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Investors’ crisis of confidence under South Africa’s ANC

By CHARLES LAURIE

South Africa’s general election on 7 May is likely to contain few surprises. The ruling African National
Congress (ANC) is set to win a clear victory, and South Africa will demonstrate another well-
conducted election since the transition to majority rule in 1994.

Yet the prospect of another five years under the ANC’s increasingly controversial rule gives investors little to
cheer about. The benefits of political continuity are offset by concerns that the ANC is ill-suited to guide Africa’s
most developed economy. This is a rising concern given that South Africa faces growing pressure to remain
competitive in the face of much more rapid growth elsewhere on the continent.

For two decades, South Africa has relied on enormous competitive advantages over its neighbours to attract investment. Rail, road, port and
telecommunications infrastructure in the country is by far the most developed and sophisticated in sub-Saharan Africa. Businesses have
benefited from the availability of skilled labour suited to a broad range of industries, from mining to financial services. The judiciary is impartial
and the government has demonstrated a willingness to protect investor interests while facing pressure from fringe political actors to
nationalise assets.

Despite these advantages,the prospect of another term of ANC rule is making investors uneasy. Labour relations in South Africa are
notoriously poor, and strikes – primarily in the mining sector – are having an unsettling effect on the economy. Continuous ‘service delivery
protests’ – which have substantially increased in frequency and intensity under President Jacob Zuma –also underscore popular
disillusionment with the failure of government to provide basic services.

Concerns that another five years of ANC rule will exacerbate already poor labour relations are likely to weigh heavily on investors. For
example, Moody’s, Standard and Poor’s and Fitch provided revised negative outlooks for the country between September 2012 and January
2013, reflecting concerns over high unemployment, persistent inequality, poor growth and the ineffectiveness of government policy in tackling
socio-economic issues. With Standard and Poor’s and Moody’s both affirming their ratings in December 2013 and January 2014
respectively, investor confidence will remain dampened. Furthermore, South Africa’s growth rate in 2013 was 1.9 percent, compared with
Ghana’s at 5.5 percent and Mozambique’s at 8.3 percent.

Since the end of apartheid, the ruling party has generally been pragmatic about the need to support the business community and enhance
investment conditions as part of an effort to improve employment prospects and livelihoods. However, given the ideological opposition of
many of the party’s supporters to business interests, the ANC leadership is now faced with a complex balancing act that will undoubtedly
compromise the policy agenda.

This fluid environment is particularly salient given that polling results suggest a narrower ANC victory in 2014 than before, with the party
looking to receive less than 64 percent of the vote compared with 2009 when it won 65.9 percent.

This year there has also been a fairly robust third place showing by the radical Economic Freedom Fighters (EFF), the party founded by the
ANC’s former youth leader, Julius Malema. The fear of being outflanked by the EFF could encourage the ANC to adopt a more populist
agenda and tip the balance towards leftists in the party.

Investors are also likely to be concerned that the ANC’s increasing obsession with internal ideological debates will result in an unpredictable
policy environment. The party lacks strong, definitive leadership, with a motley group of staunch socialists and business tycoons with divergent
agendas all jockeying for the influence to succeed President Zuma.

The party is also confronting challenges to its core identity as a fundamentally populist organisation. While the ANC has faced the daunting
task of improving livelihoods, and has seen successes such as the growth of the black middle class, social conditions remain extremely poor
for a large percentage of the voting population. Unemployment is estimated to have increased by almost 5 percent since 1994, for example.

The real catalyst for social unrest, however, is economic inequality. Some measures suggest that South Africa is more economically unequal
now than in 1994. The fact that some groups have benefited more than others since the end of apartheid – particularly a narrow faction of
ANC officials – is prompting growing public discontent. As a result, the ANC’s promise to broadly improve livelihoods is treated with derision
in many communities that still do not have running water after five successive ANC election victories.

High levels of corruption are further weakening the party’s populist credentials and eroding the moral authority of its leaders. Allegations that
President Zuma used an estimated $28m of state funds to improve his personal residence at Nkandla has resulted in enormous criticism and
undermined his proclaimed commitment to alleviate poverty. Allegations of corruption surround several other senior ANC officials.
Transparency International reported that 77 percent of South African respondents to a 2013 study believed that political parties were corrupt
or extremely corrupt. Corruption will have an ongoing corrosive effect on investor confidence.

If the ANC feels its populist credentials and corresponding voter support are threatened, it may place greater pressure on business to raise
wage levels. Furthermore, taxes on specific sectors – including mining – are likely to increase following the election.

South Africa’s competitive advantages may be eroded by burgeoning economies such as Mozambique, Ghana and Nigeria. Many countries
do not carry South Africa’s significant baggage of entrenched labour unrest, low productivity and a fractious political environment. The
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promise of the ‘Africa Rising’ narrative implies that these economies can offer companies a blank slate with exciting and untapped
investment opportunities. Because of its current climate, investors are often passing on South Africa or using it as a gateway to other African
markets.

The question confronting investors is whether they can stay the course under the ANC when other economies are proving a greater draw. The
current climate may present some uncertainty, but if South Africa succeeds in implementing sufficient reforms to stabilise labour conditions
and bolster investor confidence then it could once again become a prime investment destination in Africa.

Dr. Charles Laurie is Head of Africa at risk analysis company Maplecroft.  He leads a team of analysts delivering in-depth country
risk assessments for multinational companies investing in sub-Saharan Africa, while also advising high-level clients on the
rapidly changing risk environment in Southern Africa.
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