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BRICS-A-BRAC
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OLD MUTUAL MULTI-MANAGERS

This week’s annual summit of the BRICS nations - Brazil, Russia, India, China and South Africa - is notable for
several reasons, not least because South Africa is the host this year. It is the first in-person summit of heads
of state since the pandemic, but President Putin of Russia will not attend due to the International Criminal
Court indictment against him. Russia’s growing global isolation and escalating tensions between China and
the US also mean the summit has received more media attention than previously.

AWKWARD

It is worth remmembering that this rather awkward grouping of very different countries started out in a Goldman

Sachs research paper 22 years ago, when then chief economist Jim O'Neil argued that the ongoing economic
rise of Brazil, Russia, India, and China would necessitate a reordering of global governance institutions. He wasn't
wrong, but coming soon after the dotcom crash, the BRIC concept quickly became a marketing fad as the hot
new thing in investments. This idea gathered further momentum when these countries emerged from the 2008
Global Financial Crisis in better shape than the West.

In 2009, the leaders of the four countries met to turn the acronym into a political club. South Africa was later
invited to join, and formerly became a member in 2011. However, BRICS is still more form than substance. It
remains an informal arrangement for now, lacking a founding charter, and importantly as we'll see below, any
kind of free trade arrangement. The one tangible creation of BRICS is the New Development Bank, set up as an
alternative to the World Bank and other Western-led development institutions, but it remains small compared

to them.
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Far from collectively being the countries of the future, the
BRICS have had divergent performances since the club was
formed in 2009. Chart 1 shows that China’s spectacular
gains in real per capita income continued, but as we now
know, serious imbalances built up over this period, including
a property bubble and associated rapid rise in private debt

theyears ahead. China's declining population, like Russia’s,
is also a structural headwind. India has also managed
sustained improvements in living standards from very low
levels of per capita income. With its large and relatively
young population and high savings rate, India can continue
togrow rapidly in the years ahead with the right government

that is likely to create an overhang constraining growth in policies.
CHART 1: REAL INCOME PER CAPITA
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Russian national wealth rises and falls with energy prices,
and on the surface looks strong. But being cut off from the
rest of world will do serious long-term economic damage.
In the past week, its central bank was forced to hike rates
in an unsuccessful attempt to halt a sharp decline in the
rouble caused by the demands of running a war economy.
While Russia has found new customers for its oil and gas
in countries like China and India, it is selling at a discount
tothem. Increasingly, it looks like Russia is locking itself into
a subordinated economic relationship with China.

South Africa and Brazil have followed very similar patterns,
since they have similar unequal, unbalanced and commmodity-
intensive economies. Both countries enjoyed rapid growth
in per person incomes during the pre-2008 commodity

REALIGNMENT

Source: World Bank

boom but have stagnated since. In the absence of politically
difficult structural economic reforms, history suggests that
we'll have to wait for the next commodity boom to see
another jump in living standards in these two countries.

South Africa is a tiny economy compared to the other four,
since its population of 60 million is half that of Russia's and
slightly more than a quarter of Brazil's. China and India are
billion-plus people behemoths.

But China is the biggest economy by far, bigger than the
other members combined. Therefore, while BRICS
commentary will note that the club is responsible for a
quarter of global output, it is clearly who does the heavy
lifting and carries the clout.

While there is much talk of a new geopolitical alignment
of developing countries (the ‘Global South’), it should not
be assumed that all developing countries are on the same
page. While there is a common weariness of perceived
Western hypocrisy, there isn't necessarily much else tying
countries together, within BRICS and the broader collection
of developing economies.

For instance, perhaps the oddest feature of BRICS is that
India and China have fought wars over disputed border

areas, most recently coming to blows in 2021.

Moreover, while China, India and South Africa abstained in
recent United Nations votes to condemn the Russian invasion
of Ukraine, Brazil supported the resolution. Of the other
developing countries apparently keen to join BRICS, Argentina
and Saudi Arabia and United Arab Emirates have also voted

to support the resolution, while Iran abstained.

The topic of Chinese expansionism is such a sore point in
South-East Asia that Vietnam banned the Barbie movie for
showing a map with the “nine dash line” of China's territorial
claims in the South China Sea.
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Now, the West is also not united on all issues. Most of Europe
was fiercely opposed to America’s invasion of Irag in 2003,
for instance, while President Trump in turn made it clear
that he saw Europeans as freeloading on America's defence
spending (which at almost $300billion per year, is still more
than all the BRICS combined, according to the Lowy Institute).

FEW BENEFITS

But on key issues and values, there is much more holding

the West together than pulling it apart.

The point then, is not that we are seeing the emergence
of a powerful united bloc as a counter to the West, but

rather the continued emergence of a multipolar world.

How has South Africa benefited from BRICS membership
beyond the prestige of belonging in a club of much bigger

economies? In answering that question, we should remember

CHART 2: SOUTH AFRICAN EXPORT DESTINATIONS

former British Prime Minister Lord Palmerston's injunction:
“countries have not permanent friends, only permanent
interests.”
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From a trade point of view, the other BRIC countries, led
by China, are a very important export destination. But as
chart2shows, the dollar value of exports to the other BRICs
has barely grown since South Africa joined the group in
2011. There s still a massive opportunity to grow and diversify
exports to these countries, particularly India and China, and
to attract tourists to our shores. But there is still no sign of
a BRICS free trade agreement facilitate this. Moreover, it
would be unwise to seek growing trade with BRICS at the
expense of existing relationships with Western democracies.
The ongoing AGOA negotiations with the US will test our
diplomatic nous in charting a course between East and
West.

The West, shown on the chart as the European Union, the
UK and the US, collectively remains our biggest export
market, dominated by exports of raw materials and dependent
on their price shifts.

Finally, and often forgotten, is that South Africa’s natural
export market remains its neighbours. The nascent African
Continental Free Trade Area holds much promise, but
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Source: International Monetary Fund

substantial investment in institutions and infrastructure is
needed to fulfil it.

The picture on foreign direct investment (FDI) is similar. A
study by UNCTAD, the United Nations' trade body, shows
that the stock from other BRICS membersinto South Africa
declined somewhat from 2010 to 2020, from $7.2 billion to
$6.9 billion, and stands at 5% of the total stock of FDI. Of
course, we don't know if FDI from the other four would
have been even lower if we didn't join the club. Either way,
the biggest source of FDI for South Africa by far remains
the US and Europe.

Would a BRICS common currency facilitate the needed
growth in trade? It is not an idea even worth considering.
A common currency requires something approximating a
common economy, with free movement of goods, services,
and capital asis the case in Europe. Clearly, we're still dealing
with five very different economies in the BRICS, never mind
the vast geographical distances between them. And even
though the European common currency (the euro) has
greatly facilitated the ease of trade, commmerce and travel
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on the continent, it hasn't been without problems as we
saw during the fiscal crisis of 2011-2012. The eurozone has
a single central bank but not a single fiscal policy stance,
and this almost tore the entire project apart and remains
asource of risk. What we might see instead is that a greater

THE MARKET HAS LOST INTEREST

portion of trade between BRICS countries moves to being
invoiced and settled in local currencies instead of US dollars,
an idea with substantial political backing. But there are
practical reasons for the dollar's dominance, so this will
likely be a very gradual process.

Finally, since the BRICS concept started life in the world of
fund management, we might ask what the marketis telling
usabout these countries. In terms of stock market performance,

CHART 3: FORWARD PRICE: EARNINGS RATIOS

the big winner since the formation of BRICS has been India.
The optimism around the country’'s economic future reflects
in its stock market, since valuations have increased.
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At the opposite extreme is Russia. It has completely dropped
off the radar screens of global investors following the war,
and leading index providers such as MSCI have excluded
the country’'s shares from international benchmarks. Even
before the invasion, Russian equities carried a deep governance

discount, persistently trading on low single digit PE ratios.

Despite the country's growing economic might, China’s
equity performance has been tepid, depending on the

benchmark. Recently, investors have substantially cut their
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Source: Refinitiv Datastream

expectations for the future, and the market trades on a
muted PE ratio.

Brazil and South Africa’s equity markets similarly discount
much pessimism and currently trade at levels below the
average of the past decade or so.

In other words, if there is a BRICS story, the equity market
is not buying it. There is excitement about India, pessimism
about Brazil, China and South Africa, and outright revulsion
at Russia.

CHART 4: 10-YEAR LOCAL CURRENCY GOVERNMENT BOND YIELDS
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In terms of bonds, there is also no sign of convergence.
Brazil's locally currency 10-year government bond yield has
endured wild swings, while South Africa’s has increased
since 2010. In both cases, it is largely because of worsening
fiscal dynamics. While India has a higher government debt-
to-GDP ratio at 80%, its rate of economic growth is also
higher. It can therefore grow into this debt, and clearly the
bond market is not too worried. As an international pariah,

MIND THE HYPE

itis hard to draw much signal from the Russian bond market
nowadays, as foreigners pull out en masse in 2022. Rising
yields do suggest domestic Russian investors are worried.
Going in the opposite direction, China's bond yields have
been grinding lower, a sign of the bond market expecting
lower inflation and interest rates in the years ahead. This
would be good news in most countries, but not China,
where the risk of Japanese-style deflation has increased.

In a nutshell, the BRICS conceptis one that has always been
surrounded by fanfare, initially because of the expected
superior growth rates of these countries, and more recently
because of growing geopolitical tensions. As a rule of thumb,
investors should be sceptical whenever there is such hype.
BRICS is not nearly as coherent a group as is often imagined,

but these are still important countries, each interesting in
its own right with investment opportunities and risk. The
key factor asalways s to take a balanced approach to making
investment decisions, focus on valuations, and apply the

necessary patience.



EQUITIES - GLOBAL

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Global MSCI World uss$ 28980 -2.52% -5.42% N.33% 2.55%
United States S&P 500 us$ 4 370.0 -21% -4.77% 13.80% 2.01%
Europe MSCI Europe us$ 1865.0 -317% -6.09% 7.68% 9.45%
Britain FTSE 100 us$ 92480 -318% -6.42% 2.58% 2.79%
Germany DAX Us$ 1497.0 -2.60% -6.38% 10.74% 20.53%
Japan Nikkei 225 Us$ 216.3 -3.45% -7.23% 8.69% 1.56%
Emerging Markets MSCI Emerging Markets us$ 964.0 -3.41% -793% 0.84% -4.55%
Brazil MSCI Brazil uss$ 1552.0 -4.02% -9.45% 6.37% -1.71%
China MSCI China us$ 58.4 -559% -11.14% -8.68% -9.93%
India MSCI India us$ 803.5 -0.91% -3.08% 4.21% -1.41%
South Africa MSCI South Africa us$ 379.0 -5.96% -14.06% -9.98% -12.06%

EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

CURRENCY  INDEX VALUE WEEK

DESCRIPTION INDEX

MONTH-TO-DATE

YEAR-TO-DATE

1YEAR

All Share (Capital Only) All Share (Capital Index) Rand 73 081.0 -5.06% -7.47% 0.04% 2.92%
All Share All Share (Total Return) Rand 12673.0 -4.81% -7.21% 217% 7.07%
JSE Capped SWIX Capped SWIX (Total Return) Rand 308837 -4.78% -6.96% 0.40% 2.53%
TOP 40/Large Caps Top 40 Rand 16270 -5.07% -7.90% 2.93% 927%
Mid Caps Mid Cap Rand 19618.0 -4.73% -550% -1.21% -211%
Small Companies Small Cap Rand 30229.0 -1.49% 0.19% 290% 219%
Resources Resource 20 Rand 45730 -8.62% -14.16% -20.39% -10.04%
Industrials Industrial 25 Rand 21804.0 -2.95% -5.63% 15.16% 2111%
Financials Financial 15 Rand 16370 -4.45% -4.43% 9.79% 794%
Listed Property SA Listed Property Rand 1659.0 -3.27% 0.30% -1.95% 2.40%

FIXED INTEREST - GLOBAL

DESCRIPTION CURRENCY  INDEX VALUE WEEK

MONTH-TO-DATE

YEAR-TO-DATE

1YEAR

IBOXX Global Government S&P uss$ 75.0 -0.84%

Overall (USD Unhedged)

-2.50%

-2.56%

-6.80%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1YEAR
All Bond BESA ALBI Rand 878.7 -1.50% -1.64% 2.47% 4.96%
Government Bonds BESA GOVI Rand 866.1 -1.50% -1.64% 2.44% 491%
Inflation Linked Bonds BESA CILI Rand 3325 -0.40% 0.30% 1.95% 3.61%
Cash STEFI Composite Rand 5319 0.16% 0.40% 4.85% 719%
COMMODITIES

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Brent Crude Oil Brent Crude ICE us$ 84.8 -2.32% -0.24% -1.40% -12.58%
Gold Gold Spot us$ 1889.0 -1.31% -3.38% 3.56% 715%
Platinum Platinum Spot uss$ 910.0 -0.22% -4.31% -1519% -119%
CURRENCIES

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
ZAR/Dollar ZAR/USD Rand 18.99 -0.18% -5.85% -10.30% -11.14%
ZAR/Pound ZAR/GBP Rand 2418 -0.50% -513% -14.85% -16.75%
ZAR/Euro ZAR/EUR Rand 20.64 0.53% -4.80% -11.73% -17.54%
Dollar/Euro USD/EUR us$ 1.09 0.00% 0.92% -1.83% -7.34%
Dollar/Pound USD/GBP us$ 1.27 -0.31% 0.52% -4.98% -6.55%
Dollar/Yen USD/IPY Us$ 0.01 0.31% 2.20% 10.89% 6.99%

Source: I-Net, figures as at 18 August 2023

The Old Mutual Wealth Investment Note is published on a weekly basis to keep our clients and financial planners informed of what is happening in financial
markets and the economy and to share our insights. Markets are often very volatile in the short term and similarly, economic data releases or central bank actions
may cause concerns for investors. This does not mean that investors should take action based on the most recent events. It is better to be disciplined and remain
invested in well-diversified portfolios that are designed to achieve long-term objectives. Our Strategy Funds are actively managed, with asset allocation changes
based on valuations and in anticipation of future real returns, and not in response to the most recent market noise. The future is always uncertain and that is why

our Strategy Funds are diversified and managed with a long-term focus.
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Old Mutual Wealth is brought to you through several authorised Financial Services Providers in the Old Mutual Group who make up the elite service offering. This
document is for information purposes only and does not constitute financial advice in any way or form. It is important to consult a financial planner to receive financial
advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims all liability
for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or which may be
attributable, directly or indirectly, to the use of, or reliance upon any information contained in this document



