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Insights on how private equity can
contribute to a crisis-resilient economy
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The origin of the Black Swan concept was from 16th century Europe
where all they had were white swans. The idea of a swan being
anything but white was unimaginable. That is until Dutch explorer
Willem de Vlamingh discovered black swans in Australia and the
impossible became possible. Black swan events are game-changers
which have shaped human history in unexpected ways. Before
the arrival of the pandemic, our economy was struggling under
the weight of recession. But now, like the rest of the world, we are
facing untested scenarios. It is impossible to predict the occurrence
of events like the coronavirus pandemic. However, moving forward,
we can anticipate that investor’s expectations and how they evaluate
risk will change. Traits such as resilience, the ability to reinvent, and
to actively manage risks in the face of the unexpected will become
undeniably more attractive.
Looking ahead, how do we anticipate the private equity (“PE”)
industry to fare in an economy labelled junk status and the pressure
of an unpredictable pandemic with its consequent lock down? There
is no easy answer to this question.
Some are saying the downturn will be worse in the private equity
sector as it is believed that a few portfolio companies have leveraged
up to 6 times their EBITDA. It is important to understand that this is
not possible. Between our astute limited partners (LPs), retirement
fund investors, their asset consultants, and our conservative banks,
even if we wanted to do this in SA and Africa; we couldn’t. We would
never be able to show enough security cover to have this happen.
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While the pandemic is still wrecking global markets, we are
unlikely to feel the immediate impact of the downgrade. But,
as markets adapt and normalise to a post-pandemic period
over the coming months, the SA markets can then expect to
feel its impact.
Generally speaking, the downgrade will slow investment into
the country as we are deemed less than investment grade by
most large lenders. Fortunately, most foreign direct investment
(“FDI”) investors have internal rating teams. We can only hope
that we might get a reprieve and be seen as the “ugly stepsister at the ball”.
A lack of FDI will hurt SA, particularly its job growth. Some
foreign investors have already signalled that they are pulling
back because of the global pandemic and our slowing economy.
Also, the downgrade will result in the SA government having to
pay more for its debt as now we are most likely only to attract
high yield investors. We can expect this to affect social and
infrastructure spending in the country.
The Rand is likely to maintain its weakened levels, which will
make imported goods and fuel more expensive. Consequently,
our state institutions should also be further downgraded as
they have government guarantees making their debt more
expensive. State power utility, Eskom, is likely to take pain
as it is struggling to pay its debt at the current levels. These
outcomes and several others will be absolutes with which our
country will need to contend.
With FDI expected to be lower, we need to find opportunities
for homegrown solutions to suit our new realities and the
circumstances to which we are emerging. We share several
views that Covid19 is going to hurt many small businesses, our
township economies and informal business. Combined, these
account for just north of 30% of employment in South Africa.
According to Alexander Forbes, there is an anticipated loss of
1,7m jobs post the national lock down.
Additionally, we all agree that we cannot continue to be a
nation where a vast majority live on social grants. Also, the
development of infrastructure and services should be extended
to areas where it is needed most.
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30%

THE PERCENTAGE
OF EMPLOYMENT
GENERATED IN
TOWNSHIP ECONOMIES
AND INFORMAL
BUSINESS

1,7M

THE NUMBER OF JOB
LOSSES ANTICIPATED BY
ALEXANDER FORBES

GIVEN THE FACTS CAN WE REINVENT
OURSELVES?
Our economy requires re-engineering if we are going to emerge from this crisis with a stronger
sense of what makes business more resilient, more productive and creates more jobs. Through
new models of thinking on how to finance the re-engineering of the economy, we can take
advantage of the diverse funding sources available. By aggregating these capital sources,
we not only enable the route to financial returns but also social return. PE investments can do
much to stimulate the economy and social welfare of South Africans by providing investment
directly into the real economy, leading to job creation. But to achieve this, one must pick the
right PE manager.
While the financial and societal disruption brought on by COVID-19 is unprecedented, the idea
of ‘disruption’ is familiar. Disruption has been a constant cycle since we began using technology
as a competitive edge to manage our lives, meet latent demands and serve unmet needs. What
disruption has taught us is that those who can best manage change and recognise and act on
unrealised needs are those who will survive. Undoubtedly, the pandemic will require a fresh
perspective from all of us. Here are my thoughts on education, financial services, healthcare,
and ICT.

E D U CAT I ON
As schools shut down and classrooms move online, we are quickly gaining a much sharper
definition of what it means to bring education within reach of every student. The online
world of education is powerful in providing one-on-one tuition even in remote areas where
specialist teachers are in short supply. Combining the insight gained by a crisis such as this
with innovation and investment, we can bring quality education within reach of all our students.
Using technology, we can improve the quality and access to skills-based and higher education
learning. Increasing learning in critical areas such as manufacturing, engineering, healthcare,
education, ICT, agriculture, mining beneficiation and agri-processing will provide the skilled
labour needed to turn around the economy.
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F I N A NC I A L S E RV IC ES
A crisis of this scale will shift the spending, preferences, and expectations of consumers.
Businesses receptive to the shift in how ordinary South Africans use technology to organise
and enable their lives and work, and are willing to reinvent themselves, will no doubt weather
the crisis far better. We also face a unique opportunity for the consolidation of smaller
players who may face continuity challenges. We believe private equity is an efficient vehicle
to facilitate the organisational restructuring required to consolidate smaller companies. PE
fund managers who actively manage their investment companies have more control over
operational efficiencies, accelerated technology adoption, and the management of risks.
An active management approach results in businesses that are resilient, productive, and
better able to service their markets.

I CT
We are all seeing firsthand the acceleration
of the fourth industrial revolution (4IR) in
South Africa as companies move towards
digitisation across all sectors. We have a
highly mobile and interconnected society.
Retailers, educators, consulting companies
and a lot of other service and product
providers are widening their networks and
meeting potential clients and customers
online. We need to rethink the price and
quality of connectivity which is vital to driving
our education and business interactions
of the future. We’ve all adjusted quickly to
virtual work and conferencing platforms.
Who knows, perhaps there is room for an
authentically South African solution versus
the current global players?
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HE ALTHCARE
The outbreak of the pandemic has
highlighted the urgency to fix our public
and private healthcare infrastructure, as
well as the reserves of critical supplies and
critical medical equipment. Most importantly,
it spotlights the dire need for improved
access to healthcare facilities for South
Africans living in peri-urban and rural areas.
The pandemic has brought telemedicine
services under the spotlight. With disruptive
new technologies, software solutions, and
the rollout of 5G mobile networks across
the country, we will be able to expand the
reach of our healthcare services.

HOW DOES THE PANDEMIC AFFECT
THE ROLE OF PE INVESTMENT MANAGERS?
We need to encourage a greater
degree of transparency and
knowledge sharing between PE
investors and PE managers to
maximize investment into private
equity, thereby increasing the
financial and social returns from
such investments. In addition,
PE investors should ensure that
their PE manager has not only
the implementation capabilities
but also the heart to feel and the
hands to get involved.
By working collectively, PE
investors and PE investment
managers can strengthen
business systems to withstand
external shocks and the impact
of crisis such as this pandemic.
It is also necessary to ramp up
our inclusion of ESG investment
criteria to drive greater
accessibility, quality of service
and economic participation by
those living in peri-urban and
rural areas and townships.

solutions for businesses. It is the
ability to strategically identify
the wins which will revitalise
businesses and make them
crisis-proof for the future. It
will require understanding
the role and impact they play
in their communities and how
to leverage that to survive. It
includes having the foresight to
measure resources and allocate
them between their immediate

REMEMBER
DISRUPTION
DRIVES GROWTH

personal and business needs.
It will be how to deal with issues
of human resources and labour
and how to restructure their
businesses to retain, sustain
In our view, the biggest and grow their staff compliment.
challenge to SMMEs will be
a shortage of skills. More Another option is to incentivise
specifically, the specialist skills investment into key sectors
needed to navigate the vast through unlisted infrastructure
opportunities for recapitalisation and strategic investments. The
and to choose the best funding crisis will undoubtedly reveal
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opportunities for PE investors
and PE investment managers
to aid in the repositioning of the
economy. We need to prioritise
investments in education, skills
development, food security, and
better equipping our healthcare
and transport system - both
areas where the government
recently cut spending. PE could
prove significant in partnering
with government to deliver
infrastructure, water, energy,
roads, rail, and ports against
funds raised by the government
through bonds.
Ultimately, we need to invest
in opportunities that speak
directly to the heartbeat of the
funds we invest – the ordinary
South African – you, me, and
our loved ones. Only time will
tell how exactly the crisis will
unfold. As we navigate our
way through the crisis, lock
down, and economic recession,
we need to remember that
disruption drives growth. It
will bring insight into which
innovations can permanently
uplift the economic and social
welfare of our country.

