation have been functions of 

the expansion of an economy, the development of its financial markets with new listings and so on, 

and the changes to the companies themselves through mergers and acquisions (M&A), growth, and 

other changes.  

 

Despite a tradition of stock markets in India, the post-independence period from 194 7 hampered 

the development of financial markets, due to the imposition of severe financial repression. The rigid 

socialist policies adopted by the Indian government strictly controlled private-sector activity and also 

forbade participation in numerous sectors. The economy still struggles under the legacy of these 

policies, but its financial markets were able to develop more rapidly once the Indian government 

started its reforms, following the 1991 economic crisis. The current situation is that the stock market 

is quite vibrant, with several thousand listings, as the country tentatively embraces greater private-

sector involvement in the economy. However, red tape and corruption continue to negatively impact 

overall investor confidence and paraticipation in the Indian financial markets.  

 

In the case of Brazil, the development of the financial markets was hampered by hyperinflation that 

devastated the country between 1980 and 1994. The international capital base was also severely 

damaged. Financial markets have been recovering over the past 20 years. The hyperinflationary 

remedy of high real interest rates has led Brazilian investors to prefer cash over equities. Pension 

savings were wiped out and the asset management industry still remains highly risk-averse. 



Meanwhile, there is a preference for foreign assets as a protection, given the fear of a return to high 

inflation. Corporate Brazil, weakened by inflation, has been re-establishing itself with a general 

domestic strategic focus. Domestic growth opportunities are regarded as sufficient without a need 

for regional or global diversification. 

 

The two dominant stock markets, now merged, were established in Russia following the demise of 

the Soviet Union. The initial listings were overwhelmingly dominated by energy companies, which in 

turn, dominate the Russian economy. However, the market is starting to mature with more diverse 

listings aiding development. A big setback occurred with the confiscation ofYukos Oil's assets and 

imprisonment of the founder. Yukos was the biggest company listed on the exchange and its 

destruction was based on political grounds. This event highlighted a fundamental problem in Russia 

- that property rights are not secure, and business is conducted through a system of political 

patronage and corruption. The large market capitalisation listings all have strong connections with 

the Russian government. This has negatively impacted on valuations, and consequently the 

investment conditions are relatively hostile to foreigners.  

 

The two stock markets within mainland China are located in Shanghai and Shenzhen. Capital 

controls and dual listings of A and B shares make Shanghai a difficult exchange for foreigners to 

access, with the need for a Qualified Foreign Institutional Investors' (QFII) license. Regulatory 

standards are also sometimes opaque. Foreign investor access into China is typically gained 

through Hong Kong, where both the regulatory and legal systems are more familiar.  

 

Focus is more on the changes happening to capital allocation in the Chinese economy, as reflected 

on the Shanghai exchange, and neither the Hong Kong nor Shenzhen exchanges will be analysed. 

Shanghai offers opportunity for those brave enough to negotiate the regulatory deficiencies and 

hurdles.  

 

In India, there are numerous exchanges spread throughout the country. However, the main 

exchanges in terms of market capitalisation are located in Mumbai, namely the BSE (Bombay Stock 

Exchange) and the National Stock Exchange of India, which are similar in market capitilisation. With 

over 5 000 listings, the BSE has the most listings of any single exchange in the world. The Top-40 

account for around 70% of the market capitalisation of the main BSE index of 500 shares. This 

means that for the stock picker, there are a large number of high-potential small capitalisation 

stocks which can generate returns well in excess of anything on the main index. Over the past 

decade, India has provided more '10-baggers' ( stocks that have appreciated more than tenfold) 

than any other stock market in the world.  

 



South Africa's JSE Ltd. is probably the best developed of the BRICS exchanges and is one of the 

world's Top-20 exchanges. Its market capitalisation is well in excess of the South African GDP Its 

development was affected by the country's National Scar, apartheid, which gave rise to a period of 

isolation in which the corporate sector was confined within national borders. 

 

The ownership of businesses became very concentrated as a consequence. When sanctions were 

lifted, many companies sought to expand their operations offshore - this is a feature of the market 

which in many ways does not reflect the underlying economy. Exchange controls have hampered its 

development but it has managed to achieve a high level of global connectedness. It is by far the 

most well developed and liquid exchange on the, African continent, but has not yet been able to 

position itself as a gateway financial institution into Africa. This may develop in future but it would 

require a more supportive regulatory- and exchange control-free - environment, such as that found 

in Mauritius.  

Each of the BRICS stock markets has its own idiosyncrasies. For example, information technology 

companies feature among the Top-40 listed companies in India, where they have 20% of the Top-

40 market capitalisation. Information technology companies do not a feature materially on any of the 

other BRICS exchanges. There are no utilities listed in South Africa, despite the size of entities like 

Eskom, which are not listed because of government preference to keep a 100% stake. In contrast, 

even in socialist India, partial privatisation and the listing of utilities are quite prevalent. The Russian 

stock market has been overwhelmingly dominated by energy shares at its inception, but has 

become more diverse, as already outlined. The Top-40 on the Shanghai exchange has more 

recently become dominated by financials, which is possibly indicative of the country's stimulatory 

monetary measures and the significant surge in its shadow banking, particularly in the wake of the 

GFC.  

 

The Top-40 listings by market capitalisation reflect the dominance and concentration of the 

economy, or at least the stock markets, in the hands of the largest corporations. The dominance of 

the Top-40 is lowest in the case of India and China, where rapid growth over the past 20 years has 

seen a proliferation in the growth of small and medium-sized enterprises (SMEs). In the more 

established South African market the large caps dominate the JSE and also the economy to the 

extent that there is what has been termed the missing middle. In Brazil the dominance of the largest 

corporations hides the existence of the large SME sector in the economy, but the Bovespa is likely 

to see more listings in future with further growth of the SME sector. In Russia, the stock market is 

still very much a work in progress, and in the earlier days it did not even have enough listings to 

make up a Top-40. This will change in future, as more coJ,Tipanies seek listings, and the sectoral 

choice looks set to expand further over the next few years. 

 



TOP-40 SHARE OF MARKET CAPITALISATION 

 

(GRAPH P 248) 

Source: JSE, Bloomberg, Investment Solutions 

 

The economic growth of the BRICS as measured in US dollars has been substantial, which is 

reflected in Table 1. The combined BRICS GDP matched that of the US in 2013, whereas the 

collective GDP was only 29% of that of the US in 2003.  

 

TABLE 1: GDP (US$ BN, CURRENT) 

 

   GDP 2003 (US$ BN)GDP 2013 (US$ BN)2003 -2013 (% CHANGE) 

BRAZIL  552  2 243 306% 

RUSSIA  430  2 118 393% 

INDIA  618  1871 203% 

CHINA  1 641  9181 459% 

SOUTH AFRICA  168  351 109% 

TOTAL BRICS  3 409  15 764 362% 

USA 11 512 16 800 46% 

Source: IMF, Investment Solutions 
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Source: IMF, Investment Solutions 

 

While the collective BRICS GDP now matches the US GDP, the stock market capitalisations lag 

behind that of the US by a considerable margin. However, growth in the BRICS market 

capitalisation has been faster than that of the US. In 2003, the BRICS market capitalisation was 

only 9.6% of the total US market capitalisation, but it had grown to 25.5% of the US number by 

2013. However, this still means that the development of the BRICS' financial markets lags behind 

the expansion of their economies, and still lags behind that of the US.  

 

TABLE 2: STOCK MARKET CAPITALISATION IN US$ BN 

 



 2003 (US$ BN) 2013 (US$ BN) 2003 -2013 (% 

CHANGE) 

BRAZIL  302 996 +230% 

RUSSIA  105 649 +518% 

INDIA  251 1 016 +305% 

CHINA  399 3 086 +673% 

SOUTH AFRICA  239 972 +307% 

TOTAL BRICS  1 296 6 719 +418% 

USA (S&P) 10 170 17 519 +72% 

 

Source: Bloomberg, Investment Solutions 

 

 

SHARE OF COMBINED STOCK MARKET CAPITALISATION 2003 

(GRAPH P250)  

 

SHARE OF COMBINED STOCK MARKET CAPITALISATION 2013 

(GRAPH P250) 

 

Source: Bloomberg, Investment Solutions  

The figures comparing total stock market capitalisation to GDP also reflect financial markets that are 

still in a developmental phase. The exception is South Africa, where the JSE's market capitalisation 

is well above that of the underlying GDP. This is similar to the US, where market capitalisation is 

larger than GDP. In both the US and South Africa, the stock market represents a more global 

platform where many of the counters are multinationals and the underlying domestic economy has a 

smaller influence on the market. These markets also have a higher foreign participation. In the other 

BRIC countries, the market capitalisation tends to be less than half of GDP. These markets are less 

accessible to foreign investors, and the listings are more reflective of the underlying domestic 

economy. However, in all of these markets there are exceptions and in all of the BRICS countries 

there are companies that have become global multinationals. In the case of South Africa, a the 

number of larger companies have shifted their primary listing to London, due in part to the 

constraints of the much smaller South African economic base. The change in market capitalisation 

as percentage of GDP has been the biggest for South Africa as reflected in the next chart. It is also 

one of the more expensive markets.  

 



STOCK MARKET CAPITALISATION AS A PERCENT AGE OF GDP 

(GRAPH P251) 

 

Source: Bloomberg, IMF, Investment Solutions  

 

While the market capitalisations of the bourses in the BRICS countries have grown substantially 

over the past 10 years, this is not necessarily a positive indication of investment performance. New 

listings, rights issues and M&A activity may all have an influence on market capitalisation without 

necessarily enhancing investment performance. But economic growth has had a significant 

influence on the growth of the BRICS stock markets. The contrast between the growth in the BRICS 

financial markets and that of the US is quite stark. While the actual investment performance of the 

various markets has lagged behind the growth in market capitalisation, the higher growth in the 

BRICS has been rewarded with higher investment returns compared with the more sluggish US 

economy. This is reflected in Table 3.  

 

TABLE 3: PAST 10-YEAR CHANGE IN GDP (USD), MARKET CAPITALISATION (USD) AND 

MARKET INDICES (LOCAL CURRENCY) 

 

2003 – 2013 GDP (% CHANGE) MARKET CAP (% 

CHANGE) 

INDICES (% 

CHANGE) 

BRAZIL +306 +230 +182 

RUSSIA +393 +518 +72 

INDIA +203 +305 +151 

CHINA +459 +673 +156 

SOUTH AFRICA +109 +307 +143 

US +46 +72 +66 

 

 

Source: Bloomberg, IMF, Investment Solutions 

 

RELATIVE STOCK MARKET PERFORMANCE IN US$, REFERENCED TO 1 IN 2003 

(GRAPH P252) 

Source: I-Net Bridge  

 

The market capitalisation and GDP of the BRICS exchanges have both exceeded the performance 

of the local market indices over the 10 years to 2013. The US and South Africa are the exceptions 



where index performance exceeded the growth in GDP. The underperformance of the Russian 

stock market index is a stark exception. When the evolution of the index is compared with GDP and 

market capitalisation growth, the consequence of weak property rights is exposed. Stock market 

capitalisation has grown at a faster pace than GDP in all the BRICS countries. The much slower 

economic growth in the US has been reflected in slower market capitalisation growth, as well as a 

poorer stock market performance.  

 

What this does show is that economic growth can be an indicator of investment success over the 

longer term. However, over the shorter term, economic growth is a less-effective indicator.  

 

EXCHANGE RATES  

 

The relative performances in US dollars of each of the BRICS stock markets are heavily influenced 

by the movements in exchange rates. Over the past 10 years, the Brazilian real and Chinese 

renminbi have both appreciated against the US dollar while the Russian ruble, Indian rupee and 

South African rand have all depreciated against the dollar. It's important for an investor to take these 

factors into consideration. The stronger currency environments have a tendency to produce 

stronger returns over longer periods. 

 

TABLE 4: BRICS CURRENCIES YEAR-END CLOSE AND 10-YEAR CHANGE VS THE US$ 

 2003 2013 2003 - 2013 (% 

CHANGE)  

BRAZIL (REAL)  2.89 2.36 +23%  

RUSSIA (RUBLE)  29.4 32.7 -10%  

INDIA (RUPEE)  45.6 61.8 -26% 

CHINA 

(RENMINBI)  

8.28 (2004) 6.04 +37%  

SOUTH AFRICA 

(RAND)  

6.62 10.35 -36%  

USA (US$ INDEX) 87.5 80.1 -8% 

Source: I-Net Bridge, Investment Solutions 

 

BRICS CURRENCIES AND US$ INDEX REFERENCED TO 1 IN 2003 

(GRAPH P 253) 

 

Source: I-Net Bridge  



 

INTEREST RATES AND INFLATION  

 

Over the past 10 years, interest rates have largely seen a structural downward shift. This has been 

led by the US where short-term deposit rates have been close to zero. But most of the BRICS 

nations have seen interest rates decline as inflation has become subdued. Brazil stands out with 

persistent double digit interest rates, due to a focus on taming their National Scar of inflation. The 

notable other exception is India where interest rates have moved up, but still lag behind inflation. In 

the case of China, interest rates have moved up to subdue the property bubble, rather than in 

response to inflation. 

 

Noteworthy are the much higher yields on offer in the BRICS countries when compared with the US. 

Despite the lower interest rates in the US, its growth has been much lower. An important 

observation is that low interest rates do not necessarily support higher economic growth. The past 

decade has demonstrated this in the global economy. Countries with higher interest rates generally 

experience higher growth: low interest rate countries - lower growth rates. Performance of the stock 

markets follow similar characteristics.  

 

The BRICS countries, with the exception of lndia, have largely enjoyed an interest rate tailwind to 

their growth due to the structural downward shift in inflation, and consequently, in interest rates.  

 

TABLE 5: SHORT-TERM INTEREST RATES AVERAGE ANNUAL DEPOSIT RATES 

 

 2003% 2008% 2013% 

BRAZIL 23.3 12.4 8.4 

RUSSIA 17.3 10.9 7.3 

INDIA 5.0 7.7 8.7 

CHINA  3.2 (2004) 4.2 4.5 

SOUTH AFRICA 

(3-MTH NCD)  

11.3 11.9 5.2 

USA CALL 

DEPOSIT 

1.1 2.0 0.1 

 

Source: I-Net Bridge 

 



Inflation is another problem an investor has to face. All the BRICS countries still experience some 

degree of volatility in their macroeconomic measures, such as inflation. This is the reason for 

referencing the relative performance of the different stock markets in US dollar terms. However, the 

US dollar's purchasing power lost 22% from 2003 to 2014, which is a distorting factor for the 

reference currency.  

 

TABLE 6: AVERAGE INFLATION RATES 

 

AVERAGE % Y /Y  2003 (%) 2008 (%) 2013(%) 

BRAZIL  14.7 5.7 6.2 

RUSSIA  13.7 14.1 6.8 

INDIA  3.9 9.1 9.5 

CHINA  1.2 5.9 2.6 

SOUTH AFRICA  5.8 11.5 5.8 

USA 2.3 3.8 1.5 

 

Source: IMF 

 

While the US has largely had negative real interest rates since the start of the millennium, the 

BRICS countries started with relatively high real yields. However, since the GF C, real interest rates 

have declined. Negative real interest rates have become a more common occurrence in the BRICS 

countries since 2008, following the trend in developed economies. 

 

TABLE 7: REAL INTEREST RATES (DEPOSIT RATE LESS INFLATION) 

 

 2003 (%) 2008 (%) 2013 (%) 

BRAZIL  +8.6 +6.7 +2.2 

RUSSIA  +3.6 -3.2 +0.5 

INDIA  +1.1 -1.4 -0.8 

CHINA  +2.0 -1.7 +1.9 

SOUTH AFRICA  +5.5 +0.4 -0.6 

USA -1.3 -1.8 -1.4 

Source: I-Net Bridge, Investment Solutions  

 

While nominal yields may still be higher than those prevailing in the developed world, low real yields 

mean that the interest rate tailwind behind economic growth and investment performance in the 



BRICS has largely dissipated. Further growth in the BRICS economies and their investment 

performance will depend more on reforms and improving competitiveness rather than through 

monetary policy.  

The above factors have helped to outline some of the general factors that have influenced the 

performance and development of the BRICS financial markets.  

 

RUSSIA (MOEX)  

 

The Russian stock market is the least developed among the BRICS countries. The underlying 

economy is also the least sophisticated with respect to the start of its economic value chain, which 

is almost entirely driven by energy, in particular oil and gas. In 2003, the bourse was dominated by 

energy companies. This remains the case. But the stock market has reflected a significant degree of 

development with the share of energy-related counters dropping from 90% in 2003 to 53% in 2013. 

In 2003, Yukos was the largest listed entity, representing US$23.7 billion, or 22.5% of the total 

market capitalisation. Due to its size, this was also a share that foreign investors would choose if 

they wanted some exposure to Russia and the Russian economy. Yukos has since disappeared, 

after its assets were seized by the Putin-led government and its founder was jailed.  

 

However, both Gazprom and Rosneft are politically in favour, and together now top the Moscow 

Exchange with a combined 28% share of total market capitalisation. The well-connected Sberbank, 

in financial services, was in sixth place in 2003 with a market capitalisation of US$4.9 billion - but 

rose to be the third biggest share in 2013, with a market capitalisation ofUS$66.3 billion. 

 

While the energy component has dropped from a 90% share of the total in 2003 to a 53% share in 

2013, this is due to the increase in listings in shares from other sectors. While energy dominates, 

resources are also important and together they still constitute 66% of the exchange. Another 

peculiarity is the dearth of consumer-related shares, a throwback to the communist era where the 

industrial complex was geared more to the military rather than for the production of consumer 

goods. The poverty of the average Russian is an inhibiting growth factor of this sector. 

Telecommunications have managed strong growth over the past 10 years, in line with the other 

BRICS, and also reflecting a general emerging market phenomenon. 

 

MOEX SECTORAL SHARE 2003     MOEX SECTORAL SHARE 

2013 
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Source: Bloomberg, Investment Solutions  

 

As demonstrated by growth in market capitalisation over the past 10 years, energy and resources 

have attracted the most capital. Strong growth in capital allocation has also been reflected in 

telecommunications, utilities and financials. More recently, the consumer sectors have started to 

see listings and attract capital, while the information technology sector languishes. This should 

change in future with the continued growth of telecommunications and financial services, sectors 

that are both heavy users of IT  

 

BRAZIL (BOVESPA)  

 

The benchmark Bovespa index in Brazil only consists of 72 counters, but it represents a good 

crosssection of sectors within the Brazilian economy. However, the main board consists of many 

more lessliquid counters, which are not incorporated in the analysis, as they are not material. The 

resource-rich nature of the economy is also reflected in the Top-40 shares where energy and 

materials combined account for 41.2%. Financials, industrials and consumer-related shares are well 

represented. More recently, the IT sector has also started to be represented in the Top-40. The 

Bovespa is a well-developed market with good-quality corporates listed on the exchange. This 

market has tracked the global  

commodities market to some extent, due to the resource-rich nature of the economy, despite the 

inward looking character or Brazilian corporates.  

 

The industrial and consumer-related shares have gained greater prominence, which reflects the 

underlying upward progression that many Brazilians have made into the middle class, including a 

greater level of home ownership. The sector that has been a relative loser on the exchange has 

been utilities and telecommunications. This may reverse over the next few years, as the need to 

rehabilitate, expand and develop the country's infrastructure becomes even more acute.  

 

TABLE 8: SECTORAL MARKET CAPITALISATION IN US$ BN 

 

BOVESPA (US$ BN)  2003 2008 2013 

INDUSTRIALS AND 

CONSUMER  

37 58 222 

ENERGY  61 194 202 

FINANCIALS  42 115 268 

MATERIALS  60 175 210 



UTILITIES AND 

TELECOMMUNICATIONS  

81 108 74 

INFORMATION 

TECHNOLOGY 

0 0 22 

Source: Bloomberg, Investment Solutions 

 

BOVESPA SECTORAL SHARE 2003   BOVESPA SECTORAL SHARE 2013 

(PIE CHARTS P 257 AND LEGEND)  

Source: Bloomberg, Investment Solutions  

INDIA (BSE)  

 

The BSE is the BRICS exchange with the lowest exposure to energy and resources, with a 

combined share of 19% in 2013, down from 35% in 2003. This is the exchange where information 

technology has the highest share, at 20%, a feature lacking on other BRICS exchanges. This is in 

part a result of investment in skills within this sector, but IT has also flourished in India where other 

sectors struggle under the weight of the corrupt Indian bureaucracy. Information technology is a 

difficult sector to subjugate to bureaucracy, as it is skills-dependent, and as a result difficult to 

coerce. Health care is another sector that features on the BSE. India has a thriving private health 

care sector, and another 

sector which is skills-dependent. The private health care industry in India thrives as an alternative 

for the burgeoning middle class to the extremely poor government-provided services. The JSE is 

the only other BRICS exchange that also has a significant listed health care sector, as it faces 

similar challenges of disparate services.  

 

In terms of market representation of the different sectors, the Indian market is well diversified. It also 

boasts the largest number of listings of any bourse. However, the quality of some of its listings can 

be problematic. This is a stock-pickers market as opposed to a market where passive investments 

will suffice. Meanwhile, the corporates are quite entrepreneurial, and many have become highly 

diversified conglomerates. India may well be the last bastion for this kind of corporate structure.  

 

The best performance of the BSE was from 2003 to the end of 2007, when the market rose seven-

fold. However, following the GFC, the market has struggled to regain the peak it reached in local 

currency in January 2008. The market index remains well below that peak in US dollar terms. 

However, the total stock market is well up from the 2008 low, due to a rebound in prices and also 

the company growth that mirrored the growth of the economy.  

 



Although the Indian stock market was established in the late 1800s, it still has a relatively 

adolescent feel, with much of its development coming only after 1991, when the government started 

reforms to reduce its heavy hand. Corporate governance is improving, against high levels of 

systematically embedded corruption. Government regulation in areas like exchange controls can 

also render this market moredifficult for foreigners to access.  

 

TABLE 9: SECTORAL MARKET CAPITALISATION (US$ BN) 

 

BSE 500  2003 2008 2013 

INDUSTRIALS, 

CONSUMER AND HEAL 

TH  

38 81 170 

ENERGY  62 94 135 

FINANCIALS  21 68 152 

MATERIALS  16 30 50 

UTILITIES AND 

TELECOMMUNICATIONS  

16 96 64 

INFORMATION 

TECHNOLOGY 

23 30 145 

Source: Bloomberg, Investment Solutions 

 

BSE 500 SECTORAL SHARE 2003    BSE 500 SECTORAL SHARE 2013 

(PIE CHARTS P259 AND LEGEND) 

 

Source: Bloomberg, Investment Solutions  

 

CHINA (SHANGHAI)  

 

The growth in the Chinese financial sector has been phenomenal. This is partly a reflection of an 

unhealthy surge in its shadow banking sector over the past few years. Interest rates have been 

relatively low and the property market has been extremely strong. The distortions within the Chinese 

economy may well be manifesting in its market. 

  

The Shanghai exchange has grown in leaps and bounds following its establishment in 1990. 

However, the sectoral representation of the market has been distorted, due to the rapid growth of 

the financial sector. The start of the value chain in the Chinese economy is largely found in the 



manufacturing sector. However, the share of this sector has fallen in the period following the GFC. 

The growth of the financial services also reflects a high degree of speculative activity within the 

economy, as cheap money gets used to bet on real estate and other leveraged assets.  

 

The information technology sector is not well represented on the Shanghai bourse. Chinese 

economic growth has been driven primarily through the country's success as a cheap manufacturing 

hub instead of technology.  

 

The Chinese stock market enjoyed a boom from 2005 to 2007, rising six-fold from its low in 2005. 

However, much of that gain was unwound in 2008. The Shanghai Composite index was at 2 000 in 

2001, roughly the same level at which it closed in 2013. However, the overall stock market 

capitalisation gain in US dollar terms over the period has been a function of an increase in the 

number of listings and also an appreciation of the currency. 

 

The Shanghai Composite index has thus also primarily been in a bear market since its late 2007 

peak. The combination of the market trend and increase in the number of listings means that the 

most rewarding strategy for investing in this market would be through active management. Looking 

at developments since the start of the millennium, this market was in a downtrend for 10 of the 14 

years to the end of 2013. It was only in the two-year period in 2006 and 2007 where a passive 

strategy would arguably have been optimal.  

This is a market not easily accessed by foreigners. There are still some key capital controls in place 

and the renminbi is not fully convertible. For many, the easiest and safest access into the Chinese 

market is through socalled H-Listed shares of Chinese companies, which are traded on the Hong 

Kong stock exchange.  

 

TABLE 10: SECTORAL MARKET CAPITALISATION (US$ BN) 

 

SHANGHAI COMPOSITE 2003 2008 2013 

INDUSTRIALS AND 

CONSUMER 

33 3 550 192 

ENERGY 53 411 387 

FINANCIALS 26 1 033 146 

MATERIALS 26 157 27 

UTILITIES AND 

TELECOMMUNICATIONS 

45 294 41 



INFORMATION 

TECHNOLOGY 

0 0 0 

 

Source: Bloomberg, Investment Solutions 

 

SHANGHAI SECTORALSHARE2003  SHANGHAI SECTORAL SHARE 2013 

 

(PIE CHARTS P260 AND LEGENDS) 

 

Source: Bloomberg, Investment Solutions 

 

SOUTH AFRICA (JSE)  

 

The JSE is a well-regulated and globally highly-regarded stock exchange. It is also easily accessible 

to foreigners, despite the residual presence of some foreign exchange controls. The structure of 

foreign exchange controls are mor focused on ring-fencing domestic capital than controlling the 

inflow of foreign capital. The rand is fully convertible and highly liquid, unlike the currencies of most 

of the other BRICS countries, where more severe restrictions exist.  

 

The corporate sector fared well during the Global Financial Crisis of 2008 with no failures - unlike 

the bank crashes and rescues that occurred in the US, Europe and the UK. Generally, South 

African corporates are conservatively managed with low levels of debt and high levels of cash.  

 

An important start of the value chain in the South African economy has always been the mining 

sector. The direct contribution of this sector to the overall economy has been in decline over the 

past few decades. In 1980, the mining industry contributed 20% of GDP. This more than halved to 

10% in 2010 and was only 8% in 2013. The fall in the contribution of the mining industry was 

reflected strongly on the JSE in terms of the share of total market capitalisation of materials, which 

had an almost 5 4% weight in 2008, but fell to under 32% by the end of 2013. This was felt 

particularly in the gold sector where the number of gold shares in the Top-40 fell from four in 2003 

to just one in 2013. Anglo American, which had been the biggest share on the JSE for decades, fell 

from the No 1 position in 2003 to eighth spot in 2013, reflecting the state of the South African mining 

industry, along with certain company-specific strategic errors.  

 

The biggest growth on the JSE was in the consumer-related shares, including retail. The share of 

the Top-40 market capitalisation of just the consumer staples and consumer discretionary sectors 

combined rose from 14% in 2003 to 18% in 2008 and a whopping 46% in 2013, though this was 



distorted by the listing of British American Tobacco (BAT) in 2008 on theJSE. Were BAT to be 

excluded, the 2013 consumer proportion would still have grown to a 30% share of the Top-40 by 

market capitalisation. The flow of capital away from materials and towards consumer-related sectors 

has been the result of resources falling out of favour and the emerging market consumer theme 

gaining favour, especially among foreign investors, following the Global Financial Crisis. 

 

TABLE 11: SECTORAL MARKET CAPITALISATION (US$ BN) 

 

JSE ALL SHARE (US$ 

BN)  

2003 2008 2013 

INDUSTRIALS, 

CONSUMER & HEALTH  

39 62 344 

ENERGY  11 23 37 

FINANCIALS  42 62 134 

MATERIALS  99 202 262 

UTILITIES & 

TELECOMMUNICATIONS  

13 28 58 

INFORMATION 

TECHNOLOGY 

0 0 0 

 

Source: Bloomberg, JSE, Investment Solutions 

 

JSE 2003       JSE 2013 

(GRAPHS AND LEGEND P 262) 

 

Source: Bloomberg, ]SE, Investment Solutions  

 

CAPACITY OF THE MARKET TO ABSORB INVESTMENT  

 

There are limits to the capacity of any market to efficiently absorb investment. Each market's 

characteristics will be determined by its number of listings and the dominance of the top few shares. 

Prudential limits also need to be considered. These may include rules against holding more than a 

maximum of 25% of a portfolio in a single share. For there to be a meaningful impact on an 

activelymanaged portfolio, a minimum holding of 2 % of the portfolio is assumed to be held for the 

purposes of this calculation. If these constraints are applied to the BRICS stock markets versus the 

S&P in the US, they would reflect the following result:  



 

TABLE 12: THE MAXIMUM INVESTMENT FOR A PORTFOLIO TO BE MANAGED OPTIMALLY 

 

 

 SA INDIA CHINA BRAZIL RUSSIA US 

MARKET 

CAP 

(US$ BN)  

972 1 016 3 086 996 649 17 519 

LIMIT 

(US$ BN) 

31 74 107 77 17 1 119 

Source: Bloomberg, Investment Solutions Quants Research 

 

Table 12 provides a rough guide to the theoretical maximum size of an actively managed portfolio 

that can be absorbed before market constraints negatively affect the ability to effectively select the 

manager's best view. The BRICS stock markets thus provide a reasonable capacity to absorb 

investment, with the exception of the least developed Russian market. However, the US market 

towers above the BRICS in its depth and capacity to asorb investment.  

 

WINNERS AND LOSERS  

 

Looking at the performance of individual shares on the BRICS and US markets has been quite 

instructive. The Top-40 companies in each market can be regarded as those that have been the 

most successful in building enterprise value, which is reflected in their total market capitalisation. 

However, the future success of any of the current Top-40s is uncertain, as being included in this 

category may imply that some ceiling has been hit, due to the company becoming too dominant in 

its specific industry. The Top-40 companies thus reflect an already high base.  

 

In 2003, the Top-40s performed differently in each of the analysed markets. In general, though, 

there were more shares in the 2003 Top-40 that had lower market capitalisation in 2013, compared 

to shares that had outperformed. Many of these shares in 2013 had not been in the Top-40 10 

years previously. Tables 13a and 136 highlight the variability of performance of the different 

counters - comparing those that regressed to those that increased in value.  

 

In the case of the US, the 'Class of 2003' fared badly, with more than half the shares losing market 

capitalisation by 2013. There were no shares for which enterprise value grew by five-fold over that 

period. In contrast, the BRICS countries had numerous shares that were still able to build 

substantial enterprise value in the 10 years after 2003. There were, however, notable losers as well.  



 

The 'Class of 2013' comprised of numerous companies that had not been in the Top-40 in 2003. But 

in the case of the US, Apple was the only share at the top of the 2013 list that had gained more than 

fivefold in enterprise value over the previous 10 years. Apple was not a Top-40 share in 2003. In 

the case of South Africa, India and China, more than a quarter of the 2013 shares had gained more 

than five-times their market capitalisation since 2003 ('5-baggers').  

 

Over the past 10 years, the successful stock picker would have been able to achieve much stronger 

returns by being active in the BRICS markets than in the US market, especially with the large 

market capitalisation stocks. This has been due to the existence of a far greater number of' 5-

baggers' and '10-baggers'. There were also fewer BRICS Top-40 shares that lost ground over that 

period. This is despite most of the BRICS markets having been in more bearish phases since 2008, 

while the US market has had a bull market. 

 

TABLE 13A 2003: TOP-40 SHARES RANKED BY MARKET CAPITALISATION 

 

(TABLE P264 AND LEGEND) 

Source: Bloomberg, JSE, Investment Solutions 

 

TABLE 13B 2013: TOP-40 SHARES RANKED BY MARKET CAPITALISATION 

 

(TABLE P265 AND LEGEND) 

 Source: Bloomberg, JSE, Investment Solutions 

 

Picking the winners for the 10 years starting from 2014 will again prove to be challenging. Most of 

the winners from the decade which stretched from 2003 to 2013 came from outside the 2003 Top-

40. However, the drivers over the next 10 years are likely to be different to those in the previous 

decade. An observation of the performance over the 10 years to 2013 is that the (ostensible) drivers 

of the BRICS economic boom from 2000 did not necessarily translate into the underlying equities 

doing well. Materials, resources and manufacturing were generally laggards, while counters 

associated with finance and consumers were the winners. This was especially evident on the JSE 

and on the Shanghai exchange. In China and Brazil, utilities performed relatively poorly - suggesting 

potentially sub-optimal investment in low-yielding infrastructure or over-investment in infrastructure 

(China). The winners have in-part reflected a shift taking place in the BRICS economies, but may 

also signal areas where there is excess, or bubbles are building. The moves over the years ahead 

will be instructive in this regard, and we may, again, see some significant changes in the Top-40 of 

each nation.  



CONCLUSION  

 

Understanding the nature of each of the different BRICS markets, and how they compare with 

respect to the US, is an important departure point for investors. This understanding needs to extend 

to the market drivers and also the specific investment strategy. In the period since the G FC, most 

of the BRICS stock markets, excluding South Africa, have been in bear markets - see Table 14. Yet 

despite the overall trend being downwards, there have been numerous examples of shares that 

have done extremely well. The number of shares on BRICS exchanges that have outperformed the 

market - gaining five-fold, or even 10-fold - exceeds those in the US market by a considerable 

margin. While the stock picker focuses research on the specific fundamentals of a company, some 

attention is required to the macroeconomic fundamentals of each BRICS country. This is because 

they have been prone to great macroeconomic instability. Elements such as interest rates, currency 

shifts and government policy have a stronger impact on investment outcomes in the BRICS. 

Following the 1997 /98 emerging market crisis, the BRICS have enjoyed a strong interest rate 

tailwind. This is probably at an end. Meanwhile, previous reforms have run their course and further 

reforms are required. Attention must also be paid to the outlook for the BRICS' currencies and the 

fundamentals behind those currencies. This has, and will continue to have, a profound impact on 

investment outcomes. The contrast between the performance of the markets in the BRICS and the 

US has been quite stark since the GFC. 

 

TABLE 14: MARKETS SINCE 2008 

 

 BRAZIL INDIA RUSSIA CHINA SOUTH 

AFRICA 

US 

LOCAL 

CURRENCY  

Bear  Flat Bear Bear Bull Bull 

USD TERMS  Bear  Bear Bear Bear Flat Bull 

INVESTMENT 

STRATEGY 

Active Active Active Active Passive/Active Pasive 

Source: Investment Solutions Market Economic Research Team  

 

The BRICS have provided some of the best opportunities for active share selection. Despite the 

prevailing bear markets in place for most of the time since 2008, there have been numerous shares 

that have bucked that trend, with substantial reward. And despite the US market being in a bullish 

trend since the low in 2008, the only share that has achieved strong outperformance has been 



Apple. For the most part, a passive strategy would have been good enough to capture the uptrend 

in the US.  

 

The BRICS economies are developing, and so are their markets. This would imply that active 

management remains the investment strategy most likely to bring reward. Bearish conditions might 

persist for some time, as the tailwind of a further structural downward shift in real interest rates in 

the BRICS is highly unlikely, and further structural reform is required. Brazil might be an exception 

and there remains considerable scope for equity investing to gain further acceptance and 

penetration.  

 

Growth may prove to be more challenging in the BRICS over the next several years, as 

governments grapple with the need to reform, and face obstruction from vested interests. The 

winning BRICS member will be the country that manages to introduce effective and appropriate 

reforms the quickest. In this context India may have the most promising potential. 

 

(IMAGE P267 –BIRDS) 
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Head of Emerging Markets Team, Coronation Asset Management 

 

THE BENEFITS OF STOCK PICKING OVER PASSIVE INVESTING IN EMERGING MARKETS 

 

Today, 80% of the world's population live in emerging markets (EMs) and 50% of the world's GDP 

(at purchasing power parity) comes from EMs. The consuming class of individuals with daily 

disposable income greater than $10 is bigger in EMs, at 1.8 billion people, than it is in developed 

markets (DMs) The fact that prospects for the EM consumer are better than those of the DM 

consumer is not new: over the past eight years, Unilever PLC's DM business -primarily the US, 

Europe and Japan -has grownits revenue by 0.5% p.a., while its EM business has grown revenue at 

9.9% p.a., and by 9.1% p.a. over the past 23 years. Consumption of most goods and services in 

EMs is still far below DMs levels, but as disposable incomes increase in EMs, the consumption of 

goods and services will increase with it. The case for investing in the EM consumer, therefore, 

remains very compelling. One could argue that while the past decade was about commodities in 

EMs, the next decade will be about the EM consumer. Investments made in this area, if done at 

attractive valuation levels, are likely to be very fruitful over the long term.  



 

An investment in the EM index, unfortunately, does not provide much exposure to the EM 

consumer. 

 

The index is dominated by commodities, banks and technology companies, with many of the 

technology players having low barriers to entry and selling their goods primarily to the Western 

consumer. All three of these industries can of course be good investments if made at the right price, 

but the fact remains that these industries generally contain low-quality assets with cyclical, 

unpredictable, and often geared, earnings streams. In addition, many of the largest companies in 

EMs, and hence the large stocks in the index, are state-controlled. In fact, no fewer than nine of the 

20 largest companies in the EM index are stateowned. The reality is that state-owned companies 

can have different, sometimes political, objectives to those of a privately-owned business. Often 

decisions are made that may attract votes for politicians, but are not in the best interests of minority 

shareholders. The appointment of politically well-connected individuals, as opposed to the best 

candidate for the job, to run these state-owned companies is rife, as is the use of these companies 

as employment vehicles, with high salary increases, and of the awarding of tenders and contracts at 

above market levels.  

 

In summary, the EM index is dominated by low-quality companies, many of which are state-owned, 

and provides very little exposure to the EM consumer. The other generic flaws of passive investing 

are as much an issue in EMs as anywhere else; notably that it is effectively momentum investing -

buying more of something as it appreciates in value and selling something as it decreases in value. 

It is for these key reasons that we believe an actively managed EM portfolio is far superior to the 

passive approach of investing in the EM index. 
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JSESEES BENEFITS OF BRICS PARTNERSHIP 

 

In 2011, the exchanges of the BRICS emerging market bloc announced a joint initiative to offer 

investors exposure to these economies through their local stock exchanges. From a global 

perspective, this alliance points to the growing relevance of the BRICS economies and financial 

markets. Given the growing interest in BRICS markets, the exchanges saw the ability to offer 

investors exposure to our benchmark indices in the investors' local currency as a way of further 

enhancing the offerings of our exchanges.  



 

Sealing the agreement had its challenges; forging an agreement between five different cultures, 

operating in different regimes and across various time zones was never going to be simple. 

Notwithstanding these challenges, it has been a pleasure doing business with our BRICS 

counterparts. The deal was closed, with success, helped by the existing ties between the 

exchanges which had been built up over years of interaction.  

 

The alliance was prompted both by global investors seeking exposure to leading developing 

markets as well as the close relationship of the BRICS stock exchanges. BRICSMART, the name 

coined for the instruments offered through the alliance, makes it easier for investors to gain 

exposure to the BRICS bloc, with its increasing economic power.  

 

The initiative brings together the BM&FBovespa from Brazil, MICEX-RTS from Russia, Hong Kong 

Exchanges and Clearing Limited (HKEx) -as the initial China representative -the Johannesburg 

Stock Exchange (JSE) from South Africa and the BSE Ltd from India.  

 

In the first phase of the alliance, the exchanges crosslisted benchmark equity index derivatives on 

the boards of each of the other alliance members. This was an historic move, as it was the first 

initiative in the world in which five exchanges cross-listed their benchmark equity indices.  

 

As a second phase in the alliance, the exchanges are working together to develop new products for 

crosslisting on the respective exchanges. This will include the development of products combining 

exposure to equity indices of all alliance partner exchanges, which will be cross-listed and traded in 

local currencies.  

 

Interest in the BRICS economies is prompted by above-average growth predicted for a number of 

these countries, and the regions in which they are leaders, as well as the rising consumer power 

generated by growing middle classes in each nation -which implies that demand will accelerate 

within these countries. Foreign trade on the JSE indicates the aim of foreign investors to gain 

exposure to growth on the continent as a whole, through locally-listed assets of companies 

operating elsewhere in Africa.  

 

The third phase may include product developments and cooperation in additional asset classes and 

services, as we work on new ways to enable investors to buy into the BRICS. 
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THE FINANCIAL SECTOR IS A BUILDING BLOC FOR THE BRICS  

 

South Africa is one of the largest economies on the African continent. Recognised as a strategically 

important gateway to Africa, our country was welcomed into the BRICS grouping of developing 

countries in 2011. Brazil, Russia, India and China are the continent's largest trading partners.  

 

Speaking at a joint media briefing at the first-ever BRICS summit in China in April 2011, South 

African President Jacob Zuma was reported as saying that it would be South Africa's unique value 

system and outlook, as well as its position as Africa's strongest economy, that would boost the 

BRICS grouping.  

 

The South African savings and investment industry, as represented by the Association for Savings 

and Investment South Africa (ASISA), is one of the biggest contributors to the country's GDP and is 

therefore recognised as the biggest sector of the South African economy Extremely well regulated, 

the South African savings and investment industry is also the most important mechanism through 

which the nation's savings are channeled. In addition, this industry channels significant amounts of 

money into critical delivery areas through publicprivate partnerships. 

 

ASISA represents the majority of South Africa's asset managers, collective investment scheme 

management companies, linked investment service providers, multi-managers, and life insurance 

companies. These members hold assets under management of more than RS.5 trillion.  

 

A number of ASISA member companies have strong representation in the rest of Africa and are 

considered ideal partners for BRICS countries wanting to break into those markets. ASISA's role is 

to faciliate this and to work with the South African government to ensure that enabling regulation 

and legislation is in place.  

 

As part of our strategy to support this expansion into Africa, ASISA is investigating a structure to 

focus on the rest of Africa and to support our South African members in their expansion. 

 

ASISA is also represented on international forums such as the International Investment Funds 

Association (IIFA) and the Global Federation of Insurance Associations (GFIA) Through these 

forums ASISA interacts with its counterparts in the BRICS countries. The exception is Russia, which 

is not yet represented on these international bodies.  

 



As a result of such interaction we have already assisted India with comment and advice on their 

proposed legislation on collective investment schemes.  

 

While the BRICS grouping is primarily focused on trade relations, the financial services sectors of 

the member nations are already charting a course for closer cooperation. This process will bring 

benefits for both South Africa and for the wider African continent. 
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THE PROPOSED INTRA-BRICS FINANCIAL MACHINERY: DEEPENING FINANCIAL SECTOR 

LINKS BETWEEN THE BRICS COUNTRIES 

 

Today, the BRICS account for 20% of global output. It is highly likely that this proportion will 

continue to grow. The new intra-BRICS financial machinery will, therefore, be a very timely and 

welcome addition to the global financial architecture. We should stress the word addition. Finance, 

trade and insurance are not zero-sum games.  

 

The BRICS Development Bank, contingent reserves arrangement and trade and development risk 

pool should not be thought of as competing with the World Bank and the IMF - nor indeed with the 

BRICS' existing, and rather impressive, set of national policy banks and development finance 

institutions. Instead, these new BRICS institutions could be very useful in stimulating and smoothing 

intra-BRICS trade and - a rather topical point at the moment - in making the global economy less 

dependent on the US dollar and, hence, on the monetary policy stance of the United States 

authorities.  

 

Even more useful, in Standard Bank's opinion, would be the ability of the proposed BRICS 

Development Bank to mobilise resources for infrastructure development. Our view is that the BRICS 

Development Bank should provide top-level expertise on the infrastructure needs and priorities of 

each BRICS nation, and of the group as a whole, down to project level. The BRICS Development 

Bank could - and should - aim to know exactly when, say, a new harbour in South Africa could 

enable the export of minerals that would release a constraint in Indian manufacturing, which would, 

in turn, facilitate the export of more Brazilian agricultural products to China. Projects should be 

assessed not just on what they can do for one BRICS nation, but on their contribution to the whole 

bloc. The Bank should also aim to crowd in private-sector investment in infrastructure, on top of its 

own funding.  



 

There are two elements of this: first, under Basel III global banking regulations, commercial banks 

are generally no longer able to take equity shares in infrastructure development projects or to 

provide them with long-term loans. If the BRICS Development Bank were to use its capital to 

provide this kind of support, it could crowd in multiples of its contribution from the private financial 

sector. Second, the BRICS Development Bank could function as an expert advisor to both BRICS 

governments and to the bloc's private sectors on how to design infrastructure PPPs to deliver both 

the desired socio-economic outputs and the necessary commercial returns to investors.  

 

The Bank should also look beyond the five BRICS nations - to embrace an Africa-wide mandate that 

reflects the rapid and sustained growth in BRICS -Africa trade. This, after all, reached $340 billion in 

2012 - a more than 10-fold increase over the course of a decade. Finally, and as well as developing 

this new machinery, we shouldn't forget that we could also powerfully stimulate trade, growth and 

development among the BRICS by bringing down barriers.  

 

BRICS - Africa free-trade zone agreements on free trade in services, and visa-free travel within the 

bloc for BRICS citizens would both be excellent ways to reinforce the cohesion of the bloc and to 

accelerate its growth. 
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HOW TO CATCH THE EMERGING MARKET TIGER BY THE TAIL 

 

The paradox of investing in emerging markets (EMs) is that, on the one hand, the structural case for 

doing so is overwhelming and yet, on the other hand, it is an asset class that is still both cyclically 

risky and volatile. This suggests the right question to ask is no longer 'whether' to invest in EMs but 

'how’. Current thinking about EMs tends to be built around a primary focus on the BRICs - Brazil, 

Russia, India and China - with South Africa being an occasional member of this club.  

 

Overlaid on this foundation is a horde of other acronyms made up of second-tier EMs with one of 

the latest being MINT - Mexico, Indonesia, Nigeria and Turkey. Until recently, I bought into the BRIC 

approach, though not before further dividing this quartet into Brazil and Russia (commodity 

producers with populations below 250 million) versus India and China (goods producers with 

populations over 1.2 billion). However I have come to realise this distinction is misleading and 

unhelpful. Instead one should drop the population distinction and think in terms of first whether a 



country runs a current account deficit or surplus. and second, whether it exports commodities or 

manufactured goods.  

 

This approach generates the 2x2 matrix below which - coincidentally but conveniently - has one of 

the four BRICs heading each of the four resulting quadrants. 

 

EXPORT STRENGTH 

(RIGHT) VS EXPORT 

CHARACTER (BELOW) 

CURRENT ACCOUNT 

DEFICIT 

CURRENT ACCOUNT 

SURPLUS 

COMMODITY 

EXPORTER  

BRAZIL RUSSIA 

MANUFACTURED 

GOODS EXPORTER 

INDIA CHINA 

 

This matrix can be populated to include every emerging market and, with interesting insights, even 

every developed market. The resulting picture allows one to think about EMs through a completely 

different prism and as a result to move away from a BRIC-based approach towards investing in EMs 

via a bloc-based approach. Two cycles - the liquidity cycle and the commodity cycle - are then 

introduced to this matrix. When the Western-sourced liquidity cycle is flowing - as it has been until 

recently when quantitative easing was the order of the day -the left-hand side particularly benefits 

as current accounts are funded, currency risk is reduced and the domestic credit cycle is supported 

as interest rates can be lowered.  

 

When the China-based commodity cycle is running, the top half of the matrix benefits in the wake of 

strong export earnings. It quickly becomes apparent that the South-East Quadrant - which in any 

case constitutes over 50% of the EM MSCI Index - qualifies as the cornerstone bloc of the EM asset 

class. It is built around China but also includes most of SouthEast Asia though not commodity-rich 

Indonesia or, currently, Thailand - plus a couple of central European supply-chain-to-Germany 

states.  

 

This bloc is self-financing and not exposed to the vagaries of the commodity cycle for its export 

earnings. This permits it to be the lowest in terms of risk and volatility. Next, in terms of risk and 

volatility, comes the North-East Quadrant. This bloc is composed of oil exporters; centred on 

Russia, it also includes Greater Arabia.  

 

Since 2000, what limited cyclicality there has been in oil prices has not been sufficient to force this 

bloc's members out of the security of having current account surpluses into the deficit-running 



North-West Quadrant. Third, in terms of risk and volatility, comes the SouthWest Quadrant. In this 

bloc are the maquiladoras-tothe-developed world (Mexico, of course. and most of Eastern Europe, 

including Turkey) as well as the Indian sub-continent. Members of this bloc need ample global 

liquidity to fund their current account deficits and underwrite their domestic credit cycles.  

 

If global liquidity wanes, currency risk for this bloc's members is high. Finally, the North-West 

Quadrant is the riskiest and most volatile of the four blocs. It contains South America, South Africa 

and Indonesia and especially exports metals and agricultural products.  

 

EXPORT STRENGTH 

(RIGHT) VS EXPORT 

CHARACTER (BELOW) 

CURRENT ACCOUNT 

DEFICIT 

CURRENT ACCOUNT 

SURPLUS 

COMMODITY 

EXPORTER  

Add when both commodity 

and credit cycles Are 

pumping 

Add when commodity 

(especially oil) cycle 

pumping 

MANUFACTURED 

GOODS EXPORTER 

Add when liquidity  

cycle pumping  

(it supports credit by 

allowing interest rates  

to be lower) 

CORE 

Source: The Economist 

 

This quadrant requires both the liquidity and commodity cycles to be running in its favour to prosper. 

So if either were to wane, currency risk for this bloc's members would increase. What results is a 

new approach - a new 'how' - to investing in EMs. as is summarised in the table.  

 

In summary, this approach suggests that when we think about the 'how' of investing in emerging 

markets, a strategy based on four blocs and not four BRICs may be a far more profitable one to 

adopt. This is because it compartmentalises risk and reward by identifying the drivers that cause the 

outperformance and underperformance of four very distinct blocs in the emerging market universe. 

 

 

  



Chapter 10: 
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The Political Economy 

 

Introduction  

The functioning of any economy is inextricably linked to politics. There are times that the economy 

drives politics and times when the reverse applies as well. The involvement of politics in the 

economy is a theme which is particularly strong amongst the BRICS, and has had a profound 

impact on economic outcomes. There are both short-term impacts and long-term implications. 

Additional issues, factors and circumstances that drive economic and investment outcomes 

originate from non-commercial influences and therefore, require a focus on the political economy.  

 

POINTERS TO ECONOMIC OUTCOMES  

 

There are clearly economies around the world that have achieved success, and others that have yet 

to achieve success, or may never do so. Internal political decisions have the biggest bearing on the 

economic and investment outcomes in a country. These vary between different jurisdictions. 

Sometimes these differences are more nuanced, but in many cases the differences can be major.  

 

We visited Singapore and Hong Kong - ostensibly very similar countries. Both are City States, with 

strong, free-market economies. But there are important differences that investors need to take heed 

of, including the structure of each economy, the geopolitical implications of each location and the 

fact that, for example, Hong Kong has never been independent-while Singapore has enjoyed being 

able to determine its own destiny since it broke away from the Malaysian Federation in 1965.  

 

The protection of property rights, along with an effective independent legal system which is able to 

reliably enforce contracts, is essential to achieving economic success. These are both necessary 

and essential, but may not be sufficient factors to guarantee the success of an economy. There are 

a multitude of other factors that by themselves may not provide a definitive indication of success, 

but may be pointers to what could lie ahead. For example, openness to trade is an important 

aspect. Generally, countries that are more open to trade have been more economically successful. 

Protectionism is a policy stance that is known to stifle economic development. Closed economies 

tend to be poorer societies while open economies tend to be richer societies. Yet there are 

exceptions to this, which would imply that openness to trade provides a better chance of success 

but is not necessarily a guarantee of success. This applies to other factors such as corruption. 



Corruption is pervasive in poor societies. But there are examples of rich societies which have a 

reputation for corruption - Italy or France might come to mind. Regulation is another example. It is 

very clear that the regulatory structure in a country like India has been a major hindrance to 

economic progress. However, there are also examples of rich countries that have diabolical 

regulatory arrangements, such as France. Cronyism provides another drawback to economic 

progress. Cronyism is rife in poor countries and can be identified as a cause of under-development. 

However, there are rich countries that have cronyism problems as well. And, similarly, with crime. 

These factors are pointers, but not conclusive on their own.  

 

The constitutional governance of a country is also important - especially when it comes to the 

effectiveness of checks and balances. Any state without checks and balances will tend towards an 

authoritarian condition, which invariably has a negative economic impact, as government power 

inevitably erodes property rights and compromises the legal system.  

 

There are many examples, the best of which would be China, where economies started to prosper 

under authoritarian constraints. Singapore and South Korea are other examples where political 

freedom was largely absent at key points in their histories. However, the lack of political freedom 

was augmented by significant economic freedoms. That is the essential difference between 

economically successful authoritarian governments and those that languish in poverty and under-

development.  

 

The comparison between poor and rich economies at a single point in time, or based on a single 

factor, would probably serve only to confuse. This is because there are so many factors that 

overlap, interact and coalesce to get a country to its current state. The trends within the different key 

factors are likely to be a better indication of the future outcome. Countries that are improving in 

terms of their competitive and freedom rankings tend to exhibit high levels of growth, as opposed to 

countries that are stagnant or deteriorating in these rankings. The developed world might be 

successful, but that success developed on the back of freer economies than they have today. 

Government burdens have increased and in all probability, the countries of the developed world 

would not have achieved their current status if they had begun their journey at current levels of tax, 

regulatory and debt burdens. Greater economic freedom in India and China has led to high levels of 

growth. But both countries are still poor. Further progress will depend on further strengthening of 

property rights, reforms in regulation, pushing back corruption and an improvement in trade 

conditions.  

 



In contrast, countries in the developed world may well find themselves losing ground to emerging 

markets if they continue to escalate regulation, to raise taxes and debts, and if they continue to 

allow an upward creep in corruption.  

 

This is where South Africa is presented with both an opportunity and a risk. Economic freedom and 

competitiveness has been deteriorating in South Africa, when measured in the country's slide in 

global competitiveness rankings. The economy will, in all likelihood, continue to languish and to 

falter when compared with its global competitors. However, it ranks very low in a number of areas 

such as education, health, corruption and labour relations. It also ranks high in some key sectors 

like financial services. If government strategy could focus on placing South Africa on an improving 

trajectory in terms of its weaknesses, while at the same time defending its strengths, it will increase 

the probability of economic success. Being a haven from excessive tax and regulation, rather than 

emulating offshore trends, should be a further strategy to boost South Africa's competitiveness and 

attractiveness as an investment destination, and a place in which to do business.  

 

GLOBAL FACTORS  

 

Globalisation has resulted in an increasingly interconnected world economy. One factor that has 

become increasingly critical is the need to access global supply chains. Global multinationals are 

able to source product inputs from almost anywhere, and it is important that if an economy is to 

succeed, it must become part of these supply chains. That means its manufacturing industries must 

be able to compete on numerous levels, including price, supply reliability, quality and quantity. 

Political factors that determine the ability to access supply chains include trade barriers, regulatory 

barriers, bilateral and multilateral agreements.  

 

There are also a number of intrusions of regulatory overlap or imposition from other countries, 

where the US is one of the big culprits. Its tax and banking systems virtually require non-US entities 

and other countries to implement systems to ensure compliance with Washington's regulations. An 

advantage of being the world's only superpower is that it can impose hardships and unnecessary 

complexities on other nations.  

 

Multilateral bodies, such as the Bank of lnternational Settlements (BIS), the UN, the WTO, the 

World Bank and the IMF, set the rules that govern interaction between countries, but also intrude 

into the national economy. The Basel I, II and III regulations drawn up by the BIS have had a 

significant impact on the global banking sector. South Africa's Standard Bank, as one example, has 

had to change its global strategy partly as a consequence of the Basel III requirements - where 

regulatory costs have become more onerous and are no longer justified at current and prospective 



income levels. The global ratings agencies also impact on investment outcomes. Changes to 

sovereign or corporate credit ratings generate price and valuation shifts, and these agencies 

consequently have significant influence. 

 

More broadly, the current global order was set in motion in the aftermath of World War II, with the 

US at the apex of the global economy. The US was the most powerful economy at the time, backed 

by its military, and it had essentially won the war -helped by being far from the scenes of 

destruction. Effectively, its victory dividend was to establish the US dollar as the global reserve 

currency, and also the main currency for global transactions, and to dominate the Breton Woods 

institutions of the World Bank and the IMF, which were being established at the time. More recent 

developments, where the US has been accused of abusing its 'exorbitant privilege' -a phrase from a 

French Minister of Finance in the 1960s -will probably see the US dollar being challenged in time. 

And, quite possibly, that challenge will arise from within the BRICS. The US essentially defaulted in 

1971, when US President Richard Nixon delinked the US dollar from gold. Since then, US monetary 

policy has had an amplified impact on the rest of the world, with emerging markets often the most 

impacted. For example, following the technology bubble collapse in 2000, US interest rates have 

been set below the prevailing inflation rates. The more recent strategy of zero interest rate and 

quantitative easing has been even more outrageous for emerging markets, which are massive 

holders of US dollars in their reserves, and are also hit hard by the resultant erratic capital flows.  

 

The growth of the BRICS over the past few decades, led by China, will see a challenge to US 

leadership in global economic affairs. The question is whether the BRICS - and in particular China - 

will make the necessary reforms to maintain their economic momentum. This will be absolutely 

essential if China, and its BRICS partners, wish to successfully challenge US hegemony. 

 

ECONOMIC PLANNING  

 

China has the strongest system of economic planning within the five BRICS. It has a system of 

fiveyear plans, which are produced by its National Development Reform Council, and are binding. 

The five-year plan is a document against which both SOEs and private-sector companies are 

expected to align themselves, and against which they are assessed. This ensures alignment and 

compliance. While it was originally a communist concept, it has incorporated a greater degree of 

free market principles as China's reforms have progressed. South Africa has also moved towards a 

system of economic planning, with the establishment of the National Planning Commission. This 

body has set out the National Development Plan (NDP), which has been adopted by the governing 

ANC party as official policy. However, it is a long, academic and descriptive document - a wish list if 

you will - which still has to be formulated into a more focused plan of action. India, too, has a similar 



planning commission which is important for the government and also the SOEs. To a certain extent, 

the formal private sector is also guided by the five-year plans. For the vast majority of Indians in the 

informal economy, these documents have limited relevance. The Brazilians rely more on ad-hoe 

planning, similar to the way in which South Africa operated in the past. This is where policy 

formulation is more bounded, or driven by the election cycles - unrelated to the economic cycles or 

conditions. Russia has no form of economic planning, a concept which was discarded following the 

very negative experiences of fiveyear plans in its Soviet communist past.  

 

The NDP is a document that places economic planning in South Africa in a socio-economic context. 

The social dimension is to focus on areas such as crime, health, education and community 

development. The intention is for economic development to have a broader positive impact on the 

quality and standard of living. For this to happen, the NDP assesses that the government must 

become more effective and efficient. Corruption and incompetence have been debilitating to 

government efforts for effective service delivery. Service delivery is a very sore point in communities 

scattered across South Africa, where protests against a lack of basic services have become a daily 

occurrence. The vision of the NDP for a capable developmental state is important to the plan. This 

entails taking measures to improve cooperation and coordination between government departments 

and also tiers of government. The skills level within government would have to be raised through 

improving career paths and career attractiveness. The NDP also seeks to improve community 

spatial development, which was highly distorted through apartheid policies. Food security and the 

green economy also receive the attention of the NDP. 

 

But growing the economy, along with employment creation, is a focus of the plan. The NDP seeks 

faster economic growth through infrastructure development, regulatory reform and the improved 

competitiveness of business. Encouragingly, the NDP recognises the importance of SMEs in 

generating employment growth.  

 

The NDP is an extensive document and it can be argued that there is something in it for everyone. It 

has gained the least consensus for the economic platform that it outlines, and the most consensus 

for its social objectives. This is where possible dangers and pitfalls lie. It is quite possible that the 

social objectives may lead the NDP roll-out with the required economic reforms either not done, or 

poorly implemented. This would result in an increasing burden of social expenditure, which will be 

required to achieve the social objectives, without the very necessary supporting economic growth. It 

is economic growth that will fund and enable social development. If the NDP is not wisely 

implemented, it has the potential to trap South Africa in a vicious cycle where increasingly scarce 

resources are channelled to meet social objectives. In economic terms, that would channel 



economic resources towards consumption and away from the critical investment activity needed to 

generate the necessary growth. 

 

However, if the NDP is implemented in a way where economic growth comes first, then a virtuous 

cycle could be generated where higher growth is able to provide the resources needed to achieve 

the social goals.  

 

On the whole, the NDP can be regarded as a pragmatic plan which most people can live with. If it 

were to be positioned in a global context, the NDP would best be described as a social democratic, 

or centreleft plan, which grapples with social issues, many of which are rooted in the South African 

National Scar of apartheid. The NDP, in its long-term objective, seeks to achieve some healing of 

that scar, and to progress beyond the legacy of the past, with greater national cohesion. That is an 

admirable goal.  

 

Because of this, the NDP is more than just an economic plan, and can be described as a more 

comprehensive nation-building plan. In this way, the plan can gain widespread support and traction. 

The danger is that it may be trying to tackle too many problems all at once, with policy priorities 

ending up being scrambled. This has been a problem for several years. Rhetoric proclaims 

unemployment is a major priority, but broad policy actions that attempt to resolve other issues 

perversely aggravate the unemployment problem.  

 

For South Africa, it is critical that the NDP does prioritise unemployment reduction over any other 

issue, as we identify unemployment as the country's new National Scar, requiring this necessary 

prioritisation and focus.  

 

SOCIO-ECONOMIC DIVIDES AND GAPS  

 

The political economy is often shaped by divides or gaps in an economy. Wealth inequality has 

become a burning issue in many of the BRICS, with South Africa no exception. This does not mean 

that the government is able to solve the problem, but it certainly has a high impact on policy 

determination. 

 

The wealth gap is not the only issue that can shape policy, and consequently impact on economic 

and investment outcomes. The gender gap is an example -where in a country like India, women are 

illtreated. This extends to education and participation in the economy. Women are often denied 

proper education and as a consequence are relegated economically to lower-paying jobs and even, 



at times, are excluded from the workforce. This adds to poverty levels in India. But gender gaps 

exist to varying degrees throughout the BRICS. 

 

There are also issues when it comes to the environment, where some of the BRICS -like South 

Africa and Brazil -have a constructive approach to preserving the environment, compared to others, 

like India, China and Russia, where environmental degradation is a concern.  

 

Religion is another area where there are disparate conditions. India is a highly devout nation 

dominated by Hindus. For much of the time there is peaceful coexistence, but religious riots do flare 

up from time to time. India's tensions with Pakistan are largely founded upon religious differences. 

Under the communist Soviet and Chinese governments, religion was not officially tolerated. South 

Africa stands out, ironically, as the country where there has probably been the highest degree of 

religious tolerance and freedom -despite its diversity. It was race rather than religion that South 

Africa got very wrong.  

 

There are other divides that have a significant economic impact, including education, housing and 

class, of which the latter a significant factor in India, including the political class, the bureaucratic 

class and the business community, all competing with one another. This is in addition to the lower, 

middle and upperclass divides that are expected and prevalent in most countries. One area where 

India stands out, is its caste of systematically embedded social stratification -which outsiders find 

unpalatable and offensive. The problem with India is that these class complexities lead to many 

confusing vested interests, which tend to intrude on business and investment.  

 

But in the BRICS, and in emerging markets in general, economic growth has had a massive impact 

on the class structure. A growing middle class in these countries has had a significant impact on 

investment outcomes. Even more so is the emerging working class, whose rise in discretionary 

income has resulted in virtually exponential growth in several sectors -including food, housing, 

clothing and electronic goods. Here the advent of mobile telephony, has had a dramatic impact. The 

'emerging market consumer' has been an important investment theme over the past few years, in 

contrast to the stagnation of the developed market consumer.  

 

ECONOMIC FREEDOM AND FINANCIAL REPRESSION  

 

Economic freedom and financial repression -which means the state moving in and taking up too big 

a share of an economy -are at the opposite ends of the investment spectrum. Financial repression 

can generally account for many of the inhibiting factors that have constrained the BRICS. The move 



towards greater economic freedom, particularly in India and China, has enabled and unleashed their 

more recent economic progress. 

 

The economic and investment implications of both economic freedom and financial repression are 

numerous, but not always apparent. Economic growth is associated more with greater economic 

freedom. Likewise, economic freedom supports longer investment timelines - where policy certainty 

is also extremely important in extending these investment timelines. Economic freedom, especially 

where it is applied to a bottom-up policy approach, also helps to facilitate access to the economy, 

which is especially helpful in creating jobs and eradicating inequality and poverty.  

 

This is where regulations can be helpful - if they lower barriers to entry and level the playing field. 

When regulation achieves these objectives, it helps to reduce distorting factors in the economy such 

as rent-seeking behaviour. When regulation does the opposite, by providing barriers and protection 

to established businesses, the risk of bad investment and inefficient allocation of scarce capital is 

accentuated. The BRICS struggle with too many regulations that raise barriers to entry and 

reinforce a playing field that is not level, instead of allowing for greater competition.  

 

The nature of the regulatory structure is also an important factor affecting the degree of corruption. 

Regulations that facilitate economic access will be associated with lower levels of corruption. But 

when regulations hinder economic access, then there are very fertile conditions for rising and 

entrenched corruption. Artificial regulatory hindrances generates the incentives to circumvent even 

through unethical means. And, as is the case in all of the BRICS, corruption is a significant problem. 

 

(IMAGE: GAVEL P 282) 

 

Tax is necessary to resource the government. Economies and investors do need governments to 

provide an enabling environment to be able to conduct business and place investment - for the state 

to determine the rules of the game and set boundaries. But the scope, reach and burden of 

government can also become too high, and counter-productive. This is the global economic 

conundrum where the developed world governments' scope, n;ach and burden have been rising. 

This is especially noticeable in the area of tax (take) where governments have become increasingly 

aggressive, both in scope (width) and in the terms of increased rates of tax (depth), given the 

already high burden and exhaustion of the tax bases of these countries. The increasing reach of 

government is a lesser problem in emerging markets, and amongst the BRICS the picture is mixed. 

In China and India, the presence of government in the economy is receding. But it is increasing in 

Brazil, South Africa and Russia. The trend in the burden of government on the economy will 



determine whether or not a high growth rate can be achieved in a country, and hence it needs to be 

monitored closely.  

 

The existence of economic freedom and financial repression can provide a pointer to the most likely 

economic outcome. However, these factors will generally not reveal the potential success of an 

investment outcome. That will depend on other factors, such as valuations and risk premiums that 

must be applied to the price at which the country or instrument is trading.  

 

RELEVANCE OF THE BRICS  

 

The BRICS is a political construct, and to date has largely remained so. However, at the 2013 

BRICS Summit in Durban, initiatives were taken to establish a wider relevance - essentially some 

economic and business relevance. The problem with the BRICS is that they generally feature quite 

low down in global competitive, and economic freedom rankings. At present, there are very few 

factors that would induce a corporate which was looking to expand globally to use the BRICS as a 

grouping around which to base its strategy. There are simply much easier places in the world to do 

business. Hence we must look at the relevance of BRICS, a question which is asked numerous 

times in this book. If the BRICS are to become relevant to the business and investment community 

there need to be special channels opened up for this to become more attractive. Essentially, trying 

to make the BRICS relevant in its current form -from a business and investment perspective - is like 

trying to make water flow uphill. The challenge thus to the BRICS bloc is to generate the conditions 

so that it becomes the equivalent, rather, of channelling water to flow downhill. 

 

SOVEREIGN JURISDICTION  

 

Legal systems differ between countries, and if this is not well understood, it can be a major risk to 

investment or business. Different legal systems impact on contracts and property rights, and legal 

outcomes can be very different depending on what type of legal code is being applied. South Africa 

has a hybrid between Roman-Dutch law and English Common Law- all subordinate to the 

constitutional law. In terms of its legal system, South Africa is probably the least risky of all the 

BRICS. In China, the court system and the judges are accountable to The Party, and court 

decisions can be overturned (or pre-determined) by The Party. The Russian judiciary is not 

independent either. In India, the judiciary is independent and follows English Common Law. 

However, civil law is more complex in India, follows different religious requirements, which means it 

can be daunting to outsiders.  

 



Brazil follows the continental European codified civil law, but with its constitution as the supreme 

law. However, each state has its own legal system and state constitution, which escalates business 

complexity in dealing across state lines.  

 

All of the BRICS have some form of exchange control. Brazil, China and India have stringent 

controls in place focusing on foreign inflows, in contrast to South Africa, where exchange controls 

restrict capital outflows.  

 

Credit granting is regulated differently across the BRICS and foreigners are subject to varying 

degrees of control when accessing credit in the different domestic markets. None of the BRICS 

offers formal deposit insurance, but the banking sector is well supervised and managed in South 

Africa and Brazil.  

 

Each of the BRICS also has its individual trade agreements, and membership of global bodies like  

the Southern African Development Community (SADC) for South Africa, or Mercosur - a South 

American Trade bloc - in the case of Brazil. These multilateral and bilateral agreements will have an 

impact on trade and investment, and need to be understood. They may also create some potential 

conflict within the BRICS, as priorities and mandates may well differ.  

But there are also practical considerations for the investor with respect to regulatory conditions. 

Each will have their advantages and disadvantages. Within SADC, South Africa is finding increasing 

competition from Mauritius, which has embraced a more liberalised environment especially for 

financial services. 

 

CONCLUSION  

 

Politics plays a key role in all economies, but arguably even more so in emerging markets, and in 

the BRICS. Political factors need both to be understood and monitored. The trend is the key- even 

off a low base - and while an improving trend is likely to be rewarded by investors, the opposite 

applies too. Each of the lenses works in conjunction with the others. Many are inter-related. None is 

simple. They help to identify important factors that all investors need to look at in considering 

investment exposure to the BRICS countries.  

 

The journey through our five lenses reflect analysis that crystalises pertinent factors relevant to 

investors. 
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THE CHINESE RESERVE CURRENCY: AFFINITY FOR GOLD AND COMPLICATIONS GOING 

FORWARD 

 

The Chinese affinity for gold is well-documented and spans many centuries, but in recent years, 

there has been a visible change in the nature of China's appetite for the precious metal. In 2009, 

China announced that its gold reserves had increased from 600 tons to 1 054 tons. At the time, the 

sudden announcement and the sizeable increase was the subject of feverish speculation, but in 

practical terms, China's gold - constituting a mere 1.8% of its multi-trillion dollar reserves - was too 

small. It had to grow and it had to grow quickly if China was to protect itself from the devaluation of 

the US dollar and potentially establish the renminbi as a viable alternative to the dollar.  

 

With the dollar on the ropes, there might be an opportunity for the Chinese to step into the breach 

and for the renminbi to take the place of the dollar as the world's reserve currency, but that would 

not be a realistic possibility without two key initiatives being taken. For the renminbi to supersede 

the dollar, it would need to be at the centre of a material amount of global trade, and at the same 

time offer a credible alternative to the dollar. 

 

Since 2011, China has inked bilateral agreements with countries including Australia, Brazil, Iran, 

Japan, Russia, Turkey, UAE which enable direct trade in renminbi and, as a result, the amount of 

global trade conducted in the Chinese currency has risen to 17% - a remarkable achievement in 

such a short time. This percentage is set to continue growing rapidly as the Chinese turn away from 

the US dollar and look to diversify their reserves and establish the renminbi as the greenback's heir 

apparent. The second key initiative would be to increase China's gold reserves significantly. 

Fortunately for the Chinese, Western nations do not hold gold in the same high regard, and so 

China has been able to soak up hundreds of tons of gold in recent years. 

 

China, the world's larger producer of gold, stopped exporting a single ounce of its mined gold in 

2009 and the vast bulk of the nearly 400 tons that is mined each year has been placed in the 

People's Bank of China's (PBoC's) vaults. In addition, imports from across the world have soared, 

most notably through Hong Kong, where, in 2013, a record 1 108 tons was transited to the 



Mainland. China's plans are often shrouded in mystery, but this plan is clear to raise the country's 

gold reserves as far and as fast as possible - with price very much of secondary importance. The 

weakness in the price of gold in 2013 provided an unexpected opportunity which the Chinese 

gleefully took advantage of. The ultimate goal is to offer the world a renminbi backed in some way 

by gold and to supplant the dollar as the global reserve currency. 

 

The Chinese affinity for gold makes that proposition a natural one for the country's leaders to 

pursue, and a very easy plan to sell to the people. 
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BRICS JURISPRUDENCE 

 

When managing money, one needs to be aware of the risks one is taking, along with the glossy 

opportunity - in terms of higher returns. Risks come in all shapes and sizes, and can mean different 

things to different people. The complexity and number of risks increases as one moves offshore, 

into multiple potential foreign Jurisdictions and a far wider opportunity set. The return/opportunity set 

opens up, but so does the risk. One of the lesser-understood, and often trickier risks, is the legal 

one. 

 

For those brought up in an Anglo Saxon world, we are used to justice and fair play in all legal 

matters, well, I have news for you. There ain't no Father Christmas, nor fairies at the bottom of the 

garden. The laws around the world are far from equitable and fair. In the US there is plenty of 

evidence to suggest that Justice is handed out on a partisan basis. The situation is far worse in 

most of the BRICS, where rules can and do differ markedly, with South Africa probably being one of 

the least risky from a legal standpoint.  

 

So what to do? As in any game, you have to understand the rules of the game before you start to 

play The rules of the game are complex and vary quite considerably from country to country I advise 

you to study them carefully, even though typically the printed rule-book may not give the full picture. 

It's usually more a case of getting your hands dirty with hands-on experience, as well as who you 

know. We have recently established an office in Singapore - so we're learning fast.  

 

Laws can apply to you as an individual in different countries in different ways, depending on the 

directness of your involvement. The most impact is incurred with respect to direct investment, with 



less impact on bond investments, and even less with listed equity Listed investments typically carry 

far less legal risk than unlisted investments, across any asset class. There is, however, a factor on 

the investor's side, and that is the fact that most countries believe they need foreign investment, so 

foreign investors are a type of royal game - untouchable. But, do not get lulled into a sense of 

security by this. In an extreme event, which comes around all too often - just like the proverbial 50-

year flood - some of these BRICS will have no trouble flouting a law or two, to protect themselves, 

even at the cost of your investment. Your legal title may mean much less to them that you had 

thought. And the emerging markets do note some precedence for this. Back in 2009 President 

Obama -in the supposedly very well -regulated United States -overrode the law, when he interfered 

with the deeds protecting General Motors' bond holders.  

 

I have no doubt that many in the emerging world took note of that precedent, and would look to do 

similarly, if they felt the need. Hence, when it comes to legal risk in the BRICS it is caveat emptor 

(buyer beware) or even, possibly, buyer be very aware. 

 

Kuseni Dlamini 

Chairman, Times Media Group 
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MEDIA FREEMDOM IN EMERGING MARKETS AND BRICS 

 

Media freedom is key to the global competitiveness of emerging markets and the BRICS countries. 

Most have historical legacies that are marked by a huge deficit in media freedom Open markets and 

open societies are essential prerequisites to ensuring a conducive environment for business to 

flourish.  

 

Emerging markets, including the BRICS bloc, need to do more to create and sustain enabling 

platforms for media freedom to flourish. There is a positive correlation between media freedom and 

global competitiveness. 

 

Winning countries tend to have freer media than their lagging counterparts. Emerging markets are 

currently on the global radar screen for all the wrong reasons. In some of them, such as Russia, 

Thailand, Turkey, and Ukraine, the internal climate is marked by varying degrees of instability, 

which tends to create a hostile environment for media freedom. 

  



The BRICS countries also have their own unique challenges when it comes to media freedom China 

stands out as the major emerging market and the BRICS country with the least media freedom. The 

media in China is viewed as nothing but a conveyor belt of the ruling Chinese Communist Party. 

 

However, Chinese officials argue that their media is increasingly opening up and they like to cite the 

corruption case of Bo Shilai, a senior member of the Central Committee of the Chinese Communist 

Party - which was the first high-profile case of its kind to be publicly covered by the Chinese media. 

This is a step in the right direction.  

 

Russia's media was under severe scrutiny on how it covered the crisis in Crimea. The Russian 

media was criticised of being propagandist in its coverage. Within Russia itself, the media is not 

perceived as free. It is viewed as being heavily controlled and influenced by the Kremlin. 

 

Brazil, India and South Africa stand out as the three BRICS members with the best ratings on media 

freedom. However, this is not to say things are perfect in these countries, as there have been 

varying degrees of perceived or actual attacks on media freedom by some members of the 

establishment.  

 

Until recently, emerging markets and the BRICS countries were viewed as the future locus of power 

in global commercial and economic affairs, but things have now changed. Brazil, India and South 

Africa are part of the so-called 'Fragile Five', the leading emerging markets most vulnerable to the 

tapering of quantitative easing by the Federal Reserve. Other key emerging markets like Indonesia, 

Mexico and Turkey have also been under the spotlight. 

 

This, in my view, presents opportunities for all these countries to examine every aspect of their 

economies and societies, especially the media - with a view to improving openness and enhancing 

media freedom Why? The simple reason is that media freedom is a key to global competitiveness 

and the attraction and retention of local and foreign investors alike. Access to real-time accurate 

information is a key to the wealth creation process. South Africa, along with its peers in the BRICS 

and other emerging markets, needs to create and maintain a conducive environment for media 

freedom if it is to ensure sustained growth and prosperity for future generations. 

 

Dr Martyn Davies 

Chief Executive Officer, Frontier Advisory 
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IS THERE A ‘BRICS CONSENSUS’? 



 

After the onset of the Western financial crisis of 2008, there has been a question mark over the free 

market ideology encapsulated by the phrase: the Washington Consensus. At least this is the case in 

our own country, South Africa. For a while there was debate whether an emerging Beijing 

Consensus would gain traction and become the developmental compass for the developing world - 

a model that was state-centred in its approach and inherently distrusting of markets.  

 

The Beijing Consensus - a synonym for the Chinese model of growth - may be something of a 

mirage for Africa, considering the very different set of developmental circumstances that most 

African states find themselves in. But that may not stop us from trying. Under President Jacob 

Zuma, the ANC government often describes itself as a developmental state. It's a government that 

is all too ready to embrace a new model that supposedly offers a new way, one that places the state 

as the driving force of growth. BRICS began as a loose grouping of emerging and populous 

economies, but is rapidly morphing into a more coherent power grouping that reflects the shifting 

balance of power in the global economy - away from the traditional world to the new. This is the 

post-crisis new economic world order and the BRICS represent this new reality. 

 

After its inclusion in the group in December 2010, following the invitation by Beijing, South Africa 

has probably become its most enthusiastic member. If BRICS represents the first-tier of developing 

economies in the new world order, moving away from Western dominance, then Pretoria's joining of 

the BRICS is the Zuma administration's greatest foreign policy success.  

 

The major project of the BRICS grouping is the BRICS Development Bank (BDB). The new 

organisation is likely to be used for increased state-driven infrastructure spend around prioritised 

regional corridors in Africa. South Africa seeks to draw in its BRICS partners into its foreign policy 

for the region.  

 

In the same way as China's and Brazil's development banks have served as tools of foreign 

commercial policy, so will South Africa's, albeit with a regional focus. Will it be a potential game 

changer in developmental finance in Africa's economies? It may be premature, but the new 

institution will undoubtedly be giving the World Bank something to think about.  

 

It is a pity however, that the BRICS do not place much priority on discussing intra-BRICS trade 

liberalisation. This would undoubtedly give the stalled WTO Doha Round some impetus in the face 

of rising protectionism. As the BRICS becomes increasingly institutionalised, it will begin to 

challenge the economic architecture set out by the Bretton Woods institutions. The underlying 



motivation within the BRICS is to assert their own collective but hard-todefine interests against 

established Western ones.  

 

A BRICS Consensus is emerging - a wide interpretation of what constitutes the interests of the 

developing world, but one that is inherently opposed to Western inputs on its design. What is 

apparent is that developing countries no longer look to the West for developmental guidance, but 

rather seek to formulate their own state-driven formulas for growth.  

 

Picture of Dr Davies courtesy of: Vanessa Van Vreden 
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BRICS: THE GEOPOLITICAL BALANCING ACT  

 

Lord Palmerston1 once said: "We have no eternal allies, and we have no perpetual enemies. Our 

interests are eternal and perpetual, and those interests it is our duty to follow." This quote is 

particularly pertinent today, as we seem to have slipped out of a world of apparent certainty into a 

more nebulous universe. But let me explain. After the Cold War, the world was still a simple place. 

The spread of liberal democracies and the triumph of capitalism were unchallenged. In that mindset, 

it is easy to understand how the 2000s culminated in the widely accepted certainty that the 

economic ascent of Brazil, Russia, India, China and South Africa would inevitably lead to 

geopolitical leadership on the world stage. But look what has happened since then.  

 

These governments have failed to strengthen their case via the execution of the necessary political 

and economic reforms. The Global Financial Crisis splintered consensus, exacerbated the 

opportunities which had been lost, and drastically shortened horizons for economic policy. China is 

undergoing structural change, adjusting to lower rates of growth and rebalancing its economy.  

 

This has a direct (negative) effect on commodity producers like Brazil, Russia and South Africa. The 

last decade has seen a shift in the financing of some countries' deficits away from foreign direct 

investment and in favour of portfolio investment. That opportunity to reform has been missed and 

we now see portfolio investment being reduced, increasing  

the vulnerability of the countries running deficits.  

 



This is a new era of nationalist assertiveness Countries have resuscitated long-standing but 

unresolved territorial disputes, such as the Diaoyutai/ Senkaku Islands controversy between China 

and Japan. Geopolitically, we are in a world without precedent, compared with the last 100 years, 

as there is no acknowledged global leadership. What this means is that we have reverted to a 

century ago, when each country developed a complex web of alliances and non-aggression pacts.  

 

Trade flows follow defence pacts which are designed to further a country's territorial interests, rather 

than being based on economic interests. In the middle of all this readJustment of expectations and 

valuations, the ability of governments in emerging markets to remain focused on orthodox economic 

policies has been dented by the growing assertiveness of the now larger middle classes, who 

demand better services and an end to corruption in their respective countries. In this environment, 

many leaders will be tempted to resort to the established methodology of populist polices. Leaders 

with a good stock of political capital look best able to cope.  

 

The Indian government appeared to have given up on economic orthodoxy, driven by a desire to 

stay in power after the 2014 elections above all else. China has the most decisive-looking 

government, with a track record of successfully implementing anticyclical policies. It seems the new 

leadership will do everything it can to avoid a hard landing, which is  

good news for the other BRICS.  

 

1Henry John Temple, 3rd Viscount Palmerston, KG, GCB, PC, known popularly as Lord Palmerston, 

was a British statesman who served twice as Prime Minister in the mid- 19th Century. 
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THE BIG FIVE: NECESSARY INGRIEDIENTS OF ECONOMIC SUCCESS 

 

Successful economies have exhibited five common attributes. Comparing the BRICS on the basis of 

these five criteria (See chart) my subjective view is that Brazil and South Africa are best placed for 

long-term success, while India is not far behind. Russia and China may do well in the medium term, 

but suffer obvious drawbacks. If either were to change their political system the outcomes would be 

very different. 

 

BRICS: INGREDIENTS OF ECONOMIC SUCCESS 

 



(TABLE P291) 

 

The rule of law provides for the protection of freedom and property rights by ensuring the equality of 

individuals and companies before the law. It emphasises the supremacy of law itself rather than of 

rulers or political parties, reducing the risk of arbitrary confiscation or imprisonment It also ensures 

that legitimate contracts -between buyers and sellers, or lenders and borrowers -can be enforced 

through the courts, and that society does not become hostage to the arbitrary rule of political parties 

or criminal gangs.  

 

An independent judiciary, police and civil service are critical to the impartial enforcement of the rule 

of law. The key is that there is loyalty to the system, not to a ruler or ruling party. A one-party state 

that purports to maintain the rule of law often restricts personal freedoms to certain spheres of 

activity, such as sport, business, or entertainment, while elsewhere the citizen is not free. In such a 

society the framework of laws and freedoms turns out to be illusory. 

  

Private ownership is crucial to economic success. Unless land, capital, homes and businesses are 

predominantly in private hands, the prices of those assets cannot be realistic, and assets are likely 

to be used inefficiently. Consider risk-taking. If a talented person invents a new device, or a new 

way of offering a service, but cannot introduce it under his or her own label due to the monopoly of 

state-owned enterprises, what incentive will there be to innovate? This is why statedirected 

economies are often the least creative -they can copy but they cannot innovate. Free market prices 

act as signals conveying information about the relative abundance or scarcity of goods and 

services, labour and capital No government agency could ever conceivably coordinate prices to 

produce the right quantity or quality of goods and services. Such coordination is essential to achieve 

full employment and to ensure the rewards go to those whose output is truly valued by society. In 

the absence of free-market pricing there will be shortages or excesses of production, and hence 

losses to society.  

 

Stable money ensures that prices remain broadly stable, permitting businesses to plan for the future 

and consumers to budget their spending. Nowadays this implies a framework for monetary policy 

whereby the government sets an inflation target, while the central bank is given the independence 

and day-to-day responsibility for achieving the target In broad terms, economies with low inflation 

have generally had better performance than those with high inflation. Conversely, countries with 

very high inflation have frequently suffered turmoil and even revolution. 
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Chapter 11: 

 

Contrast & Comparisons 

 

Introduction  

In earlier chapters, we covered both the individual BRICS countries in some detail, as well as 

certain of the lenses that we have applied in understanding them. We should all now have a deeper 

understanding of these countries, their history, their complexities, their challenges, and more. This 

enables us to analyse how much, and how little, the five members of the bloc have in common. 

What lessons can be learnt from each? Are there foundations for greater co-operation, or might 

rivalry and competing interests doom this project before it gets beyond the halfway mark? And what 

is it that makes the BRICS attractive - or unattractive - to an investor? For this chapter, we have 

decided to focus on the following:  

 

PART I 

 

• The World Economic Forum (WEF) ranking 

• The Gordon Institute of Business Science (GIES) Dynamic Market Index (DMI) 

• A selection of key factors - as covered in our BRIGS country presentations between 2012 

and 2014 

 

The WEF and DMI data cover many countries - far more than simply the five BRICS, with the WEF 

study covering 148 individual countries, and the DMI assessing 133 countries. Both are useful in 

that they highlight, score and rank countries on a common and comparable basis, giving us 

information to make genuine and effective comparisons - at least in terms of the measures and 

factors chosen by the index constructors. Maybe in time, other metrics should be considered for 

inclusion that may have a less Western, developed market focus. In the case of the aspects chosen 

from our own presentations, we focused almost entirely on the five BRICS, though at times we have 

added another country or two to the comparisons, in order to provide further, or better, perspective.  

 

PART II 

 

• The Challenges and Lessons 

• Impact of Capital Flows  



• Conclusion 

 

Part I  

THE WORLD ECONOMIC FORUM (WEF) RANKINGS  

 

Since 1979, the WEF has published its annual Global Competitiveness Report. This report has 

evolved and grown through time, with the Global Competitiveness Index (GCI) having been included 

in the analysis since 2005. The edition we have used for our analysis was released in 2013 -ranking 

148 countries across more than 100 factors. The 2013-2014 rankings form one of the key 

foundations for our analysis of the five BRICS. In each case, we have analysed a country's Top-10 

and Bottom-10 scores, to provide some insight into its strengths and weaknesses, and to 

corroborate our own observations on the ground. We have also analysed how these countries 

evolved over the five years to 2013. We decided to use a fiveyear period, rather than, say, a 10-

year one, to specifically capture and highlight the more recent changes that have occurred within 

each of the BRICS.  

 

We cover each country in turn. 
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Brazil  

TOP-10: STRENGTHS     

WEF GLOBAL COMPETITIVENE$S REPORT 2013-2014 

STRENGTHS (TOP-RANKED CATEGORIES)    RANK 

Regulation of Securities Exchanges      7 

Domestic Market Size Index       7 

GDP (PPP $ bn)         7 

Available Airline Seats km/week, millions     9 

Soundness of Banks        12 

Local Supplier Quantity        16  

Secondary Education Enrolment, Gross %    20 

Business Costs of Terrorism       22 

 Agricultural Policy Costs        23 

 FDI and Technology Transfer       25 

 

 

BOTTOM-10: WEAKNESSES 



WEF GLOBAL COMPETITIVENESS REPORT 2013-2014 

WEAKNESSES (WORST-RANKED CATEGORIES)    RANK 

Imports as a Percentage of GDP       148 

Burden of Government Regulation      147 

Exports as a Percentage of GDP       145 

Number of Days to Start a Business      144 

Effect of Taxation on Incentive to Invest      140 

Total Tax Rate,% Profits        140 

Burden of Customs Procedures       139 

Effect of Taxation on Incentive to Work      138 

Public Trust in Politicians        136 

Quality of Maths and Science Education     136 

 

Source: WEF 

 

STRENGTHS 

• Brazil ranks in seventh position, its best ranking, in terms of the regulation of its securities 

exchange, the size of its domestic market and of its GDP It lies in 12th place in terms of the 

soundness of its banks. This aligns with the views we reached at meetings with the likes of 

the Bovespa Stock Exchange and leading bank, Bradesco, where the competence, 

soundness and competitiveness of both came through. Brazil is the sixth largest country in 

the world, so its huge domestic market and large GDP are obvious strengths. Mention was 

made to us in various meetings that most Brazilian companies had abundant local 

opportunities, with little sign of markets becoming mature or saturated, or of them needing to 

move abroad. 

 

WEAKNESSES  

• Brazil performs poorly, in the worst five in the world, for the size of both its imports and 

exports. Both of these talk to the economy's reliance on trade, resource exports, and hence 

a certain currency fragility. Our meetings confirmed that trade performance is a particularly 

worrying weakness. Brazil's is a relatively closed economy-though we note that some 

observers could have interpreted this as a sign of strength. 

• Other patent weaknesses relate to tax - the effect of tax, the total tax rate, and the effect of 

taxation on the incentive to invest. Having these three factors in the Bottom-IO is clearly a 

concern, and this was mentioned to us by most of the corporates that we met. Inefficiencies 

in the system are highlighted by the number of days it takes to start a business and the 



burden of customs procedures. Both spoke to the inefficiencies within the system, again 

factors echoed by the companies we had met. 

• Finally, the lack of public trust in politicians features strongly, as an obvious weakness 

stemming from its history of hyperinflation and endemic corruption. 

 

KEY CHANGES - THE PAST FIVE YEARS 

 

• The three largest positive moves related to financial aspects - such as the strength of audit 

and accounting standards, where there was a 39-place improvement, the protection of 

minority shareholders, with a move of 33, and a 31-place improvement in mobile telephone 

subscriptions. 

• The worst performer is the annual inflation rate, the ranking of which tumbled by 5 6 

positions, which helps to explain both the recent unrest in Brazil and the interest rate hikes. 

There is a 50-place slide down the rankings, too, for government debt - confirmation of the 

loss of fiscal prudence over the past five years. There is a significant deterioration in the 

ranking for the quality of infrastructure, falling a significant, but unsurprising, 33 places, to 

114th position. Other sharp falls relate to trade tariffs, down 32 positions, pay and 

productivity, which is down 31 places, and the total tax rate, which has slumped 23 positions 

to number 140. All of these are indicative of a reduction in competitiveness over the past five 

years. 

 

PHOTO: P298 

 

RUSSIA 

TOP-10: STRENGTHS     

WEF GLOBAL COMPETITIVENE$S REPORT 2013-2014 

STRENGTHS (TOP-RANKED CATEGORIES)    RANK 

Business Impact of Malaria       1 

Malaria Cases/100 000 Population      1 

Mobile Telephone Subscriptions/100 Population    6 

GDP (PPP $ bn)         6 

Foreign Market Size Index        7 

Domestic Market Size Index       8 

General Government Debt, % GDP      10 

Available Airline Seat km/week, millions      11 

Tertiary Education Enrolment, Gross%      14 

Government Budget Balance, % GDP     23 



 

BOTTOM-10: WEAKNESSES 

WEF GLOBAL COMPETITIVENESS REPORT 2013-2014 

WEAKNESSES (WORST-RANKED CATEGORIES)    RANK 

Imports as a Percentage of GDP       139 

Quality of Roads         136 

Agricultural Policy Costs        134 

Property Rights         133 

Protection of Minority Shareholders· Interests     132 

Prevalence of Foreign Ownership      132 

Firm-level Technology Absorption      126 

Effect of Taxation on Incentives to Invest     125 

FDI and Technology Transfer       125 

Total Tax Rate,% Profits       124 

 

Source: WEF 

 

STRENGTHS 

• Russia is ranked fifth in terms of mobile telephone subscriptions, something we sense 

applies the most within the two large cities that we visited. 

• It has rankings of six or seven for its GDP size, and the sizes of its foreign and domestic 

markets. This is not at all surprising, considering it is the largest country in the world in land 

mass and has the EU as its primary trading partner. The strength of Russia's government 

budget balance, with a ranking of 23, is also noteworthy, and again in line with our own 

analysis and observations - though we note a recent worsening trend.  

• Its malaria ranking reflects that this disease has a minimal impact of the Russian economy.   

 

WEAKNESSES  

• Russia's worst weakness is its import performance as a percentage of GDP, which is 

unsurprising since the country has very little domestic manufacturing, and hence depends 

on imports. Road quality is poor, and the congestion that we experienced in Moscow was 

just one indication of this. Weakness in property rights and poor protection of minority 

shareholders align fully with the issues we raise experiences resonating with the huge 

capital outflows that Russia experiences. 

• Two tax-related items -the effect of tax on incentives to invest, and the total tax rate -both 

appear in the Bottom-10. Interestingly, though, individual tax rates have been lowered and at 



13% are low globally. Corporates, or some other category of taxpayer, must presumably be 

picking up a disproportionate burden of the tax take. 

 

KEY CHANGES - THE PAST FIVE YEARS 

 

• Russia's five key upward moves are in the areas of ease of access to loans, with a move of 

31 places, trade tariffs improving by 22 positions, as does the fixed broadband internet 

subscriptions category, while there is a rise of 21 places for inflation, and an improvement of 

18 for flexibility of wage determination. All of these are admirable and speak to reform and 

increased competiveness.  

• The largest fall, by a whopping 77 positions, was for primary education enrolment, 

descending from a global rank of second place just five years ago. We have to confess that 

this is difficult to understand or to explain, although it is possible that the effect of aging 

population has impacted this score. Further major deteriorations were registered in the cost 

of redundancy, which lost 57 places and the total tax rate, which fell 37 positions. In labour 

relations, hiring and firing practices descended 34 positions. This points to more difficult 

conditions for employees unfolding more recently, which allies to the weakness of its trade 

union movement. Among the ten worst moves, the measure of business cost of terrorism fell 

32 places -a real issue for the whole country, including business. The impact was felt by tight 

security measures encountered when we entering buildings for business meetings. 
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INDIA 

 

TOP-10: STRENGTHS     

WEF GLOBAL COMPETITIVENE$S REPORT 2013-2014 

STRENGTHS (TOP-RANKED CATEGORIES)    RANK 

Local Supplier Quantity        2 

Domestic Market Size Index       3 

GDP (PPP $ bn)         3 

Foreign Market Size Index        4 

Available Airline Seat km/week, millions      13 

Availability of Scientists and Engineers      15 

State of Cluster Development       16 

Financing through Local Equity Market      18 

Quality of Railroad Infrastructure       19 



Intensity of Local Competition      24 

 

BOTTOM-10: WEAKNESSES 

WEF GLOBAL COMPETITIVENESS REPORT 2013-2014 

WEAKNESSES (WORST-RANKED CATEGORIES)    RANK 

Government Budget Balance, % GDP      141 

Women in Labour Force, Ratio to Men      137 

Inflation, Annual % Change       130 

Number of Procedures to Start a Business     129 

Total Tax Rate,% Profits        128 

Trade Tariffs, % Duty        128 

Exports as a Percentage of GDP       125 

Mobile Telephone Subscriptions/100 Population    123 

Infant Mortality, Deaths/1 000 Live Births     120 

Individuals Using the Internet, %      120 

Source: WEF 

 

STRENGTHS 

• India's best ranking is a second place for the quantity of local suppliers, which is an 

affirmation of its somewhat unique, and locally dominated, manufacturing capability. It holds 

third and fourth places for its domestic and foreign market sizes, and for its GDP 

• India does well with a ranking of 15th for the availability of scientists and engineers. It 

produces some 450 000 engineers a year, eclipsed only by China, with 800 000. This is a 

major strength, and a key support to the economy. 

• India is ranked 18th for ease of assessing finance through the local equity market, and is 

confirmed by the large number of listed equity counters. In this measure, India is ahead of 

the other BRICS members, and ahead of many developed markets as well. 

 

WEAKNESSES  

• India's worst score is for its government budget balance as a percentage of GDP, the eighth 

worst ranking. This is unsurprising considering the size of the government, the Indian 

Administrative Service, and the welfare demands on the fiscus. Both of its poor rankings of 

12 8th for total tax rate and 129th for the number of procedures to start a business confirm 

the heavy hand that government imposes on the economy.  

• Its next worst ranking concerns women in the labour force, which echoes the more general 

concerns about women's rights in India.  



• Poor communications infrastructure, especially in the large and poorly-supported rural areas, 

is reflected in the weak rankings for mobile telephone subscriptions, ranked at 123, and 

individuals using the internet, at 120. 

 

KEY CHANGES - THE PAST FIVE YEARS 

 

• The two biggest improvements cover hiring and firing practices, rising 51 places, and the 

quality of ports, by 20 places.  

• The worst moves were more noticeable and sizeable, with a decline of 63 places for inflation 

- a recurring theme within the BRICS. India slumped by 40 places for the measure relating to 

the diversion of public funds. Favouritism in decisions of government officials also fell 40 

positions. Already low public trust in politicians descended 36 places. The message could 

not be clearer, and is captured in its National Scars. The recent election results give hope for 

an improvement, and were likely a consequence of these concerns. 
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CHINA 

 

TOP-10: STRENGTHS     

WEF GLOBAL COMPETITIVENE$S REPORT 2013-2014 

STRENGTHS (TOP-RANKED CATEGORIES)    RANK 

Inflation, Annual % Change       1 

Foreign Market Size Index        1 

Available Airline Seats km/week, millions     2 

Domestic Market Size Index       2 

GDP (PPP $ bn)         2 

Primary Education Enrolment, Net%      4 

Gross National Savings, % GDP       6 

HIV Prevalence,% Adult Population      11 

Govt Procurement - Advanced Tech Products     13 

Burden of Government Regulation     14 

 

BOTTOM-10: WEAKNESSES 

WEF GLOBAL COMPETITIVENESS REPORT 2013-2014 

WEAKNESSES (WORST-RANKED CATEGORIES)    RANK 

Number of Procedures to Start a Business     135 



Imports as a Percentage of GDP       135 

Total Tax Rate,% Profits        131 

Trade Tariffs, % Duty        123 

Redundancy Costs, Weeks of Salary      120 

International Internet Bandwidth, kb/s per User     118 

Mobile Telephone Subscriptions/100 Population    116 

Number of Days to Start a Business      112 

Exports as a Percentage of GDP       111 

Availability of Latest Technologies     105 

 

Source: WEF 

 

STRENGTHS 

• China ranks first in the world for keeping the lid on inflation, which is somewhat surprising, 

considering concerns in recent years, and it also gets top place for the size of its foreign 

market. It ranks second for both its domestic market size and its GDP, with both of these 

confirming the huge market that China provides to both locals, and enterprising foreigners. 

• China ranked fourth for primary education enrolment, which is both a pleasing and positive 

feature. The Chinese have a reputation for being well-educated, and are amongst the 

hardest working people in the world. 

• The country is in sixth position for gross national savings, and this score reflects the 

propensity of Chinese people to save, but also the lack of an adequate national social 

retirement system. 

• Government procurement of advanced technology products scores well unsurprisingly, 

considering both China's need and its desire to acquire them, and its ability to copy them. 

• There are special economic zones where the regulatory burden is minimal, which accounts 

for its competitive fourteenth ranking with respect to government regulation. However, the 

regulatory burden is higher outside of the economic zones. 

 

WEAKNESSES  

• With a ranking of 135, China’s biggest weakness is the number of procedures required to 

start a business, which contradicts the favourable placing for the not-unrelated issue of the 

burden of government regulation, discussed above.  

• As was the case with Brazil, both imports and exports as a percentage of GDP show up in 

the Bottom-IO for China, which once again is not a major concern, and is not unexpected 



considering the extent of the country's manufacturing base for exports, and its need to 

import raw materials.  

• The ranking of 131 for China's total tax rate is surprisingly high, but this seems to be a 

common feature amongst the BRICS. Unlike Russia, though, this is not offset by lower 

personal tax rates, as Chinese marginal tax rates run at 45% for the top earners  

• Considering the extent of infrastructure enjoyed in the biggest cities, it was a surprise to see 

poor rankings for both international internet bandwidth at 118, and mobile telephone 

subscriptions at 116.The ranking reflects an uneven distribution of access across China. 

 

KEY CHANGES - THE PAST FIVE YEARS 

 

• The strongest improvements in China were: ease of access to loans, 57 places; hiring and 

firing practices, 49 places; inflation, 45 places; and regulation of security exchanges, 28 

places. There was a similarity between the Top-2 movers in China and Russia, testament to 

both countries moving towards a more free-market environment. 

• The categories which worsened the most included the flexibility of wage determination, with 

a 38-place fall, the intensity of local competition, which descended 36 places, the business 

cost of terrorism, which descended 32 places, and the quality of primary education, with a 

fall of 24 places. China and Russia had three worsening areas in common, reflecting the not 

dissimilar levels of internal tensions within each country. 

 

South Africa 

 

TOP-10: STRENGTHS     

WEF GLOBAL COMPETITIVENE$S REPORT 2013-2014 

STRENGTHS (TOP-RANKED CATEGORIES)    RANK 

Strength of Auditing and Reporting Standards     1 

Efficacy of Corporate Boards       1 

Protection of Minority Shareholders' Interests     1 

Regulation of Securities Exchanges      1 

Legal Rights Index         1 

Availability of Financial Services       2 

Financing through Local Equity Market      2 

Soundness of Banks        3 

Effectiveness of Anti-monopoly Policy      8  

Strength of Investor Protection      10 



 

BOTTOM-10: WEAKNESSES 

WEF GLOBAL COMPETITIVENESS REPORT 2013-2014 

WEAKNESSES (WORST-RANKED CATEGORIES)    RANK 

Cooperation in Labour -Employer Relations     148 

Quality of Maths and Science Education     148 

Hiring and Firing Practices       147 

Tuberculosis Cases/100,000 Population      147 

Quality of the Educational System      146 

Flexibility of Wage Determination       144 

HIV Prevalence, % Adult Population      144 

Business Impact of HIV/AIDS       143 

Pay and Productivity        142 

Business Impact of Tuberculosis      142 

 

Source: WEF 

 

STRENGTHS 

• South Africa is a good reflection on the ability of smaller countries to compete with larger 

ones, if favourable internal conditions are created. Whereas the three very large fellow-BRIC 

countries India China and Brazil can count on their size alone to put them into the Top-10, at 

least on some measures, this is not the case for South Africa. And yet, when we look at 

South Africa's Top-10, it ranks in the global Top-3 in no fewer than eight categories -which is 

commendable. 

• South Africa’s multiple top rankings include: the strength of its audit and reporting standards; 

the efficacy of corporate boards; the protection of minority shareholders; the regulation of 

securities exchanges; the legal rights index; the availability of financial services; ease of 

financing through local equity markets; and the soundness of its banks. The message could 

not be clearer -South Africa possesses one of the world's leading financial services and 

related sectors -banks, stock exchange and auditing. 

 

WEAKNESSES  

• South Africa ranks almost at the bottom for its quality of maths and science education; 

cooperation in labour – employer relations; tuberculosis; hiring and firing practices; and the 

quality of its education system. The main areas of weakness are in education and labour 

relations, and are long-term deterrents to direct investment in the economy. This ranking 



confirms our own analysis about the country’s obvious and necessary areas for 

improvement. 

• In addition, the prevalence of HIV/AIDS ranked at 144, and the impact of this chronic 

disease on business at 143, is another deterrent for investment. 

 

KEY CHANGES - THE PAST FIVE YEARS 

 

• The biggest positive ranking changes were less pronounced than we have seen in many of 

the other BRICS, with the degree of customer orientation rising 24 places, the prevalence of 

trade barriers improving by 22 places, and a 17-place rise for individuals using the internet. 

• The five areas of severest deterioration were noticeable and quite alarming. There was a 60-

place slump for value-chain breadth; a 57-place slide for the government budget balance; a 

51-place deterioration relating to favouritism in decisions of government officials; a 51-place 

fall concerning the burden of government regulation; a 43-place slump for the diversion of 

public funds, and in the same vain the wastefulness of government spending deteriorated by 

41 places; and the quality of the education system fell 27 places. Labour-related issues 

featured again with a 37-place slide for pay and productivity and a 27-place fall for 

cooperation in labor - employer relations. 

 

COMMENT 

 

• South Africa's ability to be worst and best is evident, and aligned with its somewhat 

schizophrenic personality. South Africans typically see themselves, their country, or even 

their sports teams, as either the best or the worst, however unlikely or unfair, either rating 

might be in reality. 

• Unfortunately, South Africa holds some of the worst global positions in several categories. 

Thus, looking at the disjointed nature of its extreme rankings, it would appear that it is South 

Africa, rather than say, India, which emerges as the most unbalanced country not only 

amongst all the BRICS, but also of other countries ranked by the WEF survey. 

• Since a No. 1 ranking obviously cannot be bettered, the key is to maintain and build on this 

strength. This means that South Africa should be positioning itself as a global financial hub, 

competing with the likes of New York, London and Singapore, using the WEF study as a  

measure. It also means that this industry needs to be nurtured, rather than attacked, for 

example by excessive and over-zealous regulation. 

 

The GIES Dynamic Market Index (DMI)  



 

The Dynamic Market Index (DMI) is another, more recent index, published early in 2014, and 

created by GIES, a business school based in Johannesburg. The DMI aims to measure the 

evolution of institutions and progress in terms of structural changes in various countries. It 

measures 133 countries across six different themes. The three which are most highly weighted are: 

openness and connectedness, red tape and socio-political stability, each making up 20% of the 

index. The next factors are: macroeconomic man'agement and the justice system, with weightings 

of 15%, and finally, there is human capital, with a 10% weighting.  

 

The index classifies countries into four categories/quadrants.  

 

Static Markets - high base and low dynamism - markets which have had a relatively high base of 

dynamism in 2006, but have stagnated or made little-to-no institutional progress up to 2012.  

 

Dynamic Markets - high base and low dynamism - characterised by a higher base of sophisticated 

institutions in 2006 which continue to improve through to 2012.  

 

Adynamic Markets - high base and low dynamism - countries that have stagnated or regressed 

from their existing base level of reforms and institutions in 2006.  

 

Catch-up Markets - high base and low dynamism - countries with low levels of institutional 

development in 2006 and comparatively less dynamism in terms of enabling environment and 

standards of living. Based on changes in their pillar scores from 2006 to 2012, they have made 

considerable progress in improving their institutions, captured by evidence of dynamism.  

 

The DMI survey spans the period from 2006 to 2012, which is very similar to the period we have 

covered in our discussion on the WEF rankings, and has two key measurable factors. It looks at 

whether there has been deterioration or improvement by a country (shown in a score above or 

below 100), and at the degree of dynamism that a country has shown over the years (a score out of 

200). 

 

The results of the index are shown in Table 1: 

TABLE 1: RANKING OF BRICS COUNTRIES BY DMI - BASE SCORE 2006 

 

BRICS 2006 2012 % CHANGE RANK 2012 CLASSIFICATION 

CHINA 100,8 120,9 20% 9/18 Dynamic 



BRAZIL 96,3 98,6 2% 2/21 Adynamic 

RUSSIA 100,5 86,4 -14% 7/45 Static 

INDIA 102 76,4 -25% 16/45 Static 

SOUTH 

AFRICA 114,9 68,8 -40% 26/45 Static 

 

Source: GIES DMI, 2014 

 

RESULTS 

 

• The five BRICS not only rank poorly but three of them - Russia, India and South Africa - 

have fallen sharply over the six years. The notable higher-performing exception was China.  

• In 2006, South Africa was rated as the best country among the BRICS, and was categorised 

as a Static Market. Over the period of reference South Africa has deteriorated dramatically, 

with a worsening in socio-economic stability and of the justice system being heavy 

contributors to the fall in the country's score. Meanwhile, competitiveness in Russia and 

India has deteriorated materially since 2006, with these Static Markets showing lower 

dynamism and further deterioration in key factors.  

• China is the only of the BRICS classified by GIBS as a Dynamic Market, and is the only 

country in the group to show improvement and increased dynamism in its institutions and 

economy over the years. Though it is the best BRICS nation, China's rank amongst its global 

peers is only ninth in the Dynamic Markets, implying that its improved score is less 

impressive. The likes of, for example, Qatar, Georgia and Panama did better.  

• Brazil is the only of the BRICS categorised as an Adynamic Market. It has shown a slight 

improvement in its dynamism, but institutional problems remain and the country still ranks 

below 100 due to a deterioration in various factors. 

 

CONCLUSION  

The GIBS DMI does not paint a particularly flattering picture of any of the BRICS. The best was 

China; South Africa the worst. Reforms are clearly required amongst the BRICS to improve their 

respective rankings. 

 

A Selection of Key Factors 

 

ECONOMICS 

TABLE 2: STATISTICS AS AT 2013 AND 2014 (INCLUDES ESTIMATES) 



 
BRAZIL RUSSIA INDIA CHINA 

SOUTH 

AFRICA US 

POPULATION (M)  203 142 1 236 1 355 48 319 

POPULATION RANK  5 10 2 1 27 3 

GDP (US$ TRN)  2,2 2,1 1,8 9,1 0,4 16,8 

GDP RANK  7 8 10 2 33 1 

10-YR GDP AVE (% Y /Y)  3,5 4,4 7,5 10,2 3,4 1,8 

GDP PER CAPITA (US$)  11,3 14,8 1,5 6,7 6,6 53,1 

DEBT: GDP (%)  66 13 67 22 45 105 

MARKET CAP (US$ BN)  1 0,8 1,1 3,9 0,9 24 

MARKET CAP RANK  16 19 13 4 17 1 

RESERVES (US$ BN)  378 515 295 3 820 48 150 

FOREIGN EXCHANGE 

RESERVES RANK  7 4 10 1 41 18 

UNEMPLOYMENT(%)  5,7 5,8 8,8 4,1 24,9 7,3 

GINI COEFICIENT RATIO  52 42 37 47 63 45 

GINI COEFICIENT RANK  17 50 80 30 2 41 

CORRUPTION RANK  72 127 94 80 72 19 

EDUCATION RANK (WEF)  136 56 32 48 148 49 

URBANISATION RATE(%) 85 74 32 52 62 83 

 

Source: The CIA World Factbook, IMF, World Bank, I-Net Bridge, Citipopulation.de 

 

In the first five chapters, the focus was on each of the individual countries. The comparison of the 

statistics between the five BRICS also highlights the contrasts between the countries, and adds 

context. It is clear that South Africa is the BRICS minnow when comparing land area, population 

and GDP As we suggested at the start, this would nudge us to possibly think of the BRICS grouping 

as BRICs - with Sout Africa as the small 's', due to the difference in scale. However, China is 

clearly ahead on most measures within the BRICS as well. We thus argue that the acronym BRICS 

could, appropriately, also be written as briCs to reflect that perspective - with only China deserving 

of a capital letter.  

 

China is ahead of all the other BRICS in terms of population, market capitalisation, GDP, GDP 

growth, foreign exchange reserves, and also the size of its military. What is also apparent is that the 

BRICS on many measures are able to challenge the developed world in terms of influence and 

achievement. 

 



Economic growth in the BRICS over the past two to three decades has enabled these economies to 

overtake many of the G7 economies, and this is a trend that we see continuing. With respect to 

potential global influence, the foreign exchange reserves of the BRICS members have been 

accumulated to formidable levels with more than US$3.8 trillion for China alone. The reserves will 

help to insulate the BRICS from external shocks. The ability to capitalise the BRICS Development 

Bank could easily be done through mobilising a portion of the foreign exchange reserves.  

 

There are also key measures where the BRICS fall short. Red tape and corruption is a problem in 

all five. These twin evils are major factors where it means that growth and further development are 

hampered. What has become important is that corruption has become a more prominent electoral 

issue and this could be a major factor in helping to curb corruption in future as evident in the recent 

election outcome. The development of the BRICS' financial markets has lagged the economic 

growth of the different economies. However, the BRICS' financial markets have also been gaining 

ground rapidly, particularly over the past ten years. It is in this area that South Africa leads the 

BRICS.  

 

The picture is mixed on measures like education. Brazil and South Africa fare poorly in this area 

while Russia, China and India do better. For instance, maths and science education in China and in 

India is ranked higher than in the US. This bodes well for future growth in those countries.  

 

Unemployment is the biggest challenge for South Africa - and is at crisis levels. In contrast, the 

other BRICS countries do not really have an unemployment problem - although there are 

measurement problems when it comes to understanding the very high levels of poverty when 

compared with the official unemployment numbers in a country like India, for example. The 

unemployment problem in South Africa is an important element in understanding the wealth gap. 

According to the Gini Coefficient, South Africa is the second-most unequal society of all those 

measured, with inequality less of a problem in the other BRICS. Russia and India are both less 

unequal than the US. However, the Gini Coefficient has numerous shortcomings - the most 

important of which is that it provides no indication of the actual level of income. It is an internal 

measure within a country, which has dubious value in comparing different countries.  

 

Brazil is the most urbanised of the BRICS - and even more so than the US and many other 

developed countries. India is the least urbanised, and also the poorest. GDP per capita is a 

measure where the BRICS lag behind the developed world by a significant margin. This confirms 

that it is always important to understand what the absolute levels of various measures are, and not 

simply the growth rates. 

 



The higher growth rates in the BRICS have led to improved living standards, but they still have a 

long way to go to catch up to the developed markets. Growth is critical to raising living standards. At 

least on this measure, the BRICS are only Half Way There.  

 

The one area where the BRICS have done well is that in achieving higher growth levels, they have 

still managed to keep debt levels as a proportion of GDP at relatively low levels. The developed 

world has managed to generate much lower levels of growth, and that growth has been very debt-

dependant. The 2008 Global Financial Crisis was a developed world debt crisis, and it has merely 

been soothed through the piling on of even more debt at artificially low rates. This is one area where 

the BRICS could potentially be a haven, should another debt crisis unfold.  

 

GEOPOLITICS AND MILITARY POWER  

 

The BRICS grouping is part of a geopolitics play and acts as a counterbalance to the US and the 

G7. It is also a potentially formidable grouping within the G20. From a military perspective, India, 

Russia and China all have sufficient military strength to deter any potential intervention threat from 

countries like the US, or even NATO as a whole. Three of the BRICS are nuclear powers, as well. 

However, there are also internal rivalries and tension that weaken the grouping as a cohesive force 

on the world stage. This could change as the group develops, if the past points of conflict could be 

resolved.  

 

TABLE 3: ESTIMATED NUMBER OF NUCLEAR WEAPONS 
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Source: Washington Post  

Table 4 shows that Russia, China and India have the greatest military manpower in their standing 

armies, eclipsing that of the US. However, the US still leads in terms of military spending and 

military technology. Russia has stabilised and rebuilt its army following the disintegration of the 

USSR, and also has formidable technology at its disposal. The Chinese are also building up their 

forces. As a unified entity, the trio of Northern Hemisphere BRICS could potentially rival the US. But 

currently they are also potential adversaries of each other, all competing in overlapping spheres of 

influence. This is in contrast to the Southern Hemisphere BRICS - South Africa and Brazil- which 



are dominant in their respective regions and do not have any potential enemies that could 

overwhelm them. The Southern African region and South America are largely peaceful 

neighbourhoods at the moment with a low risk of serious conflict. With Russia becoming 

increasingly assertive against its neighbours, especially the former Soviet Republics, and with 

China's disputes in the South China Sea, the potential for conflict in the Northern Hemisphere is 

much higher. The regional ambitions of China and Russia will undoubtedly test the cohesiveness of 

BRICS in time.  

 

TABLE 4: MILITARY STATISTICS 

 

 
BRAZIL RUSSIA INDIA CHINA 

SOUTH 

AFRICA US 

ACTIVE MILITARY (M) 0,7 1,4 2,7 3 0,1 1,5 

WORLD MILITARY SPEND(%) 2 5 3 11 0,2 37 

 

Source: Stockholm International Peace Research Institute Military Expenditure Database 2014, 

World Bank  

 

Essentially, the dominance of the US will probably persist for years to come, as it commits by far the 

most to military spending, with a BRICS challenge unlikely in the near future.  

 

SUSTAINABILITY: ENVIRONMENTAL, SOCIAL AND GOVERNANCE ISSUES  

 

The environmental, social and governance (ESG) elements of sustainability have divergent levels of 

commitment amongst the BRICS. There are resource suppliers and resource consumers. This is a 

crucial distinction, as it is clear that the two big resource consumers of India and China have not 

paid much attention to ESG issues and have pursued growth at all costs. The consequence has 

been massively polluted cities in China and India, and this is having the inevitable negative 

consequences - and forcing authorities to pay attention. In South Africa and Brazil, two resource 

suppliers, there is a much higher level of awareness of, and also commitment to, ESG issues. South 

Africa also rates highly on governance issues, and this factor helps to give it an investment 

premium.  

 

Poor air quality is believed to prematurely end hundreds of thousands of Chinese lives each year, 

sparking riots and public protests more recently. One potential benefit, from slowing population and 

GDP growth is that pollution levels may reduce. Pollution was bearable during our visit to Beijing, 

but some days it is intolerable. The pollution is so overt, that it has become a political hot topic, and 



hence one of The Party's key areas of focus. Chinese people regularly wear masks to filter out the 

pollution, and city residents are sometimes warned not to step outside because of the smog. 

Polution is a consequence of growth at all costs with insufficient attention given to environmental 

issues. This was observed again in Russia. However, now facing a pollution crisis, authorities are 

finally starting to act.  

 

Reuters reported in March 2014 that China's environmental problems, especially pollution and water 

scarcity, were expected to intensify as rapid migration puts more and more demand on urban 

infrastructure. Almost all Chinese cities monitored for pollution in the previous year had failed to 

meet interesting to see how effective these can be, given the still high levels of economic growth 

and industrial development that are expected. And what if growth starts to slow dramatically? Might 

the environment once again be sacrificed for higher growth?  

 

POLLUTION (l=BEST; 5=WORST) 
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India, too, has a severe pollution problem, and the two together were home to the world's four most 

polluted cities.  

 

Russia, on the other hand, pays virtually no attention to ESG issues, despite being a resource 

provider. The size of the country relative to the number of people means it is relatively sparsely 

populated and, its pollution is 'lost in its vastness'. While there are serious environmental 

degradation issues in Russia, this has had a lower impact on its population centers, compared with 

India and China. Consequently, the authorities pay scant attention to ESG issues.  

 

SLUMS 

 

TABLE 5: BRICS SLUMS 

RANK NAME TYPE POPULATION COUNTRY 

1 Dharavi Slums 1 Million India 

2 Khayelitsha Township 400 000 South Africa 

3 Rocinha Favelas 250 000 Brazil 

 

Source: Business Insider, BBC, capetown.gov.za  

 

Slum tours were one of the highlights, and a key opportunity to look and learn, during our visits to 

three of the BRICS nations. We visited the Indian slums, the favelas in Brazil, and the townships in 



South Africa. The key insights and lessons that flowed from each were captured in each relevant 

country chapter, but some comparison is called for. In the case of Russia, and China we were 

unable to access or identify their equivalent but poverty is prevalent in both countries. 

 

The slums of India stand out in terms of their sheer size. The ingenuity and productive output that 

flows from them are unrivaled. The South African townships have their own story to tell, as they are 

a visible manifestation of the South African National Scar of apartheid. They remain a large feature 

of the country, lying next to the main suburbs, while still quite separate from them. Their 

infrastructure is inferior and inadequate to meet the needs expected in a modern community. The 

individual favelas are smaller, but unlike the South African townships, they are embedded directly 

within the metropolitan areas. With Brazil's current low rate of unemployment, the slums seemed 

less run-down, than those in India or South Africa - both of which are far more shocking and 

desperate. The South African and Brazilian slums are structured to house labour pools, and there is 

a substantial daily commute from these areas. In India, much work activity is embedded in the 

community, and many people work where they live, reducing the demand for commuting. This 

lowers the cost to the poor slum community and also provides relief to the infrastructure-constrained 

city.  

 

TRAFFIC AND INFRASTRUCTURE 

 

TABLE 6: CONGESTION INDEX 
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RANK CITY   COUNTRY 

1 Moscow  Russia 

2 Istanbul  Turkey 

3  Rio de Janerio Brazil 

4 Warsaw  Poland 

5 Palmero  Italy 

6 Marseille  France 

7 Sao Paulo  Brazil 

8 Rome   Italy 

9 Paris   France 

10 Stockholm  Sweden 

20 Johannesburg South Africa 

45 Cape Town  South Africa 

 



Source: TomTom Traffic Congestion Index, Q2 2013  

 

The above chart from GPS navigation company Tom Tom ranks congestion levels in various cities 

in which they provide services, and we were unsurprised to see Moscow in first place, after our own 

experiences there. Rio is in third place, with Sao Paulo seventh - although Rio might be offended to 

be placed above its Brazilian rival. Our home city of Johannesburg was ranked 20th and Cape 

Town 45th. The Indian cities, and especially Bangalore, would to our mind, certainly have featured 

highly if they had been covered by the index. 

 

The congestion is directly related to the quality of infrastructure. A feature of BRICS infrastructure, 

as is the case with most emerging markets, is that it is unevenly distributed.  

 

TABLE 7: INFRASTRUCTURE RANKING 
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RANK COUNTRY (G7 AND BRICS) 

6 France 

10 Germany 

14 Japan 

15 Canada 

19 United States 

28  United Kingdom 

53 Italy 

63 South Africa 

74 China 

85 India 

93  Russia 

114 Brazil 

 

Source: WEF, Global Competitiveness Report 2013-2014  

 

The WEF infrastructure ranking has all the BRICS well below their global peers, with South Africa 

the best of the bloc (63), then China (74), followed by India (85), Russia (93) Brazil (114th). This 

would largely be in line with our anecdotal rankings, although both SA and China should arguably 

score far higher, if assessed in terms of their major cities. The infrastructure in the largest cities of 

China is approaching the best we have experienced in the world, with Sao Paulo and Bangalore the 



worst. South Africa, India and Russia all presented a mixed bag - with some fantastic First World 

examples.  

 

THE FINANCIAL SERVICES SECTOR 

TABLE SA: PUBLIC PENSION FUND ASSETS 

COUNTRY BRAZIL RUSSIA INDIA CHINA SA 

PUBLIC PENSION 

FUND ASSESTS 

(US$ BN) 208 55 3 74 300 

FINANCIAL 

POSITION Unfunded Unfunded Unfunded Unfunded 100% Funded 

 

Source: OEGD May 2011, Government Employees Pension Fund (GEPF)for South Africa 

 

TABLE SB: PENSION INDUSTRY ASSETS AS% OF GDP 

 

COUNTRY BRAZIL RUSSIA INDIA CHINA SA US 

ASSET % OF 

GDP 14,7 3,5 3 0,9 82 74,5 

 

Source: JP Morgan, OECD Pension Fund database, 2012 

 

South Africa has one of the most advanced financial services industries in the world, and certainly 

among the BRICS. This is backed up by the data from the World Economic Forum survey. In terms 

of the ratio of pension assets to GDP, South Africa stands out globally at 82%. South Africa's public 

pension system, is the envy of many, being fully funded. This does, unfortunately, open the sector 

up to financial repression and the heavy hand of the state, with over-regulation, higher taxes, 

prescribed assets, and other burdens.  

 

Part II  

 

THE CHALLENGES AND LESSONS  

There is little doubt in our minds that the BRICS will become increasingly important on the global 

scene. With their populations, growing economies, increasing political influence and power, they will 

be increasingly influential, and their voice will increasingly be heard. This should mean that South 

Africa's involvement in, and alignment with, the BRICS should be to its own general benefit.  

 



But there are both challenges and opportunities. Success is by no means guaranteed. Geopolitics 

and the instinctive ambition to counterbalance the US can lead to mistakes. While the US foreign 

policy may be distasteful to smaller countries, and also the BRICS, its economic success is 

something to learn from. There are many problems within the US economy that need to be avoided, 

such as the over-dependence on debt and the over-dominance of large corporations. But that is not 

how the US achieved its success. Likewise, Western Europe and Japan are also facing their 

challenges. These include massive liabilities for unfunded pension and health promises. But their 

achievements have not been due to these promises, but have come in spite of them. 
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The template for achieving economic success is known. Protecting property rights and the rule of 

law, promoting small and medium enterprises (SMEs), securing an enabling regulatory platform and 

low tax burden are some of the attributes that have supported the developed markets' success. Yet 

many of these attributes are being whittled away within the developed world. It is often in these very 

areas where the BRICS face challenges as well - but they are making progress, to a greater or 

lesser extent, and hence they are only Half Way There.  

 

The poverty and disparity problems are normal features of a country transitioning from an 

undeveloped condition to becoming more developed. However, where the wealth disparity is as a 

result of corruption, poor legal systems and cronyism, this is often exacerbated in the BRICS, rather 

than diminished. The protection of property rights is quite different across the BRICS, with China 

and Russia compromised the most, due to their communist heritages. This is where South Africa 

does fairly well, but confidence that property rights will continue to be preserved has been declining.  

 

Importance of good macroeconomic policies is key. Both Brazil and Russia have suffered under 

periods of macroeconomic disintegration. South Africa provided a good model from 1994 to 2008, 

and higher growth levels were achieved. Indian reforms were as a result of an economic crisis, but 

their economy never disintegrated, and China has also ostensibly managed its economy better by 

instituting reforms to move away from the hard-line Mao infliction. The macroeconomic environment 

has an impact on both the value chains within the economy and also the investment timelines. The 

contrast between the BRICS reinforces the importance of investment timelines. The longer the 

investment timelines, the more feasible certain projects become.  

 

The short investment timelines in Brazil had consequences in the neglect of its infrastructure, while 

this is not the case for South Africa, where they have been much longer. However, lengthening 

timelines in Brazil contrasts to shortening ones now seen in South Africa. The best combination is to 



have greater policy certainty along with macroeconomic stability. South Africa needs the policy 

certainty, while Brazil has been lacking the macroeconomic stability. China possibly has the longest 

investment timelines, with lower prevailing interest rates, a stable currency and very long-term 

strategic outlook. The Chinese are prepared to take decisions that can span generations.  

 

What is also clear is that policy never occurs in a vacuum. There are many competing and 

complementary factors that have to be balanced, and this is not always achieved. Economic policies 

are intertwined with social and political demands. Setting policy can be mangled or enhanced - 

depending on a country's National Scars and the National Transitions that it went through. Elections 

also distort, as they shape the political debate and add a measure of populism. There has been a 

global trend towards greater freedom under democratic systems. This is certainly true for South 

Africa, Brazil and India but less true for China and Russia. Two-term limits for a President is the 

norm in most of the BRICS, which helps to refresh the leadership, for the most part.  

 

The compatibility among the BRICS has been important in the formative years of the organisation. 

However, the differences are great and the rivalries are deep-seated. So far the BRICS has been 

mainly a political creation with business and investment opportunities yet to follow. For this to be 

attractive, the value chains need to be enhanced and the investment timelines lengthened. It is not 

apparent that the BRICS will enact the reforms needed in order to achieve the next phase of their 

growth and development.  

 

THE IMPACT OF CAPITAL FLOWS  

 

Capital flows accelerated into emerging markets from 2003 onwards. This was after experiencing 

earlier outflows as a legacy of the 1997 /98 emerging market crisis. In 2008, the positive flows were 

briefly reversed. At the same time, emerging markets have, on the whole, also been in a current 

account surplus. Much of these surpluses have been used to build up foreign exchange reserves. 

What is apparent, however, is that the BRICS have generally attracted a lower proportion of global 

capital flows than other emerging markets. It was only in 2008 where the outflows from emerging 

markets were much less pronounced in the BRICS. South Africa hardly features and the flows to 

and from the country are patchy. The BRICS typically make up more than 50% of the MSCI index, 

but the share of capital flows to the BRICS has been between 0% and 36%. This is possibly 

explained by the low rankings the BRICS generally have in global comparisons such as the World 

Bank's 'Ease of Doing Business', the Fraser Institute's 'Economic Freedom' and WEF's 'Global 

Competitiveness'. Due to the size of the BRICS, they cannot be ignored, but the lesson is that the 

BRICS are not the easiest places to do business and the investment outcomes are not necessarily 



the most lucrative. Indeed, economic growth or success, and market success, are not always highly 

correlated.  

 

TABLE 9: EMERGING MARKET FUND FLOWS AND THE BRICS 

 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

EM FUND 

FLOWS (US$ 

BN) 

-3 

675 

-3 

638 -125 

15 

268 7 686 

32 

459 

32 

539 

51 

060  

-48 

205 

82 

972 95 744 

BRAZIL -102 -103 75 166 -55 583 723 4 356 -185 5 183 1 562 

CHINA 39 38 89 1 250 830 745 8 061 

-5 

854 3 715 7 478 4 008 

INDIA 
-551 -339 248 649 1 836 3 394 1 765 -159 

-2 

508 3 442 1 353 

RUSSIA 36 -63 88 103 102 414 1 009 1 347 1 606 1 868 3 488 

SA -44 18 -17 63 -33 -1,3 92 28 -275 6 53 

BRICS % OF 

FLOWS 
   

15% 35% 16% 36% 0% na 22% 11% 

 

Source: Renaissance Capital 

 

Relative to other emerging markets, the BRICS have indeed started losing ground within the MSCI 

Emerging Markets Index. This reflects some additional evidence of the BRICS starting to lag 

somewhat and further supports this book's title - Half Way There. For the BRICS to regain EM pre-

eminence, more attention will need to be focused by the BRICS' leadership on the tougher 

decisions around the current inflection points. In 9ther words, reform is required.  

 

SHARE OF THE BRICS IN THE MSCI EMERGING MARKETS INDEX 

PHOTO: P319 

 

Source: JP Morgan  

 

Over the 10 years to 2013, emerging markets (EMs) have outperformed the developed markets 

(DMs) by a considerable margin. However, much of that outperformance was front-loaded to 2008, 

with the EMs underperforming in the 2008 GFC. While EMs outperformed in the rebound, there has 

been an extended period of underperformance in the three years to 2013. The relative performance 

of EM and BRIC.S stock markets to the developed markets is testimony to the ebb and flow of 

global capital. Despite losing favour since the GFC, over the longer term the more favourable 



population dynamics, lower debt levels and higher growth potential should see the EMs regain their 

ascendency, and with this the BRICS as well. 

 

RELATIVE PERFORMANCE MSCI WORLD VS MSCI EM 

PHOTO: P320 

Source: MSCI 

  

When the DMs are compared to the EMs, there are strong signs that there are long-term tailwinds 

that could assist EMs. This is in contrast to headwinds facing the DMs. However, to use a cricket 

analogy, the DMs have the runs on the board. The BRICS are only now accumulating the runs. The 

bulk of global capital is still controlled by the DMs and this still undoubtedly determines global 

capital flows. Chinese and Indian success is mainly due to moving away from hard-line ideological 

orthodoxy, but there is some way still to go. This means that policies by the US Federal Reserve - 

such as zero interest rates, quantitative easing (QE) and tapering - will dominate the shaping of 

global capital flows. However, the BRICS have now reached a position where they can start to 

influence global capital flows, even if they are still not in a position to dominate them.  

 

For a good value investor, the valuation of assets is always the key starting point. But caution also 

needs to be exercised especially with the indices. The Top-40 shares dominate the indices in the 

BRICS, and this presents a top-down picture that overshadows the bottom-up opportunities. The 

Top-40 shares are distorted in respect of the way they are split between sectors, and some have a 

multinational nature, which may not be reflective of the underlying local economy. Meanwhile, 

valuations can change rapidly, and earnings can be volatile. The main lesson to be gained from this, 

is that bottom-up stock-picking skills are required to achieve a good investment outcome. The main 

indices are thus not necessarily a good measure of the opportunities that the BRICS financial 

markets offer the investor.  

 

CONCLUSION  

The BRICS have been able to forge an organisation, which is gathering momentum. The difficulties, 

they pose to doing business exposes them to being eclipsed by other emerging markets, such as 

the socalled MINTs - Mexico, Indonesia, Nigeria and Turkey. Already Nigeria has, apparently, 

overtaken South Africa as the largest economy on the African continent. In addition, smaller frontier 

markets are in vogue. With global capital flows focusing on small markets, it's inevitable that these 

markets will rise, and outperform the larger BRICS.  

 

However, neither the MINTs nor the frontier markets will ever match the size of the BRICS as a 

whole, even if they do rival the BRICS as alternative places in which to invest and to do business. 



The BRICS have their individual strengths and weaknesses. It is clear that the BRICS will have to 

implement strategies to regain their leadership on the global stage. 
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Integral to a society's political and economic progress is the treatment of its women. When women 

do have access to rights it is substantive equality that is often difficult to implement and enforce. 

Substantive equality is related to women's access to socio-economic rights such as education, 

housing, health and social security.  

 

In developing countries, the feminisation of poverty is a reality Women are disproportionately poorer 

than men. The reason for this is what is called the publicprivate divide - the split between the 

political and economic sphere, and families and households. Women are associated with the private 

sphere because of their care-giving roles. Women often have double burdens - working in the public 

sphere, but also having to do care work at home, especially when they are single parents.  

 

Three indicators will shed some light on aspects that contribute to the gender gap in equality in the 

BRICS countries: women's representation in government, gender-based violence and infant 

mortality.  

 

Improving parity between men and women in representation in government is an important sign of 

commitment to gender equality, because it shows that women are taken seriously as political 

participants. It also opens the way for women's issues to be put on the policymaking agenda. Many 

countries have fast-tracked women's representation by accepting gender quotas. The 50/50 global 

campaign for 50% quotas for women has been accepted only by the South African ruling party, the 

African National Congress, and led to 45% female MPs in the Parliament which sat until 2014. 

China has only 23% women, Russia 14%, India 11% and Brazil 9%. These low numbers in four of 

the BRICS countries question their commitment to gender equality.  

 



Levels of gender-based violence in BRICS countries are high. Women are the victims of rape, gang 

rape, and sexual harassment, and lesbian women suffer what is obscenely termed corrective rape. 

In 2012, the gang rape of an Indian student on a bus that caused her death created a worldwide 

outrage, as did the gang rape and disembowelment of a South African girl in 2013. The costs of 

gender-based violence amount to millions of dollars annually, and BRICS countries struggle to bring 

the violence under control.  

 

Women's access to health care is also an indicator of development Access to clinics and hospitals, 

as well as contraceptive measures, is often compromised due to a lack of funding. A high infant 

mortality rate is a problem. The infant mortality rate out of 1 000 live births was nine for Russia, 12 

for China, 13 for Brazil, 14 for India and 33 for South Africa in 2013, while it was between four and 

six in the USA, UK and Germany.  

 

When countries take women's conditions seriously it will be reflected in gender-sensitive 

policymaking and gender-responsive budgeting. None of the BRICS countries practise gender-

responsive budgeting, and South Africa's National Development Plan (NDP), that paves the way for 

economic development till 2030, is to a large extent gender-blind. 
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THE DEMOGRAPHIC DIVIDEND AND MARKET PRICING IN CHINA AND INDIA 

Graham Mason 

Executive Vice-Chairman, Eastspring Investments 

 

Both the magnitude and the timing of the economic growth experienced in Asia in the last decades 

can be attributed to the effects of the demographic dividend. The demographic dividend theory 

states that changes in a country's age structure can have significant effects on its economic 

performance.  

 

The demographic dividend is delivered through the increased supply of labour and through the 

accumulation of capital as a response to meeting the challenges of increased longevity and an 

ageing population. The interaction of these two factors leads to growth in productivity, growth in per 

capita income and consumption, and a boost to GDP growth. 

 

China and India both entered the demographic dividend phase during the 1970s. China has 

captured the dividend more fully, with the result that today the per capita GDP in China is just over 

four times that of India (See statistics).  

 



COMPARISON OF STATISTICS 

         CHINA  INDIA 

 

GDP US$ BN (CURRENT) POPULATION (BN) 2012  8.2  1.8 

GDP PER CAPITA (US$)     2012  1.4  1.2 

SHARE OF WORLD POPULATION(%)   2012  6 076  1 492 

OLD-AGE DEPENDENCY RATIO (%)   2012  19.4  17.5 

FERTILITY RATIO      2010  -1.7  2.5 

(CHILDREN PER WOMAN)     2015  

MEDIAN AGE (YEARS)     2015  36  27 

 

Source: IMF, UN, Credit Suisse 

 

However, India has a greater potential to continue to reap the demographic dividend, as it has a 

higher fertility ratio of 2.5 and a lower median population age of 27. While India's current total 

population of 12 billion is 140 million fewer than China's 14 billion, It is expected to overtake China 

as the world's most populous country in 2028. More importantly, the labour force in China has 

started to shrink because of the effects of the one-child policy that was put in place in 1979. 2012 

was the first year that the total labour force in China declined, and this was followed by a second 

year of decline in 2013. China is exiting the phase of the demographic dividend, and in many ways 

will see its population age before its population gets rich. India, with its growing population, still has 

the chance to take advantage of its demographic bulge.  

 

Importantly, while economies undergoing the demographic transition have an opportunity to 

capitalise on the demographic dividend, the process is by no means automatic - it requires the 

correct institutional and governance structures which enable labour force participation and the 

accumulation of capital. India's current economic malaise indicates that the correct structures are 

not in place, and it will take a concerted effort on the part of government to set the country on the 

right path.  

 

How have the markets priced in these divergent outlooks for China and India? The Price/Book (P/B) 

of the MSCI China index is at a substantial discount to the World P/B which suggests the market 

appears to have more than priced in the slower prospective growth resulting from the demographic 

outlook. The P/B of the MSCI India index has also de-rated, but is at a 75% premium to China. The 

India market appears to be pricing in the scenario where the ongoing demographic dividend will be 

captured. In order for this to happen, the government has to create the necessary institutional and 

governance conditions - whether or not this happens, remains to be seen. 



Chapter 12 

 

Geopolitics: The G7 & BRICS 

 

(IMAGE P 324 CHESS) 

 

Introduction  

 

During the mid-1970s, the G6 (France, Italy, Japan, UK, US, West Germany) was formed, and it 

consisted of the six largest and wealthiest developed countries. It became the G7 after Canada was 

added to the group in 1976. The group ostensibly meets to discuss issues related to the economy 

and finance. Russia was included in the group in 1998, subsequently referred to as the GS. In 

March 2014, Russia was suspended from the group in response to the annexation of Crimea.  

 

The grouping was formed in the wake of a number of developments in the 1970s, including the 

global oil crisis and the move to floating exchange rates that followed US President Richard Nixon's 

closure of the gold window. Although the group was formed to discuss and collaborate on matters of 

mutual interest, in many ways the G7 members are rivals in the area of global trade and other 

economic interests. However, they have found common interests and do influence policies in bodies 

like the IMF and the World Bank.  

 

The largest emerging market economies of the BRICS are excluded from the G7. Yet in sheer 

economic size, the BRICS economies have overtaken a number of the G7 economies in the last 

decade. A number of the BRICS countries have global ambitions and the G7 is increasingly seen as 

an anachronism, lacking true representation amid the new unfolding global geopolitical realities.  

 

Following the collapse of the Soviet Union, the US has played the role of the global policeman. It is 

also dominant in the financial world, and the US dollar remains the cornerstone of global finance 

and trade. The dollar is virtually unchallenged as the world's reserve currency, although, Beijing has 

ambitions in this area.  

 

The BRIC grouping was first conceptualised as an economic description at the turn of the Millenium. 

However, the group was formally constituted and had its first summit in Russia in 2009. China was 

instrumental in inviting South Africa to join the group in 2010, and it then became known as the 

BRICS. 

 



The formalisation of the BRICS grouping was driven by politics and diplomacy. Initially, this has 

been mere political theatre with little relevance to the business and investment community. 

However, this is changing with the formation of various cooperation groupings under the BRICS 

auspices, including the BRICS Business Council. There is also the controversial agreement to form 

the New Development Bank, which should increase the investment and business relevance of the 

BRICS grouping. 

 

Over time, the BRICS bloc will establish a greater influence over world affairs, when its institutions 

become more functional. The formation of the G7 was a response by the largest developed world 

economies to look after their specific interests. The formation of the BRICS can be seen as a 

response by the largest players in the developing world to form a grouping to counterbalance this 

and drive their own agenda on the global stage.  

 

Critics of the BRICS suggest that it is a group that will not last, due to the disparate interests of the 

member countries. In many ways, the different countries have been rivals and competitors with very 

little in common. Time will tell. So far, there has been a strong political will to underpin the BRICS 

organisation. The crucial question is whether sufficient investment and business drivers will follow?  

 

BRICS AMBITIONS  

 

The dominance of the developed world over global affairs over the past two centuries sits 

uncomfortably with some of the BRICS nations. Both China and India have historically been world 

powers that were eclipsed by the rise of the West. Neither nation describe themselves as 

developing with cultures and civilisations that are millennia old. Both experienced a decline in their 

prestige and influence in world affairs. As their economic fortunes change their global influence will 

grow.  

 

TABLE 1: NOMINAL GDP IN US$ (BN) 

 

RANK 1995 2015 (FORECAST) 

1 USA (7 664)  USA (18 366)  

2 Japan (5 334)  China (10 940)  

3 Germany (2 525)  Japan (5 021)  

4 France (1 573)  Germany (4 082)  

5 UK (1181)  France (3 021)  

6 ltaly(l 132)  UK (2 992)  



7 Brazil (770)  Brazil (2 341)  

8 China (728)  Italy (2 263)  

9 Canada (602)  India (2 172)  

10 India (367)  Russia (2 109)  

11 Russia (313)  Canada (1 850)  

12 South Africa (151) South Africa (373) 

 

Source: IMF 

 

In 1992, all the G7 countries had nominal GDPs larger than that of any BRICS countries. This was 

still largely true in 199 5, with the exception of Canada, which had fallen behind both Brazil and 

China. However, by 2002, the Chinese econnomy became the secnond biggest economy in 

purrchasing power parity (PPP) tems, with Japan falling into third place. India pushed Japan no 

fouth place in 2011 when measured by GDP in PPP items. By 2015, the UK, France, Italy and 

Canada will be ranked behind all the BRICS except South Africa, as depicted in Table 2 below.  

 

TABLE 2: NOMINAL GDP (PPP) IN US$ (BN) 

 

RANK 1995 2015 (FORECAST) 

1 USA (7 664)  USA (18 366)  

2 Japan (2 880)  China (15 968)  

3 China (1 838)  India (5 872)  

4 Germany (1 804) Japan (4 968)  

5 France (1 236)  Germany (3 450)  

6 Italy (1 178)  Russia (2 734)  

7 UK (1161)  Brazil (2 617)  

8 India (1 105 )  UK (2 604)  

9 Brazil (1 031)  France (2 414)  

10 Russia (995)  Italy (1 901)  

11 Canada (691)  Canada (1 651)  

12 South Africa (238) South Africa (648) 

Source: IMF  

 

The rise in the prominence and size of the BRICS economies in relation to the G7 means that there 

is now greater ambition by this new grouping to have a bigger say over global affairs.  

 



For instance, countries that find themselves in trouble can turn to the World Bank and the IMF 

Policies at both these institutions are dominated by the developed world, and by the US in 

particular. Countries that gain assistance from these bodies are usually obliged to undergo 

restructuring and to implement reforms. Sometimes painful remedies that place the political 

establishment under pressure are involved. Such measures are known as the Washington 

Consensus and are described as 'neoliberal' economic policies -designed to rid the economies of 

unsustainable practices such as protectionism, Subsidies, budget deficits, and other market 

interventions such as exchange controls. 

 

The formation of the BRICS Development Bank will establish a mechanism to advance loans and 

render assistance to BRICS members and other developing economies outside of the Washington 

Consensus framework. In this sense, it can be argued that an alternative to the Washington 

Consensus is evolving, which we will dub the 'Beijing Consensus'.  

 

TABLE 3: CONSENSUS COMPARISON 

 

 WASHINGTON CONSENSUS 

‘NEOLIBERAL’ 

BEIJING CONSENSUS 

‘DEVELOPMENTAL STATE’ 

Fiscal policy Budget balance Countercyclical  

Public 

spending 

Directed to education, health, 

infrastructure  

Subsidies, incentives  

Also directed to education, 

health  

Tax reform Moderate taxes, wider tax base  Tax & spend  

Increasing scope and number  

Interest rates Market-related, positive real rates  Low interest rates as a tool to 

stimulate growth  

Exchange 

rates 

Market-determined, competitive  Managed  

Trade Liberalisation, elimination of 

restrictions  

Export-orientated, import 

substitution  

Foreign Direct 

Investment 

Liberalisation of inward FDI  Capital controls and 

government oversight  

SOEs Privatisation Essential for the state to drive 

economic policy  



Regulation Deregulation and abolition of any 

rules that restrict market entry or 

competition  

Important to control 

participants in the economy to 

conform to state policy  

Property rights Stronger protection, emphasis on 

investor rights 

Able to be compromised for 

the 'greater good', 

Subordinate to government 

economic policies 

Note: The 'Beijing Consensus' is our interpretation on an alternative way of thinking as opposed to 

the 'Washington Consensus’, which is a more formalised framework.  

 

The Washington Consensus has provided the guidelines which the IMF and World Bank have 

applied when they have been approached for assistance by emerging market countries. While the 

GFC was essentially a debt crisis of the developed countries, the application of policy by the 

developed world was anything but the Washington Consensus. The Washington Consensus is 

applied to eliminate the conditions and policies which brought instability to a country in the first 

place. Sometimes that meant painful adjustments would intensify the crisis in the short term, but 

that established a long-term sustainable recovery. These measures are not at all popular, and 

sometimes it is politically impossible to implement them without a crisis. However, the measures 

doled out to countries of the developed world avoided virtually any policy that involved a painful 

adjustment. The debt crisis was 'resolved' with more debt and even more regulation. Those 

institutions judged too big to fail were made even bigger.  

The irony, then, is that the Washington Consensus has been applied to emerging markets, while it 

is the 'Beijing Consensus' that was applied in Washington and London. The GFC brought zero 

interest rates and quantitative easing (QE) to the US, UK and Europe. 

 

Which consensus is correct? The painful application of the Washington Consensus in EMs during 

their 1997 crisis was followed by a prolonged robust recovery. In sharp contrast, the developed 

world has languished in an anemic recovery in the wake of measures more akin to the Beijing 

Consensus.  

 

The BRICS Development Bank will help to extend the reach and influence of the BRICS into Africa 

and the broader emerging markets. This is part of the geopolitical ambition of the BRICS - to wean 

the developing world off its dependency on the US and the West for developmental capital. Will the 

BRICS Development Bank merely serve to enhance the BRICS' influence, but without the 

necessary, but usually painful, reforms? The BRICS Development Bank may degenerate into a 

sovereign slush fund if there are efforts to achieve greater influence, with the primary purpose of 

disintermediating the Bretton Woods institutions.  



 

China is already positioning its own currency as a potential reserve currency, in competition with the 

US dollar. Chinese trade in terms of imports and exports is larger than that of the US. This is an 

important factor in helping to establish the renminbi as a global transaction currency. The Chinese 

have established swap agreements and facilities with a number of trading partners so that the 

currencies can be directly convertible. They have set up arrangements in a number of financial 

centers to facilitate the trade in renminbi. The Chinese have been accumulating gold to bolster their 

currency, backing for when the authorities move to make the renminbi fully convertible.  

 

The BRICS Development Bank may not necessarily even use the US dollar as its base currency. 

The BRICS Development Bank may well use the renminbi, or operate a hybrid BRICS currency on 

similar lines to the Special Drawing Rights of the IMF So it is possible that the BRICS Development 

Bank will be used as a vehicle to help challenge the hegemony of the US dollar. This implies the 

global transaction platform looks set to shift a multi-currency regime.  

 

ECONOMIC METRICS: G7 AND BRICS  

 

When the GDPs of the BRICS and the G7, are combined the share attributable to the BRICS has 

grown substantially, to a point where the BRICS influence can be felt. In 1992, the BRICS share of 

the combined nominal GDP of the 12 countries (BRICS + G7) was below 8% with the G7's share at 

over 92%. By 2013, the BRICS share had moved up to over 30%, with this proportion expected to 

continue to grow.  

 

The collective size of the BRICS economies now matches that of the US, and already Brazil's 

economy is of similar size to the UK, France and Italy. 

 

SHARE OF COMBINED G7 AND BRICS NOMINAL GDP 

(GRAPH P330) 

Source:IMF, Investment Solutions 

 

On a nominal GDP, based on market exchange rates, the BRICS share of the collective GDP is 

expected to rise to 32% in 2015. However, that share is forecast to be 44% when the PPP GDP 

measure is used. This is an indication that the BRICS generally have undervalued exchange rates. 

 

G7 AND BRICS GDP (PPP) 1992   G7 AND BRICS PPP GDP 2015 (FORECAST) 

 

(PIE CHARTS P330)    



 

Source: IMF, Investment Solutions 

 

The economic development of the BRICS has been driven by an increase in capital formation and 

investment. In the early 1990s savings (capital formation) was dominated by the developed world. 

The 1997 emerging market crisis reversed that trend, as deficits were cleared and emerging market 

economic progress was built on a platform of surpluses. Capital formation in the BRICS is expected 

to match that of the G7 by 2015. This is \mportant, as it helps tilt the power base from the G7 to the 

BRICS countries. The G7 no longer dominate capital formation, and the implication is that their hold 

over the global economy will also wane. 

 

G7 AND BRICS SAVINGS (%GDP) 1992  G7 AND BRICS (%GDP) 2015 (FORECAST) 

 

(PIE CHARTS P331) 

Source: IMF, Investment Solutions 

  

Capital formation has also translated into investment. The higher levels of investment as a 

percentage of GDP in the BRICS will help to sustain the higher growth rates. Again, the investment 

levels in the BRICS are expected to virtually match that of the G7 by 2015. GDP growth has 

followed investment and the BRICS GDP could match that of the G7 before 2030. 

 

G7 AND BRICS INVESTMENT 1992  G7 AND BRICS INVESTMENT 2015 (FORECAST) 

 

(PIE CHARTS P332) 

 

Source: IMF, Investment Solutions  

While capital formation and investment have forged ahead in the BRICS, debt levels have risen 

much further among the G7. Economic growth among the BRICS has been less debt-dependent 

than within the G7. The BRICS have been able to grow their economies at a faster rate than the 

rate at which debt has grown. Their government debt to GDP ratios are expected to decline to 31 % 

in 2015, well down from 44% in 2000. However, the G7 government debt to GDP ratio will have 

risen from 76% in 2000 to an expected 127% in 2015. The G7 countries have not only achieved far 

lower growth than the BRICS, but that growth has been on the back of much higher debt 

accumulation.  

 

G7 AND BRICS DEBT: GDP 

 



(GRAPH P332) 

 

Source: IMF, Investment Solutions 

 

The G7 states have held a dominant share of the combined total debt levels of the two blocs. This 

implies that the BRICS have a lower debt risk than the G7 nations, along with higher growth and 

capital formation.  

 

The higher levels of debt in the G7 will mean that the debt markets, and the development of these 

debt markets, will continue to be dominated by the G7. The caveat to this data lies in understanding 

the full extent of Chinese debt, which is not fully accounted for in the officially declared numbers.  

 

G7 AND BRICS GOVERNMENT DEBT (US$) 

 

(GRAPH P333 TOP) 

 

Source: IMF, Investment Solutions  

 

The BRICS have another competitive advantage in terms of the level of government spending as a 

proportion of the total size of the economy. The burden of government expenditure has stayed 

below 30% of GDP for the BRICS, while it is over 40% for the G7. From an investment and 

business perspective, the lower tax burden boosts the viability of investment through higher returns, 

which compound over time supporting more investment.  

 

GOVERNMENT EXPENDITURE% GDP 

 

(GRAPH P333 BOTTOM) 

 

Source: IMF, Investment Solutions 

 

The BRICS economies have also been in surplus in their balance of payments compared with the 

deficits of the G7. This was not the case before 1997, when both country groupings were close to 

balance. Following the 1997 emerging market crisis, the overall BRICS surpluses have been 

sustained.  

 

Despite this general pattern, the agglomerated data does hide a very mixed underlying picture. 

Within the G7, the German and Japanese current accounts have been in long-term surpluses. 



Among the BRICS, Brazil, India and South Africa have recently struggled with large current account 

deficits which have put downward pressure on their currencies. 

 

G7 AND BRICS CURRENT ACCOUNT BALANCE 

 

(GRAPH P334) 

 

Source: IMF, Investment Solutions  

 

The economic rise of the BRICS in relation to the G7 means that the dominance of the developed 

world is being challenged. While the G7 group is still dominant in sheer economic size, the gap is 

closing. They already match the G7 in terms of capital formation and the size of investment into 

their economies _ both of which point to continued economic outperformance. The BRICS growth 

performance has been achieved with far lower dependence on debt than their developed counter 

parts. There is a lower burden of government on the economy, and the BRICS largely have current 

account surpluses.  

 

The formation of the BRICS grouping appears to be opportune, at a time when their economies 

have been outperforming the G7. lt seems to be a matter of time before the G7 is fully challenged 

on the global stage. In many ways, the BRICS members have less in common with each other than 

the ties that bind the G7 partners. BRICS members have been at war with one other - over disputes 

which are still not fully resolved.  

 

On the global stage, the expansion of the G6 to G7 and then to the G8 was to take into account the 

shifts in global geopolitics. This has been expanded to the G20, which includes the most important 

countries in both the developed world and emerging markets. Within the G20, there are fault lines 

between the original G7 and the remaining countries. The BRICS grouping is consequently an 

emerging market response to counterbalance the influence of the G7 and particularly US 

hegemony. 

 

PERSONALITY DISORDERS IN THE BRICS  

 

Each of the BRICS have their own idiosyncrasies, which were shaped by their respective histories 

such as their National Transitions and National Scars. From a geopolitical perspective, these 

National Scars do have implications. But the nature of the different political systems also has an 

impact on the way each BRICS member country interacts with the rest of the world.  

 



Russia, China and India are all located in a part of the world with unresolved tensions. These arise 

from many factors such as religion, territorial disputes and nationalism.  

 

India and China were at war in the early 1960s, and the border between China and India remains in 

dispute. India has border disputes or uncertain delineation of national boundaries with virtually all 

her neighbours. Yet it is in the Kashmir region where most of the tension lies, as Pakistan, India and 

China all lay claim to parts, or all, of this region. One of the Indian National Scars, of colonialism and 

the pain of the partition, means that it is unlikely to yield in any negotiations, and the other parties 

are also unlikely to compromise. An independent Kashmir is out of the question, as that would 

potentially threaten the unitary state of India. However, India does not have strong global 

geopolitical ambitions. Just as India does not want to be dominated, it does not want to subjugate 

others.  

 

India can be described as an introvert, who does not want to play with its neighbours or the rest of 

the world. Its economy is quite insular, and foreign involvement in its economy is low. However, to 

escape its own internal dysfunctional environment, its business community is searching for external 

opportunities.  

 

In contrast, Russia can be described as the neighbourhood bully: During the prolonged Soviet era, 

the Russians were a global superpower. While the communist system was hated by many 

Russians, the idea of being a global superpower was not. This is the nostalgia of the older Russian, 

to see the country return to its former glory: Its economy has been revived on the back of oil and 

gas. The economic revival has enabled Putin to rebuild the military that he is ready to use - as with 

the invasion of Georgia in 200 8, and the annexation of Crimea in 2014. The pretext for these 

actions was to safeguard indigenous Russian populations, which are present in all of the former 

Soviet Republics. Putin is seeking to subjugate the former Republics as vassal states aligned to 

Russia. A huge motivating driver is Russia's own National Scar - fear of foreign dominance. This 

seeks to reestablish a buffer around Russia as part of its military strategy. 

 

There are many minority Russian populations contained in most of its neighbours. This was as a 

result of movements of people (very often forced) during the Soviet era. Russia was the very 

dominant Republic within the Soviet Union. The consequence is that the Russians interfere in the 

internal affairs of all their neighbours, and Moscow backs this interference with military force. It won't 

tolerate further breakaways from Russia, and has had to put down secessionist movements in the 

Caucasus Republics of Chechnya, Dagestan and Ingushetia.  

 



In terms of foreign relations power play, the Russians under Putin have positioned themselves as 

the adversaries of the US. They have not cooperated with the US in dealing with countries like Syria 

and Iran. Diplomatically, Putin has out manoeuvred the US in the Middle East and Ukraine. Russian 

support for a rival currency to the US dollar places it on a collision course with the US.  

 

China is the quiet silent type but one that is boiling from within. They continue to resent the foreign 

dominance of the 19th and early 20th Centuries. Secretive, and still under a communist yolk, the 

Chinese are using their economic resurgence to re-establish themselves as a global superpower. 

This includes the re-absorption of Taiwan, which Beijing regards as a renegade province. The 

Chinese enjoy their reestablished dominance of world trade and their industrial might. The military 

is being built up. Already the Chinese have the largest standing army in the world, and are 

establishing the capacity to be able to project that force to the wider region.  

 

China has many disputes within her region. China has fought wars with a number of countries since 

the communist takeover in 1949, including India and Vietnam. There are also several islands in the 

South China Sea such as the Spratleys, which are disputed by Vietnam, the Philippines, Brunei, 

Malaysia and Taiwan; and the Senkaku-shoto (Diaoyu Tai) islands are claimed by Japan, China and 

Taiwan.  

 

China is also seeking to establish itself as a dominant power in Africa. So far this has been done 

through cheque-book diplomacy, but if Beijing were to follow the route of the US, military bases 

could be established.  

 

China will essentially be coming of age when it successfully establishes its currency as a global 

reserve and transaction currency, knocking at the US dollar's dominant perch.  

 

Brazil suffers from the short man's syndrome. It has woken up to the fact that it is potentially a 

significant power on the global stage but it is yet to be taken seriously. It has had some impact on 

WTO trade rounds in agriculture, but apart from this Brazil has largely been an introspective country 

both economically and politically. Despite its regional dominance it has no noteworthy regional or 

global ambitions other than more prominent participation in world bodies. Brazil seeks a permanent 

seat on the UN Security Council, but so far the reforms which might allow this have not materialised.  

 

South Africa has an identity crisis. Smallest amongst the BRICS, a giant in Africa, its inclusion 

reflects the way that it punches well above its weight diplomatically. South Africa claims it has taken 

on the mantle of BRICS membership in order to represent Africa. It is uncertain whether Africa 

accepts South African leadership, as many of the continent's larger players are gaining self-



confidence -especially Nigeria, which now claims to be the largest African economy. While South 

Africa regards itself as a gateway into Africa, there are a number of countries that are also 

positioning themselves as alternative gateways, including Nigeria, Kenya and Mauritius. In a similar 

way to Brazil, South Africa is unchallenged in Southern Africa and has a low risk of external threat. 

South Africa is also lobbying for a permanent seat on the UN Security Council. Its BRICS 

membership leaves South Africa with some difficult issues. The dispute between Japan and China 

means that South Africa may have to act with expedience rather than principle. China is the BRICS 

nation that led the way in extending membership to South Africa. Yet Japan is also an important 

investor in, and trading partner for, South Africa. Similarly, South Africa's diplomatic approach to the 

crisis between Russia and Ukraine offered difficult choices between siding with a BRICS partner or 

joining the international community in condemning territorial aggression. 

 

The political drive and political will to make the BRICS grouping work is strong. There are 

determined initiatives to widen the relevance of BRICS beyond just politics, to include business and 

investment. Other initiatives to strengthen ties in areas like science and technology. Unresolved 

disputes among the BRICS threaten the organisation's cohesion.  

 

The BRICS have a growing economic weight which will shortly eclipse the traditional global 

economic powers of the G7, and if this is supported by political cohesion, the tectonic plates of 

global power will shift from the old order to the new. This would certainly make the world a more 

interesting place, if only in the sense of the old, fabled, Chinese curse: "May you live in interesting 

times ... " 

 

SOUTH AFRICA AND AFRICA  

 

South Africa has been an important catalyst for the resurgence of other economies in Africa. Its own 

economy is by far the most diverse and technologically advanced. The end of apartheid saw the 

reintegration of the South African economy with the rest of the continent. Economic integration has 

helped to generate growth in a number of African countries, in a way that affects many business 

sectors. This has added impetus to growth, which in the past had been characterised by the 

dominance in many national economies of a single commodity. The Zambian economy was a case 

in point, having been virtually entirely dependent on copper - as was Nigeria on oil and the Ivory 

Coast on cocoa. Foreign investment tended historically to focus on one narrow commodity sector, 

laying the platform for macroeconomic instability.  

 

Numerous economies on the African continent have managed to generate strong, sustained growth 

over the last decade. These economies proved to have some resilience during the GFC. This was in 



contrast to previous periods where African economies were the worst affected by any global 

slowdown, and took the longest to recover. One of the reasons for this positive outcome has been 

South Africa has the only strong multi-sectoral economy on the continent, and its investment 

patterns reflect this.  

 

Two principle factors have unlocked growth in Africa. The first is an improvement in governance, 

which has helped to lengthen investment timelines, and improve investor confidence. In this regard, 

South Africa has led the establishment of the New Partnership for Africa's Development (NEPAD), 

which aims to improve governance through measures such as the peer-review mechanism.  

 

The second growth catalyst has been the introduction of cellular telephony, which has enabled 

greater access through communications to the modern economic era for the broader population. 

South African investment through companies like Vodacom and MTN has helped to spread this 

regeneration. South Africa's geopolitical ambition in the region is to be gateway into Africa for 

investors. It has the best infrastructure, particularly in financial services, to facilitate this. However, 

its economic growth rate has not kept up with that of the rest of the continent. While the South 

African economy has been a laggard, its outward investment patterns have been more those of a 

leader. No other African country has the corporate strength and capacity that is embedded within in 

South Africa. It is in this regard that South Africa will continue to play a leading role in Africa.  

 

From a diplomatic perspective, South Africa has also deployed its military in a number of 

peacekeeping missions within Africa. 

 

But South Africa may struggle to be an African gateway over the longer term. When the appropriate 

infrastructure investment is made in places like Kenya and Nigeria, they will have closer airports 

and harbours available than those on the Southern tip of Africa. The financial services sector is the 

one area where South Africa could dominate for a long period. However, South Africa is not the 

easiest base from which to run pan-African financial services, due to the continued existence of 

exchange controls, and increasing regulation.  

 

CONCLUSION  

The challenge to post-World War II dominance of the global economy by the G7 is unfolding. The 

largest emerging markets have already overtaken some of the largest developed markets. The 

majority of the world's population is also located within ascendent emerging markets. The G7 is 

being eclipsed in essential economic measures such as capital formation and investment. The 

BRICS have also achieved recent economic progress with less debt and have lower government 



spending burdens than the G7. The BRICS can be expected to continue gaining ground over the G7 

probably for the next generation, leading to changes in the global order. 
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SOUTH AFRICA – A CATALYST FOR AFRICAN DEVELOPMENT 

 

The BRICS exemplify the crucial role emerging economies play in advancing the restructuring of the 

global political, economic and financial architecture into one that is more equitable, balanced, and 

which rests on the important pillar of multilateralism The establishment of BRICS signalled the 

unfolding of a New World Order where the balance of economic, as well as political clout, is 

gradually but decidedly shifting from the developed Western countries to new emerging centres of 

power in the developing world. The five BRICS countries are the visible face of this movement.  

 

South Africa actively sought membership of BRICS as it found significant resonance in the positions 

held by BRICS members on major issues affecting the world. South Africa also recognised the 

potential benefits this membership would bring. BRICS membership is an important lever to propel 

South Africa's ambitious development agenda, as enunciated in its National Development Plan 

(NDP), the government's blueprint for eradicating poverty and growing the economy up to the year 

2030. In the words of President Jacob Zuma, membership of the BRICS "fits in well with our NDP 

objectives of raising employment through faster growth, improving the quality of education, skills 

development and innovation, as well as building the capacity of the state to play a developmental, 

transformative role". 

 

BRICS membership also provides an ideal platform for South Africa to further add its voice to the 

call for a more inclusive and representative global system of governance: the reform of the United 

Nations, including the Security Council, and reshaping of the international economic and financial 

architecture. In turn, South Africa's BRICS membership has further enhanced the group's influence 

on global affairs and added a new dynamic to its work, in particular opening new opportunities for 

constructive and mutually beneficial engagement with the African continent.  

 



The extension of the BRICS to include South Africa in December 2010 was an affirmation of the 

country's importance in the world, particularly its huge contribution to African development. South 

Africa is an important gateway to Africa - a continent with a population of over one billion. 

 

Although South Africa has the smallest GDP in the BRICS, its value to the group is indisputable As 

aptly demonstrated by its successful hosting of the 5th BRICS Summit in Durban in March 2013, 

South Africa's importance to the group derives largely from its catalyst role in promoting the African 

agenda and its centrality in driving key development initiatives on the continent. South Africa, as 

Chair of the 5th Summit, secured the participation of a select group of African heads of states and 

government, representing the African Union (AU) and eight regional economic communities (RECs) 

in a special African Dialogue Forum. This provided a unique opportunity for the BRICS as a 

collective to seriously engage with leaders of the continent around areas of cooperation.  

 

Many observers are predicting that Africa, which currently has six of the fastest growing economies 

in the world, will be the next major growth point after Asia. South Africa's membership of BRICS 

underlines the country's growing international stature and its increasing significance for those 

seeking to venture into the expanding African market. 

 

Brian Molefe 

CEO, Transnet and Member of the BRIGS Business Council 

 

(IMAGE P341) 

 

BANKING ON BRICS 

 

BRICS is probably the most important coming together of the countries of the South since the end 

of WWII. I can't think of a time when such powerful developing countries have come together to 

form a bloc. Typically in the past, such formations have been political in nature, such as the Non-

aligned Movement - although some have been organised around 

regional economic interests like SADC, Mercosur or the Association of Southeast Asian Nations 

(ASEAN) The BRICS have the capacity and the capability of bringing resources together. They 

have markets and straddle different continents. More importantly, they can pool their resources. 

 

There is work underway to build the BRICS Development Bank, with its capitalisation of $100 billion. 

This is very significant, as this Bank would be used to fund development projects, to facilitate trade 

between the five member countries, and other emerging markets. South Africa sees itself as the 

representative of the entire African continent, and  



President Jacob Zuma ensured there were direct discussions between African leaders and leaders 

of the BRICS at the Durban BRICS Summit which he hosted in 2073. So I am confident we will have 

a Bank funding development projects in the five BRICS and in Africa. 

 

The heads of government have said this Bank will complement the work of the Bretton Woods 

institutions - the IMF and the World Bank. These two institutions were set up with a mandate to 

support developing nations, but there has been concern at the price of that support, with policies 

being thrust down the throats of aid recipients. The IMF and the World  

Bank are heavily influenced by the US, whereas the new BRICS Bank will serve the interests of its 

founding nations, and will free African countries from the dominance - and the monopoly on 

providing capital - of the Bretton Woods institutions. For the first time there will be an alternative 

source of development capital, and this will break the stranglehold, and from where I sit that is very 

significant. 

 

The African continent is growing at 5% a year, which is higher than South Africa's 3% annual 

growth, and so Africa has the potential to boost our own growth rate as intra-Africa trade develops. 

However, this African surge will require infrastructure, and the infrastructure will need to be funded. I 

have held discussions in Ghana, Tanzania, Uganda and elsewhere about the maintenance and 

expansion of the rail systems and have been told that the World Bank does not regard the funding 

of rail projects as a priority. We in South Africa are investing R300 billion over seven years in ports, 

rail and pipelines - with two-thirds of that going to rail. We are able to raise capital in a way that 

many of our African counterparts cannot.  

 

I see the BRICS Development Bank providing funding elsewhere in Africa for rail, ports and other 

vital infrastructure, providing an alternative to the IMF and the World Bank. This is a Non-aligned 

Movement with money.  

 

It will also be interesting to see the extent to which the BRICS Bank will operate in the currencies of 

its member nations, as in time it could play an important role in offering an alternative to the dollar in 

the funding of development projects. 

 

Lumkile Mondi 

Former Chief Economist, Industrial Development Corporation 
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THE BRICS BANK 

 



The BRICS nations' decision to fund their development to the tune of $100 billion, through the new 

BRICS Development Bank, drove the final nail in the sceptics' coffin. The reserves are aimed at 

financing joint development ventures and are set to challenge the dominance of the World Bank and 

the IMF. Some of us remain sceptical about the need, capability and effectiveness of the new 

institution.  

 

We should not forget that South Africa under General Jan Smuts was at the forefront of the 

formation of the League of Nations, now the United Nations. It was through the League of Nations 

that the Bretton Woods institutions of the World Bank and \MF were born. The intention was to fund 

the reconstructions of Europe post-World War II, and to provide balance of payments support for 

countries with deficits.  

 

The BRICS nations have been major participants in policy formulation and investment decisions in 

the Bretton Woods institutions, including the introduction of Structural Adjustment Programmes in 

the 7980s. The Structural Adjustment Programmes were needed because of a dominance of the 

neoclassical economic doctrine of free markets, no state intervention and export-led development. 

The economic ideology of the BRICS is of interest. with Brazil and South Africa having supported 

industrialisation through import substitution, with high tariffs against imports to protect so-called 

infant industries. In the case of India, they have always been eclectic, with the state intervening to 

address market failures, but allowing the market to determine prices. However, China and Russia 

have historically believed in the importance of the state as the key driver for economic development. 

Although that changed with the collapse of the Soviet Union, there is still an attraction by the 

leadership to state involvement. China has pursued state capitalism in its industrialisation process, 

using markets to address some rigidities, although the state still controls significant sectors of the 

economy. 

 

The BRICS nations therefore do not necessarily present a unified perspective on economic policy. 

Their capabilities differ, some are lacking in various areas, but they are ambitious in taking on the 

developed nations. It is argued that through the formation of the BRICS Development Bank, China 

would like to diversify its exposure to the US, particularly its dollar holdings, while at the same time 

promoting the Chinese remnimbi as the third currency of choice behind the euro and the dollar. The 

BRICS nations have very strong development finance institutions including the BNDES in Brazil and 

the African Development Bank. These BRICS institutions have knowledge and know-how in Africa, 

are dynamic and innovative, and know what works and what does not work in supporting 

development. Africa does not have a shortage of capital; it is handicapped by its political leadership. 

 



The BRICS Development Bank is a political project of the BRICS nations. Will it be a bank without a 

human face, such as the World Bank in the 7980s? Given its political bias and lack of policy clarity, 

and BRICS member South Africa's silence over human rights abuses in many of the African 

countries with whom the new BRICS Bank will be dealing, this project is doomed to fail. 

 

Bradley Amoils 

Portfolio Manager, Axiom International Investors 

 

THE GEOPOLITICS OF THE G7 AND THE BRICS 

 

As I reflect on a 1914 black-and-white photograph of a very familiar local Manhattan corner in my 

neighbourhood that I studied yesterday, I try to digest the remarkable changes that have occurred 

over the past 100 years. Gone are the trolley cars, horse and carriages, gas street lamps and large 

hats. Considering the geopolitics of the G7 and BRICS, I see many similarities to the world in 1914, 

exactly a century ago. Today, fortunately, the world is far calmer place, unlike the horrid violent 

events which began in 1914 with the onset of the first of two World Wars. However, today, as then, 

we are not without significant geopolitical risks. Notwithstanding the recent events in Ukraine, my 

recent observations of financial markets and geopolitics move today's focus away from Europe and 

towards Asia where some of the problematic imperialist, nationalist and militaristic traits of 1914 are 

emerging.  

 

That China is the most populous country in the BRICS, and also the home of the world's largest 

military force (over twice the size of the US army), so clearly confirms that Asia will be the centre of 

geopolitics for the next century, similar to the role Europe played in 1914. Recent Chinese actions 

confirm China's imperialistic intentions. These involve trying to restrict access to airspace, and 

comments that China is preparing for a short sharp war, most likely over the islands in the China 

Sea. Japan, China's most direct dversary in this territorial dispute, now has a leader in Prime 

Minster Abe who is nationalistic and extremely popular - who as part of his economic recovery 

agenda plans on re-establishing and reinforcing a Japanese Army, as opposed to the Japan Self-

defense Force. This is certainly fuelling the dispute over the Senkaku Islands in the South China 

Sea. To add additional regional uncertainty, the South Koreans are not really moving ahead 

effectively in their detente with their northern neighbour in preparation for the inevitable implosion of 

North Korea's Kim dictatorship and the uncertain future that event would precipitate - remembering 

that they are a nuclear power. Confirming the priority and urgency of the events in the region to the 

G7, Asia was a critical stop for US Vice-President Joe Biden late in 2013, and the region continued 

to be a priority with a planned trip to Japan and South Korea in April 2014 by US President Barack 

Obama.  



 

For the BRICS, other concerns clearly exist. Russia and its President Vladimir Putin, probably the 

globe's current key power player, face significant economic hurdles. Russia, like Brazil, Indonesia to 

some extent, and South Africa, is all-too-geared to commodity prices, which are being suppressed 

by the new paradigm of slower aggregate emerging market growth and less emphasis on 

infrastructure spend Brazil, Russia and South Africa will have to transition their economies in the 

direction of more value-added service industries, which is a difficult task, and will expose these 

countries and their governments to significant domestic socio-economic risks as they transition.  

 

But if you take a step back, the overall future is bright for both a post-financial crisis G7 and the 

BRICS (be they less dynamic than they were over the past ten years). I am particularly encouraged 

as we enter the equivalent of the second industrial age, this time driven by affordable and 

ubiquitous availability of knowledge and processing power that will trigger a better, more robust and 

sustainable global economic growth phase. The transformative effect of delivering the Internet via 

devices such as smartphones, tablets and affordable PCs to the entire population of the globe will 

be very helpful in influencing the problems of poverty and poor access to health care and education. 

Of course, all of this comes with enormous geopolitical and economic consequences. 

 

Dr Greg Mills  

Head, Brenthurst Foundation and Author of Why States Recover 
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GOOD OR BAD- WHAT MIGHT THE BRICS OFFER? 

 

We have learnt the following about development over the last century. Social progress is impossible 

without growth, even though growth alone may be insufficient. We also know that trade, open 

markets, macroeconomic stability and prudency, fiscal conservatism, and the centrality of 

entrepreneurs and human capital is the necessary package for growth to occur. With suitable 

alterations to specific circumstances, this general model can be applied to a wide range of 

countries.  

 

The rise of Asia and of the BRICS is seen in much of Africa as a counterbalance to the Western 

way, offering not only greater opportunities to African countries but an alternative path for 

development, one less constrained by the imposition of external conditions and mores. The search 

for alternatives to the Western way is no doubt influenced by the history of colonialism and the 

contemporary insensitivity of Western development and aid practitioners, in their clumsy attempts to 

impose terms on how aid should be spent. in the hope that this would steer bankrupt governments 



onto a more fiscally prudent and managerially sound path. Thus the BRICS nations offer a more 

comfortable political milieu. 

 

But the BRICS pose both opportunities and challenges for Africa. The opportunities focus on the 

market that these large economies tantalisingly offer, and the template for growth and development 

provided, in particular by China. The challenges focus on the sustainability of the economic growth 

model of BRICS countries, especially India, Brazil and Russia, and the complementarity in political 

and economic terms of its members China's historical relationships with Russia and India do not 

provide much hope for close political ties; similarly, Brazil and South Africa's economies compete in 

key products more than they complement each other, a factor which made so difficult the 

establishment of a Southern African Customs Union (SACU) trade agreement with the Southern 

Cone Mercosur common market in the 1990s. 

 

But perhaps the biggest challenge to the BRICS and especially its African member lies in the 

absence of shared political values. Not only is this bloc unconvincing as a group of liberal economic 

reformers, genuflecting to the state more than they defer to the markets, but their political record 

ranges from authoritarian (China) to increasingly patchy (Russia) through to the liberal 

constitutionalism of South Africa. If politics is fundamentally about values, and development is 

ultimately about accountability and, in Africa at least. democracy, it might be asked: Is BRICS 

membership such a good idea? 

 

Daniel Silke 

Director of the Political Futures Consultancy 
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FROM ECONOMIC TO POLITICAL POWER 

 

The BRIC(S) concept was never a term that was conceived from within the participant nations 

themselves. What began as an externally conferred term on a group of prominent world nations has 

mutated and changed well beyond economics into a grouping not only larger than its original parts 

(with South Africa) but also fully embracing and promoting its own global importance and lobbying 

for a strategic shift in the global body politic of the future.  

 

Critics might say that if you take the 'C' out of the acronym there is not much left - and they may be 

right. Despite the BRIC(S) characteristics of huge demographic dividends (with the exception of 

Russia) and critical geo-political positioning conferring regional or continental influence, the 

dramatic growth of the 2000s had at the start of 2014 largely been held up by China.  



 

However, the critical factor here is that the BRICS rose to conceptual prominence in the same time 

frame as the West was suffering a precipitous economic decline.  

 

The Global Financial Crisis not only harmed demand from Western consumers and tilted broader 

production and consumption to the BRICS, but it also diminished the already faltering political power 

of the West. 

 

The world of the mid-2000s was therefore a world in which the unilateral power of the US was being 

diluted. And Europe was in deep despair. 

 

This is where the future role of BRICS will be critical. As an organised entity, the BRICS took almost 

eight years from their artificial creation to meet as a cohesive unit, to discuss common issues - in 

the Russian city of Yekaterinburg in 2009.  

 

It was no coincidence that the meeting was held at the low ebb of the West's financial malaise. The 

BRICS had correctly identified a new role for themselves, way beyond being a roll-off-your-tongue 

acronym for Western financial advisors.  

 

A new multi-polar world was fast approaching - and the weakened West offered the BRICS the 

perfect opportunity to push home their advantage on the global stage The BRICS effectively 

positioned themselves as an alternative power node in the world - and China could drive this without 

it seeming as if it was a pure China play. 

 

The BRICS of today might well be a disparate group of great emerging nations and their economic 

potential will wax and wane like that of many others - including the US and Europe. However, their 

newfound political muscle is being flexed and is gaining traction from the broader developing world.  

 

In a new multilateral global order, the BRICS will pressurise global institutions like the World Bank, 

the IMF and the United Nations to move away from their perceived Western bias towards more 

inclusivity. The BRICS have a unique window to challenge the status quo of Western domination 

that is now under severe pressure.  

 

And even if the BRICS' own strategic and economic interests are not necessarily in synergy with 

each other, their political agenda is likely to be articulated in much bolder terms into the future. 
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Chapter 13 

 

Conclusion: Half Way There 

 

Essential Lessons, Insights and Priorities for South Africa 

 

The BRICS is now a formal grouping of the major emerging markets, which may act as a 

counterbalance to the developed world. Our voyage around the BRICS has been a journey of 

learning. Countries have been visited, researched and analysed through lenses in order to 

understand the dynamics within them. The research took two years and during that time the 

fortunes of the BRICS have distinctly soured. The BRICS, and emerging markets in general, have 

become less fashionable as investment destinations, as the developed world has shown signs of 

recovery from the GFC.  

 

During our visit to Brazil, there were already hints that the country had peaked. We heard people 

saying: "This is great, but..." Events following our visit bear this out. The excitement of winning the 

hosting rights for both the FIFA Soccer World Cup and Olympics had fizzled out and have instead 

transformed into riots and demonstrations against those events.  

 

The BRICS and emerging markets have lost favour, within the investor community. Yet the 

investment potential of these countries remains substantial and more promising than in the 

developed world. However, leveraging off this potential means that each of the BRICS has to face 

its own inflection point head-on, and embrace both the reforms and policy shifts needed for further 

progress. Hence our book's title, and conclusion, that the BRICS are only Half Way There. 

 

Section A of the book helps to unpack the details of our trip and provides information on each of the 

individual BRICS. The most important lesson in researching these countries is to be acutely aware 

that these are countries with significant complexities, each with its unique attributes, described in 

some depth. It is impossible to fully understand these countries, and we focused on a common 

framework through which to gain some relevant insight into the investment merits, at least from a 

top-down perspective. Each country has managed to achieve measures of success but mistakes 

are also being made.  

 



This is insufficient. The analysis is thus extended in Section B of the book where the key lenses are 

analysed. Each country has its own idiosyncrasies -and these impact the rationale for, and 

challenges to, the BRICS bloc. Is the BRICS concept merely political theatre, or will it develop into 

an organisation that has economic and investment relevance? Will the BRICS grow in importance or 

eventually break apart? This cannot be answered definitively yet, but there are some indications. 

For the short term, the BRICS grouping will gain traction with its current incidental alignment. 

However, the grouping has more an anti-West motivation rather than any common unifying factors 

embedded within. There will be ideological divergences that will also test the group politically. Some 

may undertake the essential reforms needed for further progress, others may even regress. 

 

An important and useful concept that we developed was that of the National Scar. That nation-

changing event that had a multi-generational impact on the psyche of the country and that 

consequently has had an over-riding impact on policymaking. This has helped to understand why 

policies are formulated and introduced that may actually hinder the progress of each country.  

 

Each country has experienced a major transition over the past 20 to 30 years, many of them 

connected to its National Scar. The success or failure of each transition has been a function of how 

they were managed, and there are important lessons to learn. However, each of the BRICS has 

now reached another important inflection point, where key decisions have to be taken in order to 

continue to progress. These decisions will determine whether each individual country will sink into 

stagnation, or else reinvigorate its progress and attractiveness as an investment destination.  

 

The formation of BRICS is about geopolitics - the challenge to the Old World Order dominated by 

the West. The economic might of the emerging world is generating the clout to back its 

overwhelming superiority in population. The BRICS grouping is aiming to develop and build its 

influence within global organisations. This includes the formation of the New Development Bank 

through which the predominance of the so-called 'Washington Consensus' can be challenged. This 

will also include a challenge to the US dollar as the predominant global currency in time.  

 

The investment flows and capital allocation in each of the BRICS have been shifting and this is 

reflected in their financial markets. What is clear is that despite bear trends that have dominated 

most of the BRICS markets over the past three to five years, at a stock-picker level the opportunities 

have been greater within the BRICS than in developed markets. The opportunities that have 

unfolded within the BRICS stock markets show that capital allocation is dynamic and the allocation 

efficiency is improving. For those BRICS countries where capital allocation efficiency continues to 

improve, this will help support the value chains within the economies, and hence extend their 

economic growth trajectories.  



 

As different countries have escalated their regulatory burden in the wake of the GFC the role of 

jurisdiction has become more important. However, they have wide disparities in access and how 

their financial markets are regulated. South Africa enjoys one of the more attractive and investor-

friendly jurisdictions, despite exchange controls. Regulation inhibits foreign access to Chinese and 

Indian financial markets. Brazil has imposed capital controls on inward flows. The Russian markets 

have to endure the risk of political interference and a lack of secure property rights, which detract 

from value.  

 

Lessons and Insights  

THE IMPACT OF POLITICS ON CAPITAL FLOWS  

 

When it comes to the impact on business, politics is more important in emerging markets than in the 

developed world. That fact cannot be ignored as institutional frameworks are weaker. The US, for 

example, can survive bad government over the short term, and in some parts of Europe 

governments have been unstable without any apparent impact on investment sentiment over the 

short term. However, the impact of politics in the developed world is becoming more apparent over 

the longer term with governments that have over-stretched themselves with welfare and pension 

liabilities that are not sustainable.  

 

Both monetary and fiscal policies are influenced by politics. In the emerging markets, the intrusion 

of politics is far more direct, with a more immediate impact on economic and investment outcomes. 

The GFC had its origins in the policy decisions which had been made many years previously, and 

there is over-dependence on debt to balance the books in the developed world. Assessments of risk 

between the two differ, depending on which factors are being assessed - demographics, debt levels, 

welfare commitments and so on.  

 

Institutions and practices need to be strong to underpin confidence in a particular country's financial 

markets. The stronger the institutions and the better the practices, the higher the market rating. 

Examples of the factors and institutions that need to be compared include: 

 

• The freedom of the media  

• The independence of the judiciary  

• The protection of property rights  

• The quality of the constitution and the rigor of its implementation  

• Central bank independence  



• The quality of financial market regulation  

• Implementation of best practice for monetary and fiscal policy 

 

These are all areas where South Africa stands out and can demonstrate clear advantages over its 

fellow BRICS - and, in many cases, over much of the developed world. The South African 

Constitution makes provision for institutions, such as the Public Protector and the South African 

Human Rights Commission, which strengthen the checks and balances within the country. The 

protection of individuals from oppression by the state is well entrenched by the Constitution. 

However, while these institutions are necessary, and attacks on them would be cause for concern, 

they are insufficient on their own to generate economic success and underpin investor confidence.  

 

Capital flows are still dictated from the West through its institutions, money centres and central 

banks. The BRICS, and other emerging markets, still remains hostage to forces outside their 

control. They can tilt things for better or worse, but at the core, they are still recipients, market-

takers rather than marketmakers, at least for the foreseeable future. This is evolving and changing.  

 

INVESTMENT STRATEGY  

 

Our preference for bottom-up stock-picking in the BRICS financial market is underpinned by the 

following factors: 

 

• these are less-well researched, implying there are inefficiencies to exploit;  

• more EM companies will be listed than is the case in the DMs;  

• many EMs, have more attractive valuations;  

• the past 10 years have demonstrated that the BRICS have had a greater alpha potential, 

even through the GFC. 

 

The overall indices do not embody the best of the opportunities in the BRICS, and hence an 

investment strategy using passive investment vehicles is expected to underperform a well-

researched active strategy.  

 

CURRENCIES  

 

Currencies play a huge role in determining dollar-denominated returns to investors. Currency risk 

and currency prospects can have a major impact on investment outcomes. All the BRICS suffer 

significant capital outflows, typically resulting from fears around property rights, and through 



investors diversifying their asset bases. Currency weakness harms returns. Even though it has 

enjoyed years of currency strength, China looks set to experience currency weakness. Its outlook is 

murky as its growth slows and it opens its capital markets to volatile flows. A case can be made for 

either a weak or strong Chinese currency. The one-way bet in favour of the renminbi on its journey 

to world reserve currency status, will be challenged.  

 

SOUTH AFRICA - SPECIFIC LESSONS  

Global interconnectedness and competition is feeding back strongly into South Africa. Countries are 

easily left behind, and over the past decade, South Africa has lost ground. South Africa's growth 

rates, debt levels, credit rating and' global rankings have largely deteriorated, especially over the 

past five years. Its competitors in the Asian Tigers, fellow BRICS, and neighbouring African 

countries, have been forging ahead. South Africa was apparently displaced by Nigeria as the 

African continent's biggest economy in 2014. South Africa cannot languish in terms of economic 

growth if it wishes to retain its preeminence on the African continent.  

 

South Africa now needs to set out its roadmap and vision for how it intends to compete in the global 

village. Membership of BRICS or any other multilateral body will not help fix mistakes that South 

Africa makes internally. The country needs to learn the right lessons, and the BRICS deliver many 

lessons and insights - both what should be done, but also what to avoid.  

 

The National Development Plan (NDP) is an important step in the right direction and has the 

potential to restore economic growth. But it needs to shift from the theoretical stage to actual 

implementation. The NDP has both economic and social dimensions. The NDP will have the 

greatest chance of success if the expansion of the economy leads the plan. If the social objectives 

lead the plan, a lagging economy will battle to generate the resources needed to drive the plan 

forward.  

 

It is important not to conduct policy in isolation but take into account the global context in which 

South Africa finds itself South Africa is located far from the main economic centres of the global 

economy - in Europe, Asia and North America. This means that it faces the risk of being 

disintermediated in a wide range of activities, including financial services and infrastructure. The 

country's financial services sector, in particular, can lose out to competing financial centres like 

Singapore, Hong Kong, London and New York. Even Mauritius has positioned itself to become a 

global financial centre, with its more enabling regulatory and exchange control framework. Yet 

developing South Africa into a global financial centre should be achievable, due to the sector's high 

level of global credibility and its skills base.  

 



A two-pronged strategy needs to be adopted to improve South Africa's competitiveness on the 

global stage. This includes building on South Africa's strengths, and simultaneously tackling the 

glaring weaknesses, especially in the areas of education and labour relations. The strategy could be 

worked through a series of five-year plans with the aim of improving South Africa's competitiveness. 

Real and meaningful progress will be made if the ranking were to be improved by, say, 20 to 30 

positions every five years. There is a w{de scope for the NDP to incorporate these measures. 

 

What is abundantly clear is that the local financial services sector, defined as broadly as possible, is 

an area of major competitive advantage. It needs to be shielded, nurtured, and protected - with 

changes to the regulatory platform carefully considered. Any move towards over-regulation would 

be a mistake. The right strategy would involve effective and appropriate regulation aimed at 

strengthening the sector. The developed world has moved to a heavy-handed approach in response 

to the GFC, and South Africa needs to resist this tendency, and rather position itself as a haven 

from excessive red tape. In this way, South Africa could generate additional critical mass within its 

financial services sector to become a global financial centre, and allow this sector to drive higher 

growth levels. Regulatory hindrances, such as exchange controls, also need to be lifted, so that the 

sector can leverage off its strengths.  

 

South Africa is regarded as a risky destination, and capital is withdrawn whenever there is a spike in 

risk aversion, which contributes to macroeconomic and financial market volatility. However, if South 

Africa repositions itself as a haven, as we suggest, it could reduce that perception. Excessive 

regulation is the developed world's 'own goal', following its own policy agenda. We should avoid the 

same mistake in the BRICS. The developing world's agenda is being exported to the emerging 

markets as well. It may be difficult for South Africa to hold back the tsunami of highly intrusive red 

tape and financial repression, but this is where the support and weight of the other BRICS could 

prove to be useful. The Indian experience of excessive regulation provides some particularly useful 

insight into self-inflicted mistakes.  

 

INVIGORATING THE NDP  

 

With the NDP, South Africa has adopted a growth and social development roadmap, at least in 

theory. There are challenges, including the need for this approach to win more universal support. 

The NDP itself is a lengthy and elaborate document.  

 

The NDP needs to be fleshed out so that it can be simplified, and more effectively sold both to 

ordinary South Africans and also within the governing ANC. The Top-5 priorities should be 

identified, with policies laid out for implementation. Care should be taken to ensure policies are 



prioritised to achieve the correct priorities. Less-important issues should not be allowed to hinder or 

interfere with the agreed upon priorities.  

 

The Top-5 priorities then need to be marketed nationally and adopted by all stakeholders, including 

the business community, labour and government departments - these three key sectors need to 

learn to 'dance again', as covered in the South Africa chapter. What is clear to us is that South 

Africa's newlyevident National Scar, that of unemployment, must be the highest priority, and that 

sensible, credible policies based on sound economic principles must be applied to address it.  
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The Investment Solutions 'Big-5'  

 

We list below our suggestions for South Africa's five major priorities going forward.  

 

1. REDUCE UNEMPLOYMENT 

 

Any policies that undermine or retard job creation will need to be changed or removed. This will 

require an honest discussion and political will. This will not be easy in a country where many people 

still believe they have yet to receive an economic dividend from the abolition of apartheid, and a 

culture of entitlement pervades. The issue of employer-employee relationships must be improved. 

Hindrances and restrictions on SMEs, in particular, require attention, as small business is the job-

creating engine in the economy, as was evident in our visits to India, China and Brazil. Investment 

rates need to be raised, supported by higher savings.  

 

2. GENERATE SUSTAINABLE, INCLUSIVE AND BALANCED GROWTH 

 

Each of these three elements is important:  

 

Sustainable: Environmental, social and governance (ESG) factors must be taken into account 

when an economy grows. Neglect of ESG factors leads to long-term problems that can negate 

progress. India and China experience pollution levels that impact on public health and food security. 

The long-term costs usually exceed the short-term benefits. Sustainable growth needs to avoid 

measures such as protectionism and subsidies. It is compatible with normal commercial merit and 

promoting competition.  

 



Inclusive: A growing economy is not a zero-sum game and all sectors of society need to be 

encouraged to be part of a solution to generate growth. The brain drain in South Africa has been 

counterproductive and has contributed to the skills constraint on growth. The unemployed and poor 

have to become economic participants.  

 

Balanced: When policymakers try and pick winners, it encourages rent-seeking behaviour and 

distort capital allocation. Balanced growth requires sensible and pragmatic relationships between 

government, labour and investors where efficient capital allocation is fascilitated and value creation 

is properly understood.  

 

3. FOCUS ON EDUCATION 

 

Poor education has hampered the economy by perpetuating a skills shortage. The previous 

apartheid discrimination against black South Africans has been legislated away, but its legacy has 

lingered through a continuation of sub-standard education, which contribute to high inequality. The 

global competitiveness of the South African economy is negatively affected. Education receives the 

single highest allocation in the national budget, yet probably has the least to show for it. Standards 

have fallen short of the demands of the economy. The consequence is a high level of youth 

unemployment, as young people find the education they receive does not equip them for the 

workplace. 
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4. RULE OF LAW, PROTECTION OF OUR INSTITUTIONS, AND OF PROPERTY RIGHTS 

 

Investors require security and certainty. Despite its excellent constitution, the South African 

government needs to ensure that its own actions and laws do not undermine any of the basic rights 

which are enshrined in that constitution. Capital flight is a major issue in all of the BRICS. In South 

Africa, savings are low and the economy is capital deficient. Policies need to be implemented to 

support local savings, as well as both the retention, and attraction, of capital - essential for growth. 

 

5. A FOCUS ON THE PRIVATE SECTOR AND REFUGE FROM FINANCIAL REPRESSION 

 

Further investment in large infrastructure projects is required. The NDP seeks to achieve an 

investment rate up to 30% of GDP, compared with the more current 19%. However, politically-

driven capital allocation into prestige projects can lead to dead capital - investment that derives 

minimal economic returns. This is a risk when capital allocation is subjected to financial repression 



and activity with higher economic potential is starved of resources. The government needs to 

leverage off the efficiencies that can be achieved in the private sector which will help to avoid 

converting investment into dead capital which is too prevalent within the BRICS SOEs.  

 

Government is not as good at creating wealth, or at boosting the economy, as the private sector. 

There is always a temptation for the state to grab a bigger slice of the action. This may not be 

helpful, as can be seen in some of the inefficiencies in the operation of many of the SO Es that was 

apparent in all of the BRICS.  

 

China's modern success has been despite communism, not because of it. Too often the wrong 

lessons are drawn from China.  

 

The GFC and its aftermath have presented both an opportunity and a threat to South Africa. If 

South Africa is able to provide a haven from the escalation in financial repression - the advance of 

the state - that is increasingly rearing its head in the developed world, then it has the potential to 

attract capital and provide a refuge. In this way, South Africa could enhance its economic prospects. 

The alternative is merely to emulate what is happening in the rest of the world, which would mean 

South Africa would just get sucked into subsequent crises, as happened in 2008. 

 

The Top-10 Lessons and Insights from our BRICS Research 

 

1. Entrepreneurship, innovation and free enterprise are essential elements in driving 

economies. An unfettered operating environment is not desirable, but it is also important that 

the energy of society and the economy should be focused on generating the wealth that 

sustains it, without substantial resources being side-lined into compliance and red-tape.  

2. Value chains need to be extended and nurtured, rather than hindered and depleted. Policy 

certainty and a stable macroeconomic environment has a significant influence on investment 

timelines.  

3. Business or enterprise activity is the origin of all wealth created within an economy. The 

most conducive environment must be established as an enabler for business. The rule of 

law and the protection of property right is an essential departure point. 

4. The government's role is to set up an enabling environment for people to be able to more 

easily access the economy and generate their own livelihood. Regulation should seek to 

lower barriers to entry and level the playing field for greater economic efficiency so that 

value chains are magnified, not constricted. This is the catalytic role of government that 

would enhance the economy. Governments detract from the economy through excessive 

taxation and intrusive regulation. 



5. Corruption is an economic cancer and too often the manifestation and consequence of 

unnecessary red tape. 

6. Infrastructure is usually an economic enabler but over-investment or misguided investment 

can also restrain economic growth. 

7. Countries will be trapped in their past if they do not deal with their National Scars effectively. 

8. Effective institutions are essential for credible democracies. 

9. Politics in the BRICS has an important bearing on investment outcomes. 

10. A better investment strategy is through active management bottom-up stock-picking skills 

rather than in the top-down indices. Typically; active management is preferred over passive, 

as a consequence. 

 

CONCLUSION  

In a competitive landscape, success is not guaranteed. Even if one country makes progress, it can 

still fall behind - if its peers do relatively better. Tough decisions and further reforms are required. 

There is no certainty whether the right decisions will be taken, or whether countries will relapse.  

 

A dilemma exists, and one which is of far more relevance to an investor. This is that one might be 

positively disposed towards a country, yet be concerned about its capital markets, or vice versa. 

The capital markets might be poorly structured, or expensive, or vulnerable, in ways that the overall 

country may not be. That is a dilemma any investor faces, and it is not one that we can, or intend, to 

resolve. But the analysis in the book might help.  

 

The BRICS are in the process of growing up and are starting to challenge the established order. 

This means understanding the lessons experienced and converting those lessons to wisdom. And in 

growing up, their journey is only Half Way There. 

 

PHOTO: P357 

 

  



Epilogue 
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HALF WAY THERE - BUT IS THERE A COMPELLING HIGHER PURPOSE?  

 

The constant question of our survival rests on whether we truly believe that by suspending our 

narrow self interest in the short term, in the interest of a greater good, we ultimately act in our own 

interest in the long run. Regional or ideological blocs face this question all the time as they strive to 

advance their collective, but also individual interests.  

 

I have no doubt that the five-nation BRICS is an important bloc, and has the potential to not only 

play a significant role in advancing the cause of the developing world, but these developing nations 

have also taken the bold step to form a political alliance, to reflect the move towards a New World 

Order. As this book has shown, there is an evolving global focus away from traditional Western 

leadership, best represented by the G7, towards the emergent developing nations, led by the 

BRICS. The crucial question is whether BRICS has had the intended impact, and critically, what 

does it require to achieve sustainable positive impact.  

 

But what is it that unites the BRICS? What will keep them together and provide the foundation for 

deeper cooperation, and possibly for deeper integration? What are the critical success factors?  

Is it a burning platform, where the countries have united more in terms of what they don't like, rather 

than what they do? A common enemy, I would argue, may for a brief while unite the BRICS, but 

unless this bloc is united by a common and positive purpose, which is more powerful and binding 

than uniting against something, and which has as its core essence what it stands for, it is not 

sustainable. It will also not be effective.  

 

A rationale and set of circumstances that seeks to oppose the traditional Western ideology, whilst 

perfectly understandable, draws on negative and fear-based energy. In life, what one stands for is 

significantly more valuable than what one is against. The alliance needs an inspiring common 

purpose and a compelling vision.  

 

In South Africa, we have seen when the African National Congress alliance fought the common 

enemy of apartheid, it stood with a resilient solidarity compared with the current perceptions of a 



more fragile alliance. Purpose must never become the servant of an expedient or convenient path. 

Purpose, as history has shown, is the abiding fuel that fires the flame that keeps us on path, despite 

the challenges, and however inconvenient, the choices. Path must follow purpose.  

 

I understand that the genesis of BRICS came about when the leaders of these five nations 

considered the way in which the global dialogue was being shaped by the West; how the US and its 

allies drove discussions and decisions; and how large and increasingly powerful developing 

countries were then being bullied into simply following along. The formation of BRICS was an 

understandable and important response, but now requires a more powerful shared vision.  

 

Some successful, but not always sustainable alliances in the past have been built on mutual interest 

and mutual fear. Look at the way in which the US and Britain joined forces with Stalin to defeat the 

menace of Nazi Germany. The Allies achieved a military success, but their alliance did not survive 

beyond victory. It created a divided Berlin, a divided Europe, led to a nuclear arms race and the 

Cold War, and arguably laying the foundations for communism to creep across Eastern Europe.  

 

The European Union is another multinational economic experiment. It has a common currency, the 

euro, bringing monetary union to a cluster of neighbouring nations, in the latest stage of the 

integration process which was effectively launched out of the ashes of World War II. But some 

cracks have appeared in the euro during the recent crisis. I would argue that the euro remains at 

risk, and may even fail because it is part of an incomplete union in many respects, and more 

importantly, it is not underpinned by a common higher purpose. There is a currency union for most 

EU members. But there is no fiscal union, and crucially neither is there a political union. The euro 

would be more secure if underpinned by a common higher purpose.  

 

The BRICS have succeeded in staging annual summits, and have extended the political dialogue to 

new areas, including ad-hoc gatherings on the fringes of big international events. Business is being 

taken along, too, with the BRICS Business Council, which will meet regularly and may indeed lead 

to greater commercial ties between members of the bloc.  

 

And then there is the US$100 billion New Development Bank. This institution could have some real 

potential in providing development funding from within the developing world, with Africa likely to be 

the biggest beneficiary. But this Bank is not a common currency, a monetary union or a fiscal union. 

And given the big differences between the five BRICS, will the New Development Bank sustain its 

cohesion?  

 



Geography too, may be the most important element keeping the BRICS from a more ambitious 

journey. The five BRICS are, literally, oceans apart. Brazil and South Africa are divided by the South 

Atlantic, language and many economic rivalries. They are both far away from Russia, India and 

China. These three are in the same neighbourhood, and have many differences both within their 

own countries and the region.  

 

As the analysis of the National Scars reflects, all three Asian BRICS have deep resentment about 

past conquerors, invaders and foreign rulers. These countries are jealous of their national 

sovereignty and are not easily going to pool sovereignty in economic, political, monetary or any 

other way. Economic unity often has a foundation in free trade, but this does not even appear to be 

on the BRICS' agenda.  

 

And yet another factor which divides the BRICS rather than uniting them is that we are all on 

different political cycles. South Africa has presidential elections every five years, as does China, but 

in Russia, it's every six years. Some of us are adopting new planning frameworks, while the 

Russians discarded theirs. Leadership changes in one or more of the BRICS countries would affect 

the way the BRICS interact with one another, especially once the originators have moved on. The 

political changes in the UK have affected the way in which that country interacts with its EU 

partners.  

 

Courageous choices must be made, especially when short-term self-interest conflicts with the 

collective common interest, as it often does. The response to the recent behavior by one of its 

partners, Russia, is a case in point. Did the BRICS face, and fail, their first serious challenge to 

cohesion when Russia annexed Crimea, and took a more aggressive stance towards Ukraine, and 

its partners were forced to closely examine their loyalty and commitment to President Vladimir 

Putin? It may be argued that in the short term they succeeded in sticking together, with no outward 

criticism of Russia, and a muted show of solidarity in the UN and elsewhere.  

 

But this was not the robust voice of the developing world, standing proud and united against the 

West. And what if Putin were to mount a further, more aggressive, attack on a neighbour? Could 

this lead to a more serious rift in the bloc?  

 

Let us not forget that nearly half of the world's population lives in these five developing nations, and 

they account for a high proportion of world growth. One cannot be indifferent to their successes and 

failures, individually or together. And three of them are aspirant superpowers too. It is no 

exaggeration to say that the outcome of their individual journeys, and their combined ones, will 



impact on the future of the entire world, in many and material ways - economics, geopolitics and, of 

course, investments. They simply cannot be ignored. They are now systemically important.  

 

They have each, and as a group, come a long way and it would be fair to say they are indeed Half 

Way There. 
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