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TOP-DOWN ESG CONSIDERATIONS IN SOUTH AFRICA
In this paper, we will highlight reasons behind our current underweight to South Africa in our Emerging Markets
Equity portfolio to illustrate how ESG issues, viewed from a top-down perspective - such as private sector
influence and public sector corruption - can influence our investment decisions.
Country level ESG insights—such as political governance risk in South Africa—influence our active exposures.
Currently, we expect South Africa to underperform as the supply and demand of global commodities remain
balanced and insufficient infrastructure along with political difficulties constrains investment and domestic
growth.

TOP-DOWN ENVIRONMENTAL CONSIDERATIONS
In South Africa, coal accounts for approximately 71% of energy consumption while fossil fuels account for
approximately 95% of energy consumption (Exhibit 1). South African state-owned utility Eskom (which
produces 95% of the nation’s power) currently struggles to efficiently produce and distribute the country’s
power. Despite poor infrastructure, the government’s fiscal deficit, and the utility being on the verge of
bankruptcy, South Africa has continued to construct two coal-fired power plants, creating further reliance
on coal within the country’s economy. With this in mind, South African coal output is expected to increase by
roughly 20% in the next few years despite recent efforts to target cleaner sources of power.
Exhibit 1: South African Energy Consumption by Source
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Source: BP Statistical Review of World Energy. As of December 2019.
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South Africa has the world’s 10th largest recoverable coal reserves (75% of Africa’s total coal reserves) and is
a net coal exporter (Exhibit 2). As energy production shifts away from coal to natural gas and renewables,
this is likely to be a drag on the economy.
Exhibit 2: Coal Is A Headwind For South African Economy - Net Coal Exports (% of GDP)
2.4%
2.0%
1.6%
1.2%
0.8%
0.4%
0.0%
-0.4%
-0.8%
-1.2%
-1.6%
Indonesia Colombia

South
Africa

Russia

Mexico

China

Brazil

Thailand

India

South
Korea

Taiwan

Source: World Bank and World’s Top Exports as of December 2019.

TOP-DOWN SOCIAL CONSIDERATIONS
Unemployment Rates and Income Inequality
Differences in unemployment amongst the black population (80% of the population) and white population
(10% of the population) remains quite wide, as the country has struggled with the lingering impact of
generations of Apartheid policies. (Exhibit 3). Furthermore, despite modest progress since 2011, white South
Africans earn 5 times more than black South Africans. The South African government has proposed a number
of reforms over the years to address income inequality in the country. If successful, these reforms could
narrow the income gap, spurring economic growth and promoting external investment in South Africa.
Reforms could be detrimental, however, if they are seen as weakening private property rights in the country.
Exhibit 3: Black Unemployment vs. White Unemployment Remains High
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Source: Statistics South Africa as of December 2019, which is the latest data available.
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Labour Lost to Strikes
The South African Department of Labour estimates that over 1.15 million working days were lost in 2018
because of strikes – a 20% year-over-year increase and continuing an alarming trend (Exhibit 4). Also in
2018, thousands of workers from South African materials company Sasol Limited went on strike over a share
scheme exclusively offered to Black staff. As labor force participation continues to drop and controversies
such as Sasol's continue to rise, we see this as a headwind within the South African economy.
Exhibit 4: Working Days Lost due to Strike Activity – by Calendar Year
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Source: South African Department of Labour. Data through 2018 which is the most recent available.
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TOP-DOWN GOVERNANCE CONSIDERATIONS
Political Risks
Political risk factors—such as corruption, unsecure property rights and heavy-handed state intervention are
driving our limited exposure to South Africa.
The Corruption Perception Index ranks 180 countries and territories by their perceived levels of public sector
corruption according to experts from Transparency International. The index uses a scale of 0 to 100, where
0 is highly corrupt and 100 is not corrupt at all. South Africa ranks below the average of all Emerging Market
countries in each of the last seven years (Exhibit 5).
Exhibit 5: South African Corruption Not Improving
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Source: Transparency International as of December 2020. Countries were only included for a given year if
they were part of the index as of year-end of the years indicated.
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Proposed Land Reform
The South African government led by President Cyril Ramaphosa has been progressing land reform. The
Department of Agriculture recently announced plans to lease state owned underutilized or vacant land to
farmers, prioritizing disadvantaged communities, which adds a small amount of agricultural activity and
helps relieve issues with access to nutrition without impacting property rights. Another land reform, that would
expropriate land without compensation to the current owners, is more controversial. While the goal of this
reform is to improve income and wealth disparity, it weakens the strong property ownership rights that
separate South Africa from other African nations and increases the risk of discouraging foreign direct
investment, hurting relative performance (Exhibit 6). Additionally, such programs have been criticized for
benefitting only a small portion of the Black population and widening the wealth gap within that
demographic.
Exhibit 6: South African Relative Returns Since Land Reform Proposal
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TOP-DOWN ESG THEMES IN EMERGING MARKETS
Top-Down ESG considerations affect thematic positioning of our investment process. ESG considerations
are particularly important in Emerging Market countries—where there are less rigorous mechanisms in place
to prevent public and private sector corruption.
Corporate Governance on the country level is one of many factors that help us determine the gap between
reality, expectations and expected risks in the portfolio. We hold no bias in favour or against any specific
country.
Although there is a high concentration of Materials companies in South Africa, given high-level ESG
considerations, we positioned our portfolios to gain Materials exposure in other areas with significantly less
political risk.
Further top down considerations such as Environmental and Social factors have influenced the thematic
position of the portfolio. South Africa's reliance on coal as its primary source of energy and social factors
such as labour strikes could detract from South Africa's performance.
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DISCLOSURES
Investments, Inc., as noted in Schedule B to FI’s Form
ADV Part 1.

Fisher Investments Ireland Limited trades as Fisher
Investments Europe (FIE) and is regulated by the Central
Bank of Ireland. Fisher Investments Ireland Limited and
its trading name Fisher Investments Europe are
registered with the Companies Registration Office in
Ireland under numbers 623847 and 629724 . Fisher
Investments (FI) is an investment adviser registered with
the United States Securities and Exchange Commission.
FIE is wholly-owned by Fisher Asset Management, LLC,
trading as Fisher Investments (FI), which is wholly-owned
by Fisher Investments, Inc.

FIE outsources portfolio management to FI. FI’s
Investment Policy Committee is responsible for all
strategic investment decisions. The Fisher Joint
Investment Oversight Committee (IOC) is responsible for
overseeing FI’s management of portfolios that have
been outsourced to FI. Matters arising pursuant to FI’s
portfolio management policies are elevated to the IOC.
This document has been approved and is being
communicated by Fisher Investments Ireland Limited.
This material may also be found posted on the Fisher
Investments
Europe
website
at
https://institutional.fisherinvestments.com/en-ie.
If
your firm wishes to be removed from receiving these
materials in the future or wishes to pay for this material,
please contact Fisher Investments Europe.

Fisher Investments (FI) is an investment adviser
registered with the Securities and Exchange
Commission. As of 31 December 2020, FI managed over
$158 billion, including assets sub-managed for its
wholly-owned subsidiaries. FI and its subsidiaries
maintain four principal business units – Fisher
Investments
Institutional
Group
(FIIG),
Fisher
Investments Private Client Group (FIPCG), Fisher
Investments International (FII), and Fisher Investments
401(k) Solutions Group (401(k) Solutions). These groups
serve a global client base of diverse investors including
corporations, public and multi-employer pension funds,
foundations and endowments, insurance companies,
healthcare organisations, governments and high-networth individuals. FI’s Investment Policy Committee (IPC)
is responsible for investment decisions for all investment
strategies.

The foregoing information constitutes the general views
of Fisher Investments and should not be regarded as
personalised investment advice or a reflection of the
performance of Fisher Investments or its clients.
Investing in financial markets involves the risk of loss and
there is no guarantee that all or any capital invested
will be repaid. Past performance is never a guarantee
nor reliable indicator of future results. Other methods
may produce different results, and the results for
individual portfolios or different periods may vary
depending on market conditions and the composition
of a portfolio or index. The value of investments and the
income from them will fluctuate with world financial
markets and international currency exchange rates. If
you have asked us to comment on a particular security
then the information should not be considered a
recommendation to purchase or sell the security for you
or anyone else. We provide our general comments to
you based on information we believe to be reliable.
There can be no assurances that we will continue to
hold this view; and we may change our views at any
time based on new information, analysis or
reconsideration. Some of the information we have
produced for you may have been obtained from a third
party source that is not affiliated with Fisher
Investments. Fisher Investments requests that this
information be used for your confidential and personal
use.

For purposes of defining “years with Fisher Investments,”
FI was established as a sole proprietorship in 1979,
incorporated in 1986, registered with the US SEC in 1987,
replacing the prior registration of the sole
proprietorship, and succeeded its investment adviser
registration to a limited liability company in 2005. “Years
with Fisher Investments” is calculated using the date on
which FI was established as a sole proprietorship
through 31 December 2020.
FI is wholly owned by Fisher Investments, Inc. Since
Inception, Fisher Investments, Inc. has been 100%
Fisher-family and employee owned, currently Fisher
Investments Inc. beneficially owns 100% of Fisher
investments (FI), as listed in Schedule A to FI’s form ADV
Part 1. Ken and Sherrilyn Fisher, as co-trustees of their
family trust, beneficially own more than 75% of Fisher
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